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[bookmark: _Toc101917047]Introduction
Management accounting is a process of accounting where financial information is identified, measured, analysed, interpreted, and communicated to the managers using which the managers can take vital decisions that will help achieve the goals of an organisation (Atkinson, Kaplan, Matsumura and Young, 2017). The information is presented in reports like balance statements, invoices, budgets, performance reports, Etc. Management accounting helps make informed decisions and formulate better financial strategies (Tuovila, 2021). It is different from financial accounting, and it only works with internal information. This report focuses on the financial performance of Amana Ltd. It has been separated into two parts; where the first part is about preparing a monthly report to demonstrate the company’s financial performance in 2020. The second part is about recommending Mr Amana for a future business venture. Based on the findings, the report will recommend whether the business should move to sell products online or it would be better to sell via Amazon. 
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[bookmark: _Toc101917049](i). Prepare the monthly control report showing the original budget, flexed budget, and variances.
· Monthly Control Report
A monthly control report is essentially a business performance report or a financial statement designed to provide insight into the company's monthly financial performance (Hasanaj and Kuqi, 2019). It is usually prepared internally to assess a company's financial performance every month. Managers can monitor present and past performance using monthly control reports to make better decisions. These reports include analysing financial data, profits, losses, expenses, cash flows, Etc. The reports compare budgeted figures and help identify the areas where the performance is different from the expectations. With this kind of information, managers find it easier to find the problems causing the performance to deteriorate and fix them quickly. A monthly control report helps managers make decisions based on accurate data. They can formulate strategies and take actions to achieve the company's goals (Ikram and Ahmed, 2020). 
The Chief Financial Officer or CFO is usually responsible for preparing, reviewing, and presenting monthly control reports. The results of the reports are discussed with upper management. Afterwards, the reports are shared with the company's other stakeholders, usually via mail or other means of communication. Some companies rely on modern technology to distribute the reports. They maintain sophisticated databases which are accessible to the stakeholders. Employees and other interested parties with access to the database can simply get their hands on the reports through the database by viewing them online or even downloading them. Monthly control reports usually contain executive summaries for a glance into the most vital information. As a result, the readers can learn about the most crucial information without reading through the entire report, which can be time-consuming. 
· Flexed Budget
Flexible budgeting, or simply flex budget, refers to adjusting the budget depending on the changes in the expenses accumulated and the revenues earned (Oyadomari et al., 2018). In other words, it is the setting of budgets according to the revenue instead of setting a fixed budget. As a result, the budget gets tied to the actual results. Inflexible budgeting, the standard approach is to set the budget for the expenses using percentages of revenue (Bragg, 2022). For instance, if the revenue incurred is lower than expected, the budget for the expenses will also decrease to a degree.
Similarly, if the revenue is higher than anticipated, an extra fund can be allocated to the expenses, allowing the business to grow or expand. The main advantage of flexible budgeting is that it allows infinite changes to the budget for the expenses. The budget is closely aligned with that of the actual revenue. Since it is based on activity levels, managers find it easier to track the performance by comparing the past performance (Bragg, 2022). For managers, flexible budgeting is a more suitable tool than fixed budgeting. It serves as a managerial planning tool as it allows the identification of the areas that are performing differently than expected and taking corrective measures. 
Monthly Control Report
Original Budget
	Particulars
	Actual (£)
	Original (£)
	Variance
	Favourable/Unfavorable Variance

	Units
	80,000
	80,000
	
	

	Sales
Actual:
(80,000 x 20)
Original:
(80,000 x 25)

	16,00,000


	20,00,000

	400,000
	Unfavourable Variance

	Less: Costs
	
	
	
	

	Variable Costs:
Materials
Labor
Overhead
	
280,000
440,000
120,000
	
200,000
320,000
120,000
	
80,000
120,000
0
	
Unfavorable Variance
Unfavorable Variance
Nil

	Contribution (Sales – Variable Costs)
	760,000
	13,60,000


	600,000
	Unfavourable Variance

	Fixed Overheads:
Warehouse Rental
Insurance
Fulltime warehouse supervisor salary
	
170,000
100,000

35,000
	
200,000
100,000

50,000
	
30,000
0

15,000
	
Favourable Variance
Nil

Favourable Variance

	Profit
	455,000
	10,10,000
	555,000
	Unfavourable Variance


Flexed Budget
	Particulars
	Actual (£)
	Original (£)
	Variance
	Favourable/Unfavorable Variance

