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Assignment 2 Report
Management accounting is the procedure of presenting financial and functional information to management to make sound business decisions. Budgets, future projections, and productivity reports are examples of this data. One of the most important facets of management accounting is its emphasis on short-term decisions. Management Accounting Information (MAI) is intended to assist the management team in making improved day-to-day judgments instead of long-term strategic choices. MAI usually involves data on costs, revenues, earnings, and other variables pertinent to business managers. This report is split into two sections. The first section demonstrates the preparatory work of a monthly control report that specifies Amana's Ltd.'s performance throughout the year 2020. The second section advises Mr. Amana on whether he should open his online store or sell on Amazon.
PART A
A monthly control report is a document that summarises the company's performance for the previous month. It would include revenue, expense, profit/loss amounts, and a sales disintegration by the line of products or service. The report also compares actual results to budgeted amounts, outlining whatever areas in which actual outcomes deviated from expectations. This enables management to distinguish possible issues or areas for improvement rapidly. The monthly control report is helpful in a variety of ways. It can, for example, be utilised to monitor performance toward objectives and goals (Davidyuk, 2017). It can also assist in identifying trends and patterns, enabling management to render better up-to-date choices about future strategy. Furthermore, the report could be used to forecast long-term performance.
The chief financial officer (CFO) is generally responsible for the monthly control report, which is reviewed together with all other associates of top management before being distributed throughout the company. It could be mailed or posted on the web for staff members to use as a reference source. Numerous businesses have large databases accessible through staff members' intranets, rendering it simple to upload the report to a safe domain of the website. Staff members can then view it privately without being traced online from any smartphone or computer with an internet connection or obtain a copy for prospective use to their microchips, e.g., flash disk or hard drive. In so many instances, the monthly control statement is supplemented by an executive summary that summarises key points from the entire document. This makes it very convenient for managers to obtain the information they require without having to read through every single information in the monthly control report (Kholkin, 2020).
Flexible budgeting is the second most common type of budgeting. Flexible budgeting allows more flexibility in revenue and expenses resulting from better or worse than performance expectations. For instance, a company may have a lower minimum than anticipated income in a particular month. However, since it has a flexible budget, it can still stay within its budget by trying to cut down on some of its spending’s. In contrast, if the company's income increases one month, the extra funds can be used to expand the business. Flexible budgeting has two main advantages: it allows businesses to become more attentive to volatility in sales and expenditure, enabling them to compare actual performance to desired performance (Li, 2018). Businesses that can track their actual performance can recognize areas in which they are underperforming or outperforming and adapt accordingly. Preparing a flexible budget is a much more precise method of business budgeting because it accounts for both negative and positive adjustments in income and costs.





Monthly Control Report
Original budget

	Particulars
	Original (£)
	Actual (£)
	Variance
	Favourable/Unfavourable Variance

	Units
	100,000
	80,000
	20,000
	Unfavourable

	Original: (100,000 x 25)
Sales Actual: (80,000 x 20) 
	2,500,000
	1,600,000
	900,000
	Unfavourable

	Less: Costs
	
	
	
	

	Variable Costs: Materials Labour
	
250,000
400,000
	
280,000
440,000
	
-30,000
-40,000
	
Unfavourable
Unfavourable

	Overhead cost
	150,000
	120,000
	30,000
	Favourable

	Contribution
	1,700,000
	760,000
	940,000
	Unfavourable

	Fixed Overheads
	
	
	
	

	Rent(warehouse)
	200,000
	170,000
	30,000
	Favourable

	Insurance
	100,000
	100,000
	Nil
	-

	Salary ( full time warehouse supervisor)
	50,000
	35,000
	15,000
	Favourable

	Profit
	1,350,000
	455,000
	895,000
	Unfavourable



Flexed Budget

	Particulars
	Original (£)
	Actual (£)
	Variance
	Favourable/Unfavourable Variance

	Units
	100,000
	80,0000
	20,000
	Unfavourable

	Original: (100,000 x 25)
Sales Actual: (80,000 x 25) 
	2,500,000
	2,000,000
	500,000
	Unfavourable

	Less: Variable Costs
	
	
	
	

	Materials
	250,000
	200,000
	50,000
	Favourable

	Labour
	400,000
	320,000
	80,000
	Favourable

	Overhead 
	150,000
	120,000
	30,000
	Favourable

	Contribution
	1,700,000
	1,360,000
	340,000
	Unfavourable

	Fixed Overheads
	
	
	
