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Management accounting is a branch of accounting that basically helps the management to monitor and control the business activities of the organisation. From the name of this accounting, it is quite clear that this accounting is a helping tool for the management of the company (Atrill and McLaney, 2018). Through management accounting, the management of a company can prepare different budgetary reports, variance analyses, etc. The reporting entity of financial accounting is the shareholders on the other hand the reporting entity of the management accounting is the management of the company. With the help of management accounting, the company can plan several controlling and monitoring plans to be implemented for effective function. In this report, some specific aspects have been described as the original budget, flexible budget and variance analysis have been prepared. Then in the next part, an analysis has been performed for going online or using online platforms.
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For this reporting purpose, two different variances have been prepared. One is between the original budget and actual cost and the other is between the flexible budget and actual cost. 
1. Original Budget and Actual Cost
The original budget is basically prepared by the management of the company to have an idea about the costs of the company (Bromwich and Bhimani, 2020). With the help of the budget, the management can compare with the actual budget and then can analysis the variances.
Given information,
	Description
	Original Budget
	Actual cost

	Units
	    100,000.00 
	    80,000.00 

	Selling Price
	             25.00 
	           20.00 

	 
	 
	 

	Variable costs:
	 
	 

	Materials
	               2.50 
	  280,000.00 

	Labour
	               4.00 
	  440,000.00 

	Overhead
	               1.50 
	  120,000.00 

	Contribution
	             17.00 
	  760,000.00 

	 
	 
	 

	Fixed overheads:
	 
	 

	Warehouse rental
	    200,000.00 
	  170,000.00 

	Insurance
	    100,000.00 
	  100,000.00 

	Fulltime warehouse supervisor salary
	      50,000.00 
	    35,000.00 



Variance Analysis:
	Description
	Original Budget
	Actual cost
	Variance

	Units
	     100,000.00 
	       80,000.00 
	    20,000.00 

	Selling Price
	  2,500,000.00 
	  1,600,000.00 
	  900,000.00 

	 
	 
	 
	 

	Variable costs:
	 
	 
	 

	Materials
	     250,000.00 
	     280,000.00 
	-   30,000.00 

	Labour
	     400,000.00 
	     440,000.00 
	-   40,000.00 

	Overhead
	     150,000.00 
	     120,000.00 
	    30,000.00 

	Contribution
	  1,700,000.00 
	     760,000.00 
	  940,000.00 

	 
	 
	 
	 

	Fixed overheads:
	 
	 
	 

	Warehouse rental
	     200,000.00 
	     170,000.00 
	    30,000.00 

	Insurance
	     100,000.00 
	     100,000.00 
	                 -   

	Fulltime warehouse supervisor salary
	       50,000.00 
	       35,000.00 
	    15,000.00 



1. 1. Units’ variance is unfavourable variance because in the case of budget the company has assumed that it would be able to sell 100,000 units but in reality, it has been found that the company has sold only 80,000. As a result, the company’s revenue has decreased.
2. Selling price has also unfavourable variance because of two impacts. One, the company has sold fewer products, and on the other hand, the actual per unit sale price is lower than the original budget.
3. Overhead cost has favourable variance because the cost is variable and it is dependent on the level of the output. As the actual output is lower than the original output, that is why this cost has a favourable variance. 
4. Material costs and Labour costs have unfavourable variance because these two costs’ original budget is lower than the actual cost. These two costs should be lower because the output is lower than the budget. Bur due to high material and labour costs, the company has incurred high variable costs. 
5. Due to two high unfavourable variances, the company’s contribution margin has also unfavourable variances. 
6. In the case of warehouse rent and the salary of supervisory, the company has incurred favourable variances and insurance cost has no variances because this cost is fixed.

