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[bookmark: _Toc102251079][bookmark: _Toc102488374]Introduction
Management accounting is also called managerial accounting. The reporting entity of management accounting is the manager of the company. It basically analysis, interprets, measures, identifies and communicates the financial information and the financial figures to the managers (Scapens, 2019). The management of the company is responsible for making the decision for the company. Through the financial accounting, the stakeholders of the company get to know about the financial position and financial performance of the company (Weetman, 2011). And with the help of management accounting, the management of the company makes the decision as to how to be successful and how to make decisions that will be in favour of the company and its goal. This report has addressed some management accounting contents. In the first task, the original budget, and flexible budget have been prepared and then variance analysis has also been made in this report. In the second task, the company has two alternatives. Those two alternatives have been analysed based on financial and non-financial factors and have been made the recommendation for the company. 


[bookmark: _Toc102251080][bookmark: _Toc102488375]Part A – Budget Analysis
[bookmark: _Toc102251081][bookmark: _Toc102488376]Requirement 1: Preparation of control report
1. Original Budget and Actual Cost
The original budget is the budget where the management of the company prepares the entire budget based on the market available information (RS and Atkinson, 2019). Here the management, first analysis the company’s current situation and then the company’s current performance and then prepares the budget for the cost as well as the quantity of the products. Ideally, all the management of all companies should analysis the market and then compares the current market with the company’s current situation, and then prepare the budget. But sometimes, the management manipulates the budget to gain benefits over the budget. Amana Limited is a family-owned company. And the budget-related information has been given in the case study. From that case study, the original budget has been prepared below along with the variance analysis. 
Given information,
	Details
	Original Budget
	Actual
	Per unit information in Actual Cost

	
	
	
	
	

	Quantity of estimated sales and actual sales
	 100,000.00 
	 80,000.00 
	 
	

	Per unit sales price
	 £          25.00 
	 £           20.00 
	 £                               20.00 
	

	Variables Cost
	 
	 
	 
	

	Materials cost
	-£            2.50 
	-£ 280,000.00 
	-£                                3.50 
	

	Labour cost
	-£            4.00 
	-£ 440,000.00 
	-£                                5.50 
	

	Overhead cost
	-£            1.50 
	-£ 120,000.00 
	-£                                1.50 
	

	Contribution Margin
	 £          17.00 
	 £ 760,000.00 
	 £                                 9.50 
	

	Fixed Costs
	 
	 
	 
	

	Warehouse rent Expense
	 £ 200,000.00 
	 £ 170,000.00 
	 
	

	Insurance expense
	 £ 100,000.00 
	 £ 100,000.00 
	 
	

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

	Total Fixed cost
	 £ 350,000.00 
	 £ 305,000.00 
	 
	


 
Now,
	Details
	Original Budget
	Actual
	Variance
	Analysis

	Quantity of estimated sales and actual sales
	100,000.00
	80,000.00
	20,000.00
	Unfavourable

	Per unit sales price
	2,500,000.00
	1,600,000.00
	900,000.00
	Unfavourable

	Variables Cost
	 
	 
	 
	 

	Materials cost
	-250,000.00
	-280,000.00
	30,000.00
	Unfavourable

	Labour cost
	-400,000.00
	-440,000.00
	40,000.00
	Unfavourable

	Overhead cost
	-150,000.00
	-120,000.00
	-30,000.00
	Favourable

	Contribution Margin
	1,700,000.00
	760,000.00
	940,000.00
	Unfavourable

	Fixed Costs
	 
	 
	 
	 

	Warehouse rent Expense
	-200,000.00
	-170,000.00
	-30,000.00
	Favourable

	Insurance expense
	-100,000.00
	-100,000.00
	0.00
	No Variance

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

	Total Fixed cost
	-350,000.00
	-305,000.00
	-45,000.00
	Favourable

	Total Profit
	1,350,000.00
	455,000.00
	895,000.00
	Unfavourable


Here,
1. Sales unit and sales unit price unfavourable because the company has budgeted that it would be able to sell 100,000 units but in actual it has sold 80,000 units. On the other hand, it has budgeted that it would be able to sell at £25 but, it has sold at £20.
1. Company has three variable costs. Out of three variable costs, two variable costs are unfavourable because the actual cost is higher than the budget (RS and Atkinson, 2019).
1. Due to higher variable costs and lower sales revenue, the ultimate impact on contribution margin is unfavourable as the actual contribution margin is lower than the budgeted contribution margin.
1. Total profit has also unfavourable variance because the actual profit is lower than the budgeted profit.
1. Flexible Budget and Actual Cost
A flexible budget is the kind of budget where the actual quantity is considered but the prices are based on the original budget (Kaplan, 2019). A flexible budget basically compares the price with the actual cost or revenue. Because due to difference in the activity level, there must occur the variance but while considering the same quantity but the different prices then the cost level variance can be analysed very efficiently. 


