[bookmark: page1][image: ]


LEVEL 5 ASSESSMENT 


	
	Programme:
	
	BA Business Management
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Module:
	
	Management Accounting
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Module code:
	
	LCBB5002
	
	Contribution to
	
	70%
	

	
	
	
	
	
	Overall Module
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	Assessment (%):
	
	
	

	
	Lecturer:
	
	Winifred Soribe
	
	Internal Verifier:
	
	Widin Sha'ven
	

	
	
	
	
	
	
	
	
	

	
	Assignment Title:
	
	Assignment 2 Report
	
	Word count (or
	
	2500
	

	
	
	
	
	
	equivalent):
	
	
	

	
	
	
	
	
	
	



Student Name: Ivan Gunchev
Student ID: 2030335


[bookmark: _Toc98862480][bookmark: _Toc98862481]Table of Contents
Introduction	3
PART A	4
PART B	10
Conclusion	13
Reference List	14


[bookmark: _Toc110345042]Introduction
There is huge importance that management accounting holds in business organisations. This division of accounting in businesses plays a variety of roles. Management accounting has various techniques, which help organisations in performance management and attainment of success (Ojra et al., 2021). This report is going to conduct a detailed discussion and evaluation on the usefulness of management accounting in business organisations. A control report is going to be prepared for a business organisation Amana Ltd, a family owned business involved with selling souvenirs to tourists based in England. Despite having a good performance and a presence in the market since the last 40 years, the business has been affected badly because of the pandemic Covid-19. This report will be evaluating the performance that the organisation Amana Ltd has achieved in addition to recommending areas of improvement to the organisation. Besides this, the relevant costs for this organisation regarding opening of an own online shop and selling through Amazon will be considered. Recommendations on the decisions of Mr. Amana are going to be made accordingly.

[bookmark: _Toc110345043]PART A
(i) Prepare the monthly control report showing original budget, flexed budget, and variances. 
According to Maheshwari et al. (2021), companies prepare different types of reports by making use of management accounting for decision-making purposes and executing the day-to-day activities of business organisations. A control report refers to a type of management accounting report, which finds out the types of deviations that a company undergoes from its budgeted numbers throughout a specific period (Alabdullah, 2019). These reports consider the original budgets of companies, their flexed budgets followed by reflecting their actual results accomplished in a specific period to detect the underlying variances. Original budgets indicate the financial plans that a business organisation prepares during the starting of a period of accounting (Kren and Kren, 2019). Conversely, Mucci et al. (2021) defined flexible budgets as the type of budgets that a company prepare based upon the changes that take place in the actual units sold in its context. The actual results are the reflection of the costs that a company has actually spent based on the number of units sold in reality.
Covid-19 has had a massive effect on the performance and financial position of business organisations, starting from decrease in sales to increase in costs and declining profits (Adam and Alarifi, 2021). According to Henttu-Aho (2018), budgeting and variance analysis is of huge importance in the measurement of business performance along with business decision-making in this global pandemic scenario. Budgeting and variance assists business organisations to identify their financial problems. Based on these financial problems, decisions can be made regarding the improvement in businesses about financial performance improvement. Considering the information available regarding Amana Ltd’s costs and sales, the below is the control report developed for the business –
Preparation of Control Report for Amana Ltd
	
	Price (or Cost) per unit
	Original Budget at 100,000 units
	Flexed Budget at 80,000 units
	Actual Budget (or Results) at 80,000 units
	VARIANCES
	REMARKS

	
	
	Amount
	Amount
	Amount
	Amount
	Amount
	Amount
	
	

	Sales revenues
	£ 25 
	 
	£ 250,0000 
	 
	£ 200,0000 
	 
	£     1,600,000 
	- £ 400,000
	Unfavourable (or Adverse)

	Less: Variable cost of sales
	
	 
	 
	 
	 
	 
	 
	 
	

	1. Direct labour costs
	£ 4 
	£ 40,0000 
	 
	£ 320,000 
	 
	£ 440,000 
	 
	£ 120,000 
	Unfavourable (or Adverse)

	2. Direct material costs
	£ 2.5 
	£ 250,000 
	 
	£ 200,000 
	 
	£ 280,000 
	 
	£ 80,000 
	Unfavourable (or Adverse)

	3. Variable overheads spent on production
	£ 1.5 
	£ 150,000 
	 
	£ 120,000 
	 
	£ 120,000 
	 
	£ -   
	No variance (hence, favourable)

	
	
	 
	£ 800,000 
	 
	£ 640,000 
	 
	£        840,000 
	£ 200,000 
	Unfavourable (or Adverse)

	Contribution margin
	
	 
	£ 1,700,000 
	 
	£ 1,360,000 
	 
	£        760,000 
	- £ 600,000 
	Unfavourable (or Adverse)

	Fixed costs and overhead costs
	
	 
	 
	 
	 
	 
	 
	 
	

	1. Premium on insurance paid
	
	£ 100,000 
	
	£ 100,000 
	 
	£ 100,000 
	 
	£ -   
	No variance (hence, favourable)