2. Flexible Budget and Actual cost
A flexible budget is a kind of budget that considers the variance in the cost. If the variance between the original budget and actual cost is analysed then it would be found that maximum variances have been incurred due to different output but in the case of a flexible budget, the actual output is used along with the cost of the original budget.
Given information,
	Description
	Flexible Budget
	Actual cost

	Units
	      80,000.00 
	    80,000.00 

	Selling Price
	             25.00 
	           20.00 

	 
	 
	 

	Variable costs:
	 
	 

	Materials
	               2.50 
	  280,000.00 

	Labour
	               4.00 
	  440,000.00 

	Overhead
	               1.50 
	  120,000.00 

	Contribution
	             17.00 
	  760,000.00 

	 
	 
	 

	Fixed overheads:
	 
	 

	Warehouse rental
	    200,000.00 
	  170,000.00 

	Insurance
	    100,000.00 
	  100,000.00 

	Fulltime warehouse supervisor salary
	      50,000.00 
	    35,000.00 



Variance analysis:
	Description
	Flexible Budget
	Actual cost
	Variance

	Units
	       80,000.00 
	       80,000.00 
	                 -   

	Selling Price
	  2,000,000.00 
	  1,600,000.00 
	  400,000.00 

	 
	 
	 
	 

	Variable costs:
	 
	 
	 

	Materials
	     200,000.00 
	     280,000.00 
	-   80,000.00 

	Labour
	     320,000.00 
	     440,000.00 
	- 120,000.00 

	Overhead
	     120,000.00 
	     120,000.00 
	                 -   

	Contribution
	  1,360,000.00 
	     760,000.00 
	  600,000.00 

	 
	 
	 
	 

	Fixed overheads:
	 
	 
	 

	Warehouse rental
	     200,000.00 
	     170,000.00 
	    30,000.00 

	Insurance
	     100,000.00 
	     100,000.00 
	                 -   

	Fulltime warehouse supervisor salary
	       50,000.00 
	       35,000.00 
	    15,000.00 



1. Sales revenue is unfavourable because the actual sales price is lower than the budget. This could have occurred due to a change in the market condition or the demand for the products of the company. 
2. Material and labour costs have unfavourable variable costs and it has been assumed that the materials price either has become higher or the management has assumed an inaccurate material price or an unrealistic material price. 
3. Overhead cost has zero variance. It means that the company has estimated the cost correctly.
4. But due to high variable costs and low sales revenue, the company has incurred an unfavourable contribution margin.
5. Fixed costs have the same variances as the original budget comparison because the output level does not impact the fixed costs.
[bookmark: _Toc100790655]Requirement 2
In requirement 1, two variances have been calculated and the variances have been analysed. Now the performance of the company will be discussed in terms of the variance analysis. The company has incurred maximum unfavourable variances and the unfavourable variances are indicating towards the poor performance of the company. The performance of the company has been analysed below:
1. The company has sold a lower quantity than the budgeted quantity. There could have several reasons. The company may have not invested in the advertisement and due to this reason, they have sold less. The company’s sales representatives were not capable enough to make the sell to the customers. Market demand for the company has been changed or competitors and substitute products have been increased. Another poor performance on part of the management of the company could be that the management of the company may have not forecasted with proper market research and due to this, the variance occurred.
2. There have been unfavourable variances in the material and labour costs. These two are directly related to the level of the output. In the case of a flexible budget still there is unfavourable variance. It means that the market price has been increased due to the inflation rate or the changes in the demand curve or the management has not forecasted perfectly. It is not mandatory that there could be one reason behind the unfavourable variances, there could be multiple reasons at the same time behind this variance. 
3. Fixed cost has also variances. Normally there should be no variance. It could be understood that the management of the company has not used the current market and current organisation situation rather it has used previous information and as a result variance in case of fixed costs occurred.
So, these are the probable reasons behind the variances. Favourable variance is good for the company but not all time. It may create a doubt that probably management has done under-budget so that they can show a favourable variance and as a result good performance of the company.
The management should remember that budget helps to better the performance and without being biased while preparing the budget, they should all the probable and potential factors that could affect the company’s activities. 
[bookmark: _Toc100790656]Requirement 3
After analysing the variance and the performance of the company, some recommendations have been made below:
· The management should not just depend on the historical information of the company rather it should consider the market and the current organisation’s situation (Hansen et al, 2021). Because all the financial periods do not carry the same market factors. For example, during the pandemic period, the maximum company was unable to sell its products. So, if they follow their historical information then the budget would not be a realistic one. So, the management should analysis all the factors before preparing the budget. 
· The employees of the company should understand the objective of the company otherwise it is not possible to meet the target. Employees are basically field workers or have a direct connection with the consumers (Horngren et al, 2019). If they do not understand the company’s target or they are not properly communicated about the target then it will be difficult for the company to achieve the target.
· As the company’s materials price has fluctuated, the company should make an agreement with the suppliers. It could be worked as a precaution against unfavourable variance. When the company makes an agreement with the suppliers, the suppliers cannot increase the price.
The recommendations have been made as per the variance report and the performance analysis. Basically, to improve the current situation entire organisation should work very efficiently so that they can achieve the target and management should monitor their work so that the variance does not exceed the expected level. So, to minimise the variances, the management, and the employees should be very careful and efficient so that there are fewer variances. 
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In the given case, Mr. Amana has two options. One is to sell online to the potential market and the other is selling products by using Amazon. In these two alternatives, there are several relevant costs. Those costs have been analysed for the two alternatives:
Alternative 1:
In the alternative, the owner of the company has analysed the current market situation and concluded that the competitors in the market have moved on online and he also wants to move 50% of his business online. And due to this, he wants to close Brighton, Birmingham city centre, and Manchester city centre. The company will be incurring the following costs for setting up its online network:
	Cost of setting up delivery network –  
	£150,000

