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Introduction
Accounting plays a vital role in business management because it helps you track revenue and expenses, ensure regulatory compliance, and provide investors, management, and government with quantitative financial information that can be used in business decisions.
There are three main financial statements generated by your records. The income statement provides you with profit and loss information. The balance gives you a clear idea of ​​the financial condition of your business on a given date. The cash flow statement is a bridge between the income statement and the balance sheet and reports the generated and spent cash for a certain period. It is crucial to keep your financial records clean and up to date if you want to keep your business afloat. Here are just a few of the reasons why it is important for your business, big or small.
      Helps to assess the effectiveness of the business
financial records reflect the results of operations as well as the financial condition of the small business or corporation. In other words, they help to understand financially what is happening with the business. Clean and up-to-date records not only help keep track of expenses, gross margin, and possible debt, but also help to compare current data with previous accounting records and allocate the budget appropriately.
      Helps create budget and future forecasts
Business trends and forecasts are based on historical financial data to keep your operations profitable. These financial data are most appropriate when provided by well-structured accounting processes
Assists in submitting financial statements
Companies are required to submit their financial statements to the Registrar of Companies. Аccounting  plays a critical role in all these scenarios.
[bookmark: _Hlk90552300]Question 1                             PART A 





	Items
	[bookmark: _Hlk90456003]Cost per unit 
	Original (£)
	Flexed (£)
	Actual (£)
	Variance

	[bookmark: _Hlk90448892]Units
	100,000
	100,000
	80,000
	80,000
	-

	Selling price
	25
	25
	25
	20
	5              UF 

	[bookmark: _Hlk90706934]Revenue
	
	2, 500, 000

	[bookmark: _Hlk90449349]2,000,000


	[bookmark: _Hlk90449454]1,600,000
	400,000   UF

	Variable costs:
	
	
	
	
	

	Materials
	2.50
	250,000
	200,000
	280,000
	80,000     UF

	Labour
	4
	400,000
	320,000
	440,000
	120          UF

	Overhead
	1.50
	150,000
	120,000
	120,000
	-

	[bookmark: _Hlk90466769]Contribution
	17
	[bookmark: _Hlk90468795]1, 700, 000
	1,360,000
	760,000
	[bookmark: _Hlk90468853]600,000      F 

	[bookmark: _Hlk90470013][bookmark: _Hlk90707626]Fixed overheads:
	
	
	
	
	

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

	Insurance
	100,000
	100,000
	100,000
	100,000
	_

	-Fulltime warehouse supervisor salary
	50,000
	50,000
	50,000
	35,000
	15,000        F

	[bookmark: _Hlk90470375]Profit
	
	1,350,000
	1,010,000
	455,000
	555,000   UF


Question 2 

 

As per the flexible budget report prepared for the year 2020, the variance analysis shows that the selling price, flexible budget revenue, materials and labor exceed the actual leading to an unfavorable variance in both the cases.
But contribution is favorable and fixed overheads show a favorable variance reflecting savings for the company.
For the profit analysis shows that is unfavorable and the company loss £555,000.


1. Selling price is reduced by £5 

Flexed – Actual = Variance 
25-20 = 5

Reducing costs increases profitability, but only if sales prices and number of sales remain constant. If cost reductions result in a lowering of the quality of the company's products, then the company may be forced to reduce prices to maintain the same level of sales. This can wipe out any potential gains and result in a net loss.
An even greater negative impact may result over time from a gradual loss of market share as the reduction in quality makes it impossible to maintain sales figures. However, if a company can efficiently cut costs without affecting quality, sales price, or sales figures, then that provides a path to higher profitability. (Maverick, 2021)

2. Revenue is decreased by £400,000

[bookmark: _Hlk90455777]Units x Selling price = Original, Flexed and Actual Revenue
Original Revenue: 100,000 x 25= 2, 500, 000
Flexed Revenue:    80, 000 x 25 = 2,000,000
Actual Revenue:     80, 000 x 20 = 1,600,000
Variance = 400,000

Even if you maintain the same costs of doing business, lower revenue means that you have less profit. Declining revenue can result from either a loss of customers or markdowns on prices. ... If you have excess inventory or if demand wanes at regular price points, you may have to mark down goods to create transactions. (Chron, 2021)
 In the case of Amana, we see that lowering the price leads to lower revenues.
3. Materials has increased by £80,000

[bookmark: _Hlk90458062]Units x Cost per unit materials = Original and Flexed Materials
Original Materials: 100,000 x 2,50= 250,000
Flexed Materials:   80, 000 x 2,50 = 200,000
Variance = 80,000