	Units
	80,000
	100,000
	20,000
	Unfavourable Variance

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

	20,00,000
	25,00,000
	500,000
	Unfavorable Variance

	Less: Costs
	
	
	
	

	Variable Costs: Materials 
Labor 
Overhead
	
200,000
320.000
120,000
	
250,000
400,000
150,000
	
50,000
80,000
30,000
	
Favourable Variance
Favourable Variance
Favourable Variance

	Contribution (Sales – Variable Costs)
	13,60,000
	17,00,000
	340,000
	Unfavourable Variance

	Fixed Overheads:
Warehouse Rental
Insurance
Fulltime warehouse supervisor salary
	
200,000
100,000

50,000
	
200,000
100,000

50,000
	
0
0

0
	
Nil
Nil

Nil

	Profit
	10,10,000
	13,50,000
	340,000
	Unfavourable Variance









[bookmark: _Toc101917050](ii) Using the cost report prepared in (i) above, prepare a report on Amma’s performance during the year 2020.
· Performance Report
From the cost report, it is clear that the year 2020 is not favourable for Amana Ltd. The company is facing trouble. The lockdowns and movement restrictions due to the Covid-19 pandemic have caused the company to lose sales (Fairlie and Fossen, 2021). Amana Ltd.’s expected sales are £100,000. Unfortunately, after calculating the expenses, the actual revenue was estimated to be £80,000, significantly lower than expected. The company still had to deal with cost increases even though the selling price was reduced by 20%, increasing from £20 per unit to £25. This is because of the material and labour costs.
Furthermore, there has been an increase in overheads which become 10% more than before. As a result, the company faced a total loss of £760,000. However, the only unchanged expense is the warehouse rental, making insurance the lone fixed overheads to be affected, as it increased to £170,000 from £100,000. The full-time warehouse supervisor's salary dropped by 20%, going from £50,00 down to £35,000. 
Analysing the flexed budget report, it looks like the flexed budget of the company was found to be more accurate than the original budget, seeing how the company managed to sell the products at a reduced price while selling the same number of units. Considering the actual result, Amana Ltd is performing poorly. While the price per unit sold has increased, the costs spiralling out of control are the problem. Only the fixed costs seem to be within control. Suffice it to say. Its profitability is not up to the mark. 
So, Amana Ltd. It is not as successful in making profits as before. So, the company must reconsider its strategic position, formulate new plans, and handle revenue and cost structure (Fabeil, Pazim and Langgat, 2020). It would be better for the company to increase the demand for its souvenir products. Reducing the company’s unit cost would be great help which can be done by identifying multiple sources of ingredients and materials for production. Amana Ltd. May have to cut down the prices of its products to attract new customers and retain the old ones. While the company sells the products for £20 a unit, it was expected to sell for £25 per unit originally. As a result, the company is losing a total of £760,000. The loss is most likely due to the increase in material, labour, and overhead costs. It would be possible for Amana Ltd. to reduce the cost of materials if it could source the ingredients locally from nearby sources. Another good venture would be to try and get into different markets to increase the possibility of generating more revenue. The pandemic hit the company's sales and revenue hard. However, with the right strategies, it will be possible for Amana Ltd. to become even more successful by making the changes necessary. 
[bookmark: _Toc101917051](iii) Provide recommendations to Amana’s CEO on areas of improvement.
The situation is unfavourable for Amana Ltd. as the sales are down, and the company is counting losses. So, the CEO of Amana Ltd must take corrective actions and implement the right plans and strategies to get the business up and running again. The company must focus on improving the revenue by increasing the sales volume while cutting down the variable costs. 
Here are some strategies for increasing Amana Ltd.’s revenue:
1. Increasing the Selling Price: If the company increases the selling price of each unit to £30 from £25 while keeping the variable costs the same, the contribution will increase by £2 per unit. This will result in increasing the revenue by £40,000. Unfortunately, this strategy may backfire as it can negatively affect the overall volume of sales. However, there may be a better option of increasing the selling price where the per-unit variable costs are also reduced. For instance, if the company increases the price to £30 and reduces the variable costs down to £12 per unit, there will be an £8 per unit increase in contribution. This will result in generating £80,000 of revenue. As a result, the losses will decrease, and the revenues will increase (O'Brien, 2021). 
2. Discounts: Amana may be an excellent strategy to provide discounts for a limited time. Offering discounts on the products will attract new consumers who wanted to try the company's products but hesitated due to high prices. This will increase the volume of sales undoubtedly. However, there is a risk of ending with unsold goods after the discount period ends. 