Given information,
	Details
	Original Budget
	Actual
	Per unit information in Actual Cost

	
	
	
	
	

	Quantity of estimated sales and actual sales
	                               80,000.00 
	                               80,000.00 
	 
	

	Per unit sales price
	 £                                   25.00 
	 £                                   20.00 
	 £                                   20.00 
	

	Variables Cost
	 
	 
	 
	

	Materials cost
	-£                                    2.50 
	-£                         280,000.00 
	-£                                    3.50 
	

	Labour cost
	-£                                    4.00 
	-£                         440,000.00 
	-£                                    5.50 
	

	Overhead cost
	-£                                    1.50 
	-£                         120,000.00 
	-£                                    1.50 
	

	Contribution Margin
	 £                                   17.00 
	 £                          760,000.00 
	 £                                     9.50 
	

	Fixed Costs
	 
	 
	 
	

	Warehouse rent Expense
	 £                          200,000.00 
	 £                          170,000.00 
	 
	

	Insurance expense
	 £                          100,000.00 
	 £                          100,000.00 
	 
	

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

	Total Fixed cost
	 £                          350,000.00 
	 £                          305,000.00 
	 
	


 



Now,
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Here,
1. Sales revenue is unfavourable because the budgeted unit price is higher than the actual revenue.
1. Material cost and Labour cost are also unfavourable because the per-unit costs are lower in the budget. 
1. Contribution margin and the profit both are unfavourable because of higher material cost, labour cost, and lower sales revenue.
[bookmark: _Toc102251082][bookmark: _Toc102488377]Requirement 2: Report on Amana’s Performance
In the requirement 1, two budget variances have been prepared; one is the original budget variance, and another is the flexible budget variance. In the budget analysis, some unfavourable variances have been found. Based on the unfavourable variances and the favourable variances, the performance of Amana Limited has been analysed.
Performance in terms of Sales Revenue 
Amana Limited is a family-owned company and due to COVID-19, the company has faced various struggles in its financial performance. From the budget analysis, it has been found that the company had a poor performance during the COVID period. As it has sold less at a low price. In the activity variance, the company had an unfavourable variance and in the price variance, it had also the same unfavourable variance. Because the company’s product is a tourist souvenir. During a financial year, there is various tourists’ and people love to buy a souvenir from their tour. But during the COVID period, the entire world had to face lockdown and it was impossible for making or planning a tour. But despite such a pandemic situation, the company has managed to sell 80,000 units at 20 per value. Obviously compared to other industries, the company has done a pretty good job. But despite performing well, the company has an unfavourable variance. Here performance is not the matter rather the matter is that the management has not prepared the budget based on the current market situation or did not revise the budget after the pandemic has arrived (Kaplan, 2019). So, it is not always the staff rather the management should also need to be conscious while making the budget.  
Performance in terms of Variable Expense
The company has three variable costs: Materials costs, Labour costs, and Overhead costs. While comparing with the original budget, both the material cost and the labour cost have unfavourable variance. But it is to be known that when the quantity is high, the variable cost is also high. In the case of the original budget, the quantity was higher than the actual. Still, these two costs have unfavourable variance. It means that the per unit materials cost and labour cost have increased so much higher that even though selling less quantity, the company has incurred higher variable costs. This has occurred for two reasons: one is due to the higher inflation rate as a result of pandemic. It is a common phenomenon that during the period of the pandemic, the price of elements increases, and the other reason is that the management has not analysed the market properly.
Performance in terms of Fixed Costs
The company has three fixed costs: Warehouse rent, Insurance, and supervisor’s salary. As during the financial year, the company’s sales dropped, they had little inventory to hold. Due to this reason, the company has favourable cost variance (Hansen et al, 2021). On the other hand, Insurance expenses cannot be ignored or decreased. So, there is no variance. It is a common scenario of the current pandemic that maximum companies have cut the salary of the employees. There is a high chance that Amana Limited has also cut the manager’s salary and as a result, the salary of the manager has a favourable variance. So, there is no performance of the company rather the management has not prepared the budget properly. 
Contribution Margin and Profit
As sales revenue is low, and variable cost is high, in the case of both the budget analysis, the company has a low contribution margin and profit.
[bookmark: _Toc102251083][bookmark: _Toc102488378]Requirement 3: Recommendations
From the budget analysis of Amana Limited some performance deficiencies and based on the analysis following recommendations have been made:
1. The company’s management should first analysis the company’s own position in the market.
1. Then the company should analysis the market and industry situation along with the market demand, competitors’ position, inflation rate, etc.
1. Then the company should prepare the budget based on the current analysis not based on the historical information. And if there are any market changes that occur, then the management should revise the budget.
1. Company’s material price and labour price are fluctuating costs. It should hire permanent or contract-based employees so that the labour cost does not fluctuate at a higher rate (Hansen et al, 2021). It should also make an agreement with the suppliers so that the materials cost also does not fluctuate. 
[bookmark: _Toc102251084][bookmark: _Toc102488379]Part B
Amana Limited is a British-based family-owned company that sells tourist souvenirs. But due to the COVID-19 pandemic, the company had sold less than the expectation. After analysing the current market, the management of the company has found that the maximum of their competitors has moved to online. And there are several benefits of the company selling through online. Those have been listed below:
1. The company will be incurring less rental cost as it will not require as much physical shop in case of online selling.
1. The utility costs will be decreased because there will be fewer shops. As a result, the company will be able to incur fewer break-even points.
1. Even the company can sell during the pandemic also as customers can order their desired products via online.
1. By shifting to online, the company will be able to target the international market also and it will increase the market growth of the company as well as the sales revenue. 
Currently, Amana has two alternatives for online selling