The materials price variance is unfavorable if the actual price of the materials is higher than the standard price. The purchasing department bought materials that cost too much. While this is usually treated as undesirable, higher actual prices may simply indicate a normal rise of prices in the industry. (Accountingverse, 2021)

4. Labour has increased by £120

[bookmark: _Hlk90465509]Units x Cost per unit Labour = Original and Flexed Labour
Original Materials: 100,000 x 4= 400,000
Flexed Materials:   80, 000 x 4 = 320,000
Variance = 120

When wages or contract-labor expenses exceed management expectations, they are called unfavorable labor-price variances. These can have several effects on a business, including creating cash-flow problems, negatively impacting profitability, and causing expense-based bonuses not to be paid to management. Thus, it is important to identify the various causes of unfavorable labor-price variances to prevent their occurrence or limit their impact. (Anon., n.d.)

5. Variable Overhead

[bookmark: _Hlk90468641]Units x Cost per unit Overhead = Original and Flexed Overhead
Original Variable Overhead: 100,000 x 1,50= 150,000
Flexed Variable Overhead:   80, 000 x 1,50 = 120,000
Variance = 0

Variable Overhead Spending Variance is essentially the difference between what the variable production overheads actual cost and what they should have cost given the level of activity during a period.
The standard variable overhead rate is typically expressed in terms of the number of machine hours or labor hours depending on whether the production process is predominantly carried out manually or by automation. A company may even use both machine and labor hours as a basis for the standard (budgeted) rate if the use both manual and automated processes in their operations.
Variable overhead spending variance is favorable if the actual costs of indirect materials — for example, paint and consumables such as oil and grease—are lower than the standard or budgeted variable overheads. It is unfavorable if the actual costs are higher than the budgeted costs. (Accountingverse, 2021)


6. Contribution 
Units x Cost per unit Contribution = Original and Flexed Contribution
Original Variable Overhead: 100,000 x 17= 1, 700, 000
Flexed Variable Overhead:   80, 000 x 17 = 1,360,000
Variance = 600,000       

Analyzing the contribution margin helps managers make several types of decisions, from whether to add or subtract a product line to how to price a product or service to how to structure sales commissions. The most common use is to compare products and determine which to keep and which to get rid of. If a product’s contribution margin is negative, the company is losing money with each unit it produces, and it should either drop the product or increase prices. If a product has a positive contribution margin, it’s probably worth keeping. According to Knight, this is true even if the product’s “conventionally calculated profit is negative,” because “if the product has a positive contribution margin, it contributes to fixed costs and profit.” (Gaiio, 2017)



7. Fixed overheads have decreased 

Planned business expansion, which was anticipated to cause a stepped increase in fixed overheads, not being undertaken during the period.
Cost rationalization measures carried out during the period aimed at reducing fixed overheads by elimination of inefficiencies (e.g., through process re-engineering and optimization of the usage of shared resources and facilities).
Planning inaccuracies (e.g., actual salary raise being lower than anticipated in budget).
Adverse fixed overhead expenditure variance indicates that higher fixed costs were incurred during the period than planned in the budget. (Ali, 2020) 

8. Profit loss £555,000

Profit variance is the difference between the actual profit experienced and the budgeted profit level.  A profit variance is considered to be favorable if the actual profit is greater than the budgeted amount. A profit variance is considered unfavorable if the actual profit is lower than the budgeted amount. (accontingtools, 2021) 
Question 3



1. Material requisition process can be shifted to different vendors offering better and low-priced raw material This can help in cutting the cost.

Raw material costs are critical for a manufacturer. Along with direct labour costs, raw material costs determine the basic profitability metric of gross profit margin. It is essential for a company to control its basic costs. This makes management programs such as materials requirement planning (MRP) very important.
MRP is a software-based information system created to help companies increase their levels of productivity. The system is rooted in sales forecasting and is used to schedule the amounts and the deliveries of raw materials more efficiently. MRP was among the first integrated information systems to utilize software technology and computers to offer productivity-related data to company managers. Production efficiency has greatly improved with the advent of such systems. (Maverick, 2021)

2. Similarly, labor requirements can be fulfilled through labor contractors charging lesser price.

When a manufacturer sets the sales price of a product, the firm considers the costs of labor, material, and overhead. The sales price must include the total costs incurred; if any costs are left out of the sales price calculation, the amount of profit is lower than expected. If demand for a product decline, or if competition forces the business to cut prices, the company must reduce the cost of labor to remain profitable. To do so, a business can reduce the number of employees, cut back on production, require higher levels of productivity, or reduce other factors in production cost. (Maverick, 2021)


3. From the above analysis of price and revenue we see that the reduction in price is not favourable for the company and the strategy is not appropriate.