	

	Rent(warehouse)
	200,000
	200,000
	Nil
	-

	Insurance
	100,000
	100,000
	Nil
	-

	Salary ( full time warehouse supervisor)
	50,000
	50,000
	Nil
	-

	Profit
	1,350,000
	1,010,000
	340,000
	Unfavourable




(II) Report on Performance
Amana Ltd. is experiencing a challenging year. The Covid-19 pandemic has resulted in constraints on movement as well as travel, resulting in a drop in sales. Amana Ltd. anticipates total sales of £2,500,000 but realises an actual revenue of £1,600,000. Even with a 20% decrease in selling prices from £25 to £20 per unit, they even now face significant unit increased costs attributable to material (£250,000 to £280,000) as well as labour costs (£400,000 to £440,000). The cost of doing business rises by 10%. This results in a total loss of £760 (budgeted vs. actual). The firm's monthly warehouse increases from £170,000 to £200,000, leaving insurance costs the only fixed overhead that has remained constant at £100,000. The warehouse supervisor's salary is also reduced by 20 percent, from £50,000 to £35,000 per year. Because of their aptness to sell souvenirs at a cheaper price while preserving similar figures in terms of items sold, the business' flexed budget was much more precise than its original budget (Macchia, 2019). The accurate analysis shows that Amana performed poorly. The selling price per unit has been raised, but expenditures are still out of control. The fixed costs have been minimised and hence placed under control. Overall profitability has been underwhelming.
The company is not quite as lucrative as it was in previous years, which will cause them to re-evaluate its costs and revenues framework in the future. Amana Ltd. should place more emphasis on sales volume rather than industry positioning, such as tourism. The company can minimise unit costs and look for alternative sources of ingredients and supplies. If Amana Ltd. wants customers to keep buying their souvenirs, it might be necessary for them to lower their prices cutting across their product line. The company sells souvenirs for £20 for every unit, but it is expected to sell for £25 for every unit. As a result, a significant decline of £900,000 is incurred (budgeted vs. actual). The primary causes of these losses were increases in labour and material costs and an upsurge in overhead costs. Amana Ltd. should concentrate on product demand rather than industry positioning, such as tourism, to mitigate these shortfalls. They should start reducing unit costs and look for alternative sources of materials and other ingredients, for example, source materials locally. If Amana Ltd. wants customers to keep buying their souvenirs, they may need to reduce their prices across the board. They should also probably expand into various markets to generate different kinds of revenue (Bento et al., 2018).


(III) Recommendations
Amana Ltd. is facing a challenging period, and the Company's Chief Executive Officer (CEO) requires some meaningful measures to assist her business get back on the right track. In this instance, the emphasis must be on boosting revenue by trying to sell more units at a slightly higher price while significantly lowering variable costs.
Amana can significantly raise their revenue in a variety of ways:
1. Increasing the selling price of every unit, say £25 to approximately £30, without adjusting the results of the variable costs in a significant sale less variable costs(contribution) of approximately £2 per unit, resulting in a total sales growth of £40,000. Nevertheless, this alternative may not be favourable because it may reduce sales volume, holding Amana with a relatively small stock of things to sell (Modell, 2017). This is not a good option.
2. Raising the selling price to approximately £30 from the prevailing £25 while lowering variable costs from £20 per unit to approximately £13 results in an elevated contribution of about £7 per unit, resulting in a cumulative sales growth of £80,000. This alternative will undoubtedly assist in minimising the losses while also contributing more to Amana's fixed overheads. This is the preferred option.
3.  Selling at a reduced price of, say, 20 sterling pounds for a limited time could also be a reasonable approach that may increase sales volume and perhaps even entice some potential subscribers who were previously unable to make purchases due to increasing prices. Nevertheless, this option may lead to a considerable inventory of unpurchased souvenirs at the end of the cycle, depleting the firm's working capital. As a result, this alternative is not strongly suggested.
4. Selling souvenirs on the internet to clients who were unable to visit retail stores due to the lockdown will assist Amana boost revenue by £150,000 while decreasing fixed overheads. As a result, this alternative is strongly advised.
Variable expenses can be minimised in a variety of ways, such as:
1. Material variable expenses are reduced from £2.50 for every unit to £2.0 for every unit, whereas other variables remain constant. The change will improve a contribution margin of approximately £0.5 for every unit, culminating to an overall sales boost of £20,000. Even so, this might culminate in low-quality goods that could negatively impact client satisfaction. This may not be a good option.
2. Cutting down the number of permanent warehouse employees from four to two while keeping all other components constant will result in a £120,000 annual savings in variable costs. This alternative is recommended to reduce shortfalls and add more to Amana's fixed overheads.
3. Lowering overhead expenses from £1.50 for every unit to £1 for every unit result in a £30,000 annual savings in variable costs. This choice, nevertheless, may not be viable because some of the overhead costs are required for the company to operate effectively, for example, insurance (Nishimura, 2019). This is not a great alternative.
Amana’s CEO must prioritise business growth and profitability while decreasing variable costs. The alternatives noted above can assist in achieving these goals and improving Amana's financial performance.
PART B
Mr. Amana's choice of shifting 50 percent of their income from physical to online is sound. His firm's branches in Brighton, Birmingham city centre, and Manchester city centre could only serve a small portion of the customer segmentation. While the presence of these store outlets may significantly boost Amana Souvenirs' base of loyal customers, the opportunities to reach out to newer client bases are constrained, and the expenses of store outlets are substantial. The company's Souvenirs has the prospects to dramatically expand its customer and market base by channelling half of its sales projections through an online framework that specifically targets the United Kingdom, Europe, and the United States. Around the exact moment, it can plan to revamp its residual physical stores to serve its domestic client base and unionists better. Mr. Amana, the company owner, must choose between selling online through Amazon and opening his own online store. The company should consider the relevant costs of each route before deciding on which one to take (Scott, 2019).


In aspects of establishing their own online store, Amana has estimated that a preliminary £10,000 would be needed for start-up expenses, with an additional £100/month necessary to keep it operational. In addition, the business's shareholders were thinking of hiring a permanent programmer at a remuneration of £35,000 annually. This will only put additional pressure on the company because this person would require continuous guidance and direction. In addition, there is the cost of the delivery services to consider. According to the approximated values, about £150,000 will be required to establish a framework of delivery for clients in the United Kingdom, Europe, and the United States. With all these expenses considered, one can see that Amana requires £295,000 in order to have its own online marketplace – which might foreseeably result in a rise in revenues. Likewise, if they were to sell on Amazon, Amana would have to pay fifty thousand sterling pounds in Amazon fulfilment fees (Tănase, 2021). Furthermore, due to intense competition among Amazon sellers, Amana is expected only to accomplish assured sales of £65,000 units here on the platform. This figure, however, is presumably relevant to the rise because it is heavily dependent on market demand.
In terms of costs, Amana will require a splurge of £50,000 for their merchandise purchased on Amazon. If the company decides to sell via this online store behemoth, the total cost will be £100,000. One can see that if the company chooses to sell on Amazon, it will incur lower start-up costs. Nevertheless, their yields and earnings are likely smaller than if they established their online store. In comparison, if the company decides to set up an online store, it could see a sales increase and increased profits. They will exercise total control over what they offer, the amount they charge for it, and their return guidelines. Before deciding where to sell his goods, Mr. Amana should carefully consider all variables. By quantifying the benefits and drawbacks of selling on Amazon versus opening an online store for his business, he can make a rational decision ideal for his business.
Keeping all the factors mentioned earlier in mind, Mr. Amana should consider selling through Amazon at the onset for a minimum of one to three years. While it is more likely that his business will encounter stiff competition in this seller online space, it will provide Mr. Amana with genuine feedback about the perception and attitude of the consumers towards his company's products in the market segments. He will start an advertising campaign correspondingly to enhance consumer awareness of the brand and earn customer loyalty in the long run (Weetman, 2019). Mr. Amana can consider shifting to a devoted online store for the company's Souvenirs after ideally increasing the product's brand awareness in the market segment over the initial one to three years.
 Conclusion
According to this assignment work, management accounting is a significant component of any business. It assists businesses in tracking their financial performance and productivity to focus on making better decisions and continue improving their bottom line. Management accountants gather and analyse financial data using different tools and techniques, which they then utilise to continue providing additional insight and suggestions to business shareholders and management staff.
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