3. Selling Online: Selling Amana Ltd.’s souvenirs online is highly likely to increase the sales volume and revenue as more people will be able to buy the products while staying in the comfort of their homes. The company is expected to increase its revenue by £100,000 by selling online. 
Here are some strategies for reducing the variable costs:
1. Reducing Cost of Materials: The contribution margin will increase by £0.5 per unit if the material costs are reduced to £2 per unit from £2.5. As a result, there will be a total increase of £20,000 in revenue. However, reducing the cost of materials may also decrease the quality of the products, which is not ideal.
2. Reducing Warehouse Staff: Amana Ltd.'s full-time warehouse staff number is 4. However, if it works with 3 employees while leaving the other variables unchanged, the variable costs will be reduced by £120,000 per year. As a result, the losses will decrease, and profit will increase. 
3. Reducing Overhead Costs: Another thing Amana’s CEO can do is reduce the overhead costs. If the company's overhead costs are reduced to £1 per unit from £1.50, the variable cost will drop by £30,000 each year. This strategy may not be recommended because some overhead costs are too essential for the company's functionality. 
Amana's CEO must focus on improving the revenue while at the same time implementing strategies to reduce the variable costs. With the recommendations given above, Amana's CEO should be able to achieve the objectives quickly. 
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[bookmark: _Toc101917053]Report to Mr Amana
Amana Ltd. suffered in 2020 due to the Covid-19 pandemic, but it also has brought new opportunities. Consumers are leaning more toward buying products online than physically going to brick and mortar stores (Amankwah-Amoah, Khan, Wood and Knight, 2021). The company's competitors are already switching to online business. So, Mr Amana's decision to move 50% of the company's sales online from offline is reasonable and justified. Amana Ltd. has branches in Brighton, Manchester City, and Birmingham City, where the company only sells to a limited number of consumers. There is also the cost of maintaining the physical stores. However, selling online will decrease the expenses and allow Mr Amana's company to sell to a wide range of customer base from almost anywhere in the country. So, suppose the company routes 50% of its sales via an online route. In that case, it can significantly expand its market, quickly capturing the target markets of the UK, US, and even Europe without counting the expenses of physical stores. In addition to that, Mr Amana will be able to retain its loyal domestic customers. They prefer physical stores by directing half of their projected sales via the traditional offline route. Mr Amana must decide whether he should have his company launch its online shop and sell through that or sell on Amazon. The decision can be taken after evaluating the cost factors for each alternative. 
If Amana Ltd. wants to set up an online store, it will require an initial start-up cost of £10,00 plus a £100 monthly expense to keep the store running. The company will also have to hire a full-time programmer who will require a salary of £35,00 per annum. Additionally, there is also an estimated cost of £150,000 for setting up a delivery system that will cater to the consumers living in the UK, US, and Europe. So, the company will have to spend around £295,00 to set up the online store. Market research has revealed that Amana Ltd. will enjoy a guaranteed sales volume of 100,000 units per year if it goes through this route. 
If Amana Ltd. wants to sell on Amazon, Mr Amana would have to consider Amazon fulfilment fees of about £50,000. The platform is full of competition, with similar products being readily available. So, the company's estimated guaranteed sales are around 65,000 units per year on Amazon. Of course, there is a potential for the sales volume to increase depending on the demand. 
So, the cost of selling products on Amazon is £50,000. Selling on Amazon is cheaper as the start-up cost is significantly lower. However, the projected sales and, therefore, the revenue is also lower. The potentiality for earning more revenue by selling more units is much higher if the company sells the products through its online store. Besides, having an online store of its own will give the company complete control over pricing and return policies. However, the company will have limited control over pricing and return policies if it sells on Amazon. Mr Amana must consider the pros and cons of selling on through both routes. 






















[bookmark: _Toc101917054]Conclusion
Management accounting is undoubtedly essential for any business organisation, considering how it helps make informed and better decisions. Due to it, management can monitor the company's financial performance, compare past and present performance, and take corrective actions to fix issues that cause the company to lose sales. Management accounting comes complete with a plethora of analysing tools for effectively collecting financial data and analysing them to gain insight into the financial performance before taking decisions. 
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