The company can divert its efforts towards increasing the actual overall revenue.

The fastest and most effective way for a company to realize its maximum profit is to get its pricing right. The right price can boost profit faster than increasing volume will; the wrong price can shrink it just as quickly. Yet many otherwise tough-minded managers shy away from initiatives to improve price for fear that they will alienate or lose customers. The result of not managing price performance, however, is far more damaging. Getting the price right is one of the most fundamental and important management functions; it should be one of a manager’s first responsibilities, a nuts-and-bolts kind of job that determines the dollar and cents performance of the company. (Marn, 1992)
                                      PART B



[bookmark: _Hlk90708321]Analysis Online


Units                 100, 000                                  Based on market research guaranteed 

Selling price       £ 20

Revenue             2, 000,000                                                                (100, 000 x 20)


Variable costs:

Materials              250,000                                                                  ( 100,000 x 2,50)

Labor                   400,000                                                                   ( 100,000 x 4)

Overhead            150,000                                                                    (100,000 x 1,50)

Contribution   1, 200,000                                                              (100,000 x 12)


Fixed overheads:

Delivery                150,000

Website                 50,000

Salary                   35,000

Profit                    965,000















Analysis Amazon


Units                  65, 000                        Guaranteed sales of 65,000 units on Amazon                

Selling price       £ 20

Revenue            1,300,000                                                                  ( 65, 000 x 20)


Variable costs:

 Materials              162,500                                                                    (65,000 x 2,50)

 Labor                    260,000                                                                     (65,000 x 4)

 Overhead             97,500                                                                     ( 65,000 x 1,50)


 Contribution     780,000                                                                 (65,000 x 12)


 Fixed overheads:

 Amazon fulfilment fees - 50,000


 Profit                    730,000




From the analysis we observe that in both cases the profit is better than if it remains in the same position. In this case, online is more profitable, but we must consider that Amazon has the potential to increase sales depending on demand.
When are Amazon, suitable?

If you are going to do drop shipping and do not want to have headaches with marketing, special customer service or site maintenance - these great sites are for you.
Putting several products there is easy and fast, no special technical skills are required. You won't have or run ads on Facebook. (Mitchell, 2021)

When are these places not for you?

● You want to have control over your brand and freedom to represent it.
● You want to have direct contact with your customers.
● You don't want to share profits and sales data.
● You want complete freedom in marketing activities.
● You do not sell in many countries.
Advantages of owning an online store

When you have all the control, your business does not stop at the demands of an invisible intermediary. (Mitchell, 2021)

1. Develop your brand

Amazon do not provide many options for brand presentation - all (except the largest brands) have the same pages and product blocks.
On your own site, however, you can present your brand in any way. You have no restrictions on content, layout, colours, blocks.
You can emphasize your values because consumers already prefer to buy products with history and mission.
You can link your products with lifestyle content so that your site is visited not only for purchase and to build a loyal fan base.
When there are no rules, anything is possible. (Content, 2019)

2. You serve your customers well

If you want to stay in business, your customers must be satisfied. They will recommend you to friends and they will buy again.
This is done in the process of buying and then you assist them and make the experience more enjoyable:

● Have a live chat for help.
● Respond to customer inquiries by phone and / or Facebook.
● Do not delay answering inquiries.
● You are interested in the product impressions after delivery.
● Communicate additional features and uses of the purchased product so that it can be used frequently by the buyer.


 The large marketplaces limited this type of personal communication with customers, and sellers are often powerless to provide the service they would like.
there is no live chat on Amazon. Communication with customers is only through their system, which is cumbersome and annoying for everyone - and you don't even have the emails of your own customers! (Content, 2019)

4. Only you have access to all your data
When you control your data, you can use it for more personalized marketing that brings you more sales.
Also, you can add discounts and promo conditions of your choice according to the situation, instead of relying on someone else's algorithm. Promo codes, 3 for 2, bonuses for loyal customers, all sorts of variations of emails in an abandoned cart - it's all in your hands.
Finally, you are free to build a relationship with your customers in the long run - send them content, organize games, invite them to follow you on social networks, ask for their opinion and engage their attention in any way. (Content, 2019)

5. Stronger presence in the local market

If you don't want to sell worldwide, you don't need a global presence and huge competition. On the contrary - by concentrating on the local market, you can make a bigger impression with partnerships, better connect with your potential buyers of physical events, and build your brand faster because you speak the language of the people. (Content, 2019)


Based on above analysis, my advice is to start own online shop!
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