	Cost of upgrading the current website to handle the large volume of sales - 
	£50,000

	Salary of a full-time IT programmer - 
	£35000 per annum



Here, the first two costs are one-time costs. It means that the company will incur only one time these costs. So, these costs can be considered as the initial investment (RS and Atkinson, 2019). So, if the company wants to set up its network, then it will have to invest 200,000 amount of money and it will incur £35,000 fixed cost for the purpose of the salary of the IT programmer. And after setting up its own online channel, it will be able to sell 100,000 units annually and this is guaranteed because of the market demand. 
There are lots of qualitative factors that should also be considered by the company:
· The company can charge the sales price based on its own pricing policy and it does not need to compete on its own website. But at the same time, the online market for any product is very competitive so it will not be easy for the company to charge any price the company wants. 
· The company can bring variations in its products or can add more product lines without any additional cost. Because the network has already been established so it will need not incur any more preliminary costs.
· Here the company has not considered one cost and that is the promotional cost. Because to promote the website, the company will have to invest additional money because it will be closing its three branches and the customers from those branches need to know about the online market, and to let them know, the company will have to invest in the advertisements.
· Another cost has not been considered by the company and that is opportunity cost. The company will be closing its three branches and the sales from those branches should be considered as opportunity cost and the cost that will be saved by the company by closing the branches should also be considered as cost savings (Weetman, 2011).
Alternative 2:
In alternative 2, the company can use Amazon as the online platform, and here it will need not incur any initial investment or any initial cost. Rather the company will have to incur a 50,000 registration cost and by Amazon, the company will be able to sell 65,000 units of the product despite the competitors. But here several other factors need to be considered:
· This platform consists of huge competition. Unlike the own channel, here the products of the company will be compared and if the consumers are not familiar with the company’s product, then there is a high chance that they will not buy their product.
· Amazon will control the sales of the company. As the company will use this platform, the sales price may be set by Amazon and it will charge a commission based on the product.
· The company will have to follow a strict return policy. Because Amazon wants to give most priority to the customers. So, if there is no fault of the company but the consumers demand a return then the company will have to take back the product.
· The company may have to face huge competition.
Comparison:
1. If the company sets up its own network channel, then it will have to invest 200,000 amounts and if it wants to use Amazon then it will have to invest 50,000 as an initial investment. Own channel requires more investment.
2. The company will be able to sell more than 30% by its own channel and if the company considers the payback period, then it will be able to regain its initial investment. On the other hand, by using Amazon, the company will be able to sell lower than its own channel.
3. The company will have full control over its own network but in the case of Amazon, it will not have any control over there.
4. The company may be incurring higher opportunity costs if it accepts the Amazon alternative. Because it will be closing its three branches and it is quite possible that the three branches of the company would sell more than 65,000 units aggregately. 
If the company wants to take a risk and expect a high return, then it should establish its own network and if the company wants to take less risk and a stable revenue then it can choose Amazon as a selling platform. 
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In the case of management accounting, the management of the company needs to think about all possible aspects of a matter because it will be able to monitor and control the matter of the business activity effectively. Another matter should also need to be remembered that while considering a project for a company or choosing an alternative, the management should consider all the relevant costs and factors.
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