	2. Rent on warehouse paid
	
	£ 200,000 
	 
	£ 200,000 
	 
	£ 170,000 
	 
	- £ 30,000 
	Favourable

	3. Salaries paid to warehouse supervisors (full-time)
	
	£ 50,000 
	
	£ 50,000 
	
	£ 35,000 
	
	- £ 15,000 
	Favourable

	
	
	
	£ 350,000 
	
	£ 350,000 
	
	£        305,000 
	- £ 45,000 
	Favourable

	NET PROFIT (OR LOSSES)
	
	
	£ 1,350,000 
	
	£ 1,010,000 
	
	£        455,000 
	- £ 555,000 
	Unfavourable (or Adverse)



The above report helps in identifying a range of variance in the performance of Amana Ltd. However, favourable variances determined are limited in number. Mostly all variances are unfavourable and controlling these unfavourable variances is necessary to manage the challenges posed from the Covid-19 pandemic, for which the variances have occurred.
(ii) Using your control report prepared in (i) above, prepare a report on Amana’s performance during the year 2020.
The control report developed for the business Amana Ltd shows the presence of various unfavourable variances in the company’s performance. Both its budgeted and actual performances could be derived. According to Stojkić and Bošnjak (2019), measurement or evaluation of a company’s performance is essential since it assists in identifying its cash flows, evaluating the profit that it has earned while analysing its financial position efficiently. Such results or analysis helps business organisations in efficient as well as proactive management of a business’s performance. The section below conducts a thorough investigation of the findings of the performance of Amana Ltd by analysing the company’s control report.
As determined in the control report, the number of actual units in Amana Ltd has turned out being 80,000 units, which are about 20,000 units lesser as compared to the company’s original budget. The flexed budget shows the sales revenue of the company to be £2000000, which has turned out being £1600000 in reality. This shows an unfavourable variance present in the sales revenues of this organisation. Conversely, the flexed budget of Amana Ltd reflects that the company’s direct labour costs are £320000. However, in reality, the actual direct labour costs of this company are £440000. As actual direct labour costs surpass the direct labour costs as per the flexible budget, the variance identified for the company can be stated as unfavourable.
Similarly, if the direct material costs are considered, an amount of £200000 is derived as the direct material costs under the flexed budget. However, the actual results reflect that the actual direct material costs of the business organisation are £280000. The comparison between the budgeted and actual results reflects that the direct labour costs of Amana Ltd also show an unfavourable variance. The variable overheads of production, however, do not reflect the presence of any variance in the cost of sales of the organisation. This is because the budgeted variable overhead costs of the organisation are same as the variable overhead costs spent in actual. As a result, the variable costs that have been incurred at Amana Ltd indicate an unfavourable variance worth £200000 in the year 2020.
Fixed costs have also been considered in the performance evaluation of the company. The evaluation of the fixed costs incurred at Amana Ltd reflects that as per the flexed budget, the rent on warehouse that the company has to pay is £200000. However, the actual results indicate that the actual rent on warehouse of this company is £170000 in 2020. Conversely, the flexed budget reflects £50000 is the salary paid to the full-time warehouse supervisor of the company. However, as per the actual results, £30000 is the full-time warehouse supervisor of Amana Ltd. No variances can however be identified in the insurance premium paid by the company. As per the flexed budget, the company’s insurance premium was £100000, which is £100000 as per its actual results as well. Depending on all these variances, the net profit that the organisation Amana Ltd has achieved is £1010000, which as per actual results is £455000. Accordingly, an unfavourable variance of £555000 is determined in the net profit of the organisation between the flexed budget and the actual results attained in the year 2020.
As a result, depending on the control report that has been developed for Amana Ltd, the performance that the company has accomplished in 2020 is substantially poor than its budgeted figures. The main causes for these unfavourable variances of the company are the global pandemic. However, the adoption of these measures and strategies can be useful for the improvement of the organisation’s performance in the forthcoming periods.
(iii) Provide recommendations to Amana’s CEO on areas of improvement.
The evaluation of Amana Ltd’s control report indicates the requirement of the company to improve its performance to a substantial level. This is because the unfavourable variances of the company are huge in value. The following is a set of recommendations provided to the CEO of Amana Ltd on areas of improvement –
· To improve the sales revenues that have been achieved at Amana Ltd, efficient customer relations are recommended to be developed and effective marketing strategies are to be adopted. Apart from this, repeat customers must be targeted and efficient pricing strategies should be used. The company must be attempting to improve the average size of its transactions in addition to increasing the frequency of the customer transactions. All these strategies are going to increase the sales volume and customer base of the company, thereby improving its sales revenues.
· The company is recommended to control its variable costs by the medium of reducing excessive labour costs as well as automating and streamlining its workflows. Providing efficient training to employees, hiring contract labour for manufacturing and offering good bonuses to employees can help Amana Ltd to spend lower amount of costs on raw materials. Variable overheads can also be controlled in the organisation by the medium of controlling wastage, reducing production time and enhancing employee efficiency by training them effectively.
· Amana Ltd’s net profit is going to increase automatically if the above strategies are adopted. Apart from these strategies, the net profit that has been achieved in this organisation is advised to improve via ascertaining incremental growth. Competitive edge accomplished by the means of differentiation in addition to strategic innovation of products and services can be beneficial for the improvement of the organisation’s net profit as well.
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An analysis of Mr Amana’s decision to go online and advise if they should set up their own online shop or sell on Amazon. You should take into consideration all the relevant costs.
The purchase and sale of goods in an organisation online have increased significantly in the last few years. Online purchases and sales have increased largely mainly because of the Covid-19 outbreak, which has led to travel restrictions for customers and restricted their movements (Indriastuti and Fuad, 2020). Amana Ltd has identified that all its competitors are selling goods online. This report will be analysing the two options for this business organisation to establish online sales while suggesting the most suitable option for going online.
Mr. Amana has observed that all its major competitors have started selling their products and services online. To cope up with competitors and secure good sales and market, going online, it is essential for the organisation to develop its online presence. However, to start the online sale of goods, Amana Ltd has to choose one option between two options. One of these options is the option for the business organisation to start selling its products and services via Amazon. Another that the organisation has is setting up its own online store. The decision that Amana Ltd has to make for choosing one option between the two above options is similar to that of a “make or buy decision”. As stated by Serrano et al. (2018), a make or buy decision is referred to as the process that businesses adopt for choosing between manufacturing a product in-house or purchasing its products from external suppliers. The following are the details mentioned about the two options that Amana Ltd has regarding going online –
Selling via Amazon
Fulfilment fees payable to Amazon = £50,000
High levels of competitive rivalry exist between souvenirs at Amazon along with several other sellers who are present on online platforms.
Sales that are guaranteed by Amazon are approximately 65,000 units per year, which can be increased based on demand.
The organisation is neither going to have any control on its return policy nor the pricing of its products, as they would be controlled entirely by Amazon.
Set up of own online store
Costs to be spent for setting up own network for delivery = £150,000
Salary to be paid to the online store’s full-time IT programmer = £35,000
Costs to upgrade the present website for handling huge volumes of sales = £50,000
As per market research, 100,000 units of sales per year is expected to be generated from this online store.
Choosing any one of these options is going to result in the closure of three existing branches at Manchester city centre, Birmingham city centre and Brighton and shifting 50% of the business to online sales. However, to choose one of these options, relevant costs related to them are needed to be evaluated. According to Korzhengulova et al. (2017), relevant costs are the costs incurred in business organisations related to a particular management decision, which is going to change in the future years because of the outcomes of the decision. In this context, Kharabadze and Jikia (2018) mentioned that relevant costs are a company’s avoidable costs, which can be incurred only when a specific decision is being made. The following is the relevant cost analysis for Amana Ltd –
Relevant cost analysis of Amana Ltd for analysing its online business decision
	Items
	Selling via Amazon
	Set up of own shop online
	Difference

	Costs for updating the website for handling large sales volumes
	Nil
	£ 50,000
	Nil

	Costs required to be spent to set up the delivery network
	Nil
	£ 150,000
	Nil

	Salaries of the IT programmer (full-time)
	Nil
	£ 35,000
	Nil

	Fees to be paid for Amazon fulfilment 
	£ 50,000
	Nil
	Nil

	Total relevant costs
	£ 50,000
	£ 235,000
	- £ 185,000



The relevant cost analysis for Amana Ltd reflects that if the organisation decides to sell goods online, relevant costs are £50,000 only. However, if it decides to set up its own shop online, the relevant costs are £235,000. This shows a huge investment to be made for own online shop, which is £185,000 higher than the costs to be spent for selling via Amazon. The Covid-19 pandemic has already affected the financial performance of Amana Ltd largely and the overall economic scenario has become uncertain as well. In such a scenario, investing such a huge amount worth £235,000 is not going to be a right decision for the organisation, as huge cash outflow will take place. Moreover, either retained profits of the organisation are going to be exhausted or loans have to be taken for making this huge investment. Hence, Amana Ltd is recommended to make a decision of selling via Amazon.
As a result, this report has been helpful for determining the relevant costs that the business organisation Amana Ltd has to spend for setting up its online business. The findings reflect that selling via Amazon is a much better option for the organisation as compared to the option of setting up the company’s own online store. Besides this, the significance of relevant costs in making business decisions could be evaluated.

[bookmark: _Toc98862483][bookmark: _Toc110345045]Conclusion
All the calculations, evaluations and analysis conducted on the organisation Amana Ltd in this report assisted in realising the importance that management accounting holds within business organisations. The benefits of the preparation of control reports in an organisation could be evaluated. On the contrary, the manner in which control reports can be used for controlling the adverse or unfavourable variances of a company and make effective decisions to overcome these variances have be determined. Apart from this, the relevant costs analysed for Amana Ltd helped in identifying the various types of costs that are associated with the company going online. Based on the relevant cost analysis, the company is recommended to sell via Amazon instead of setting up its own online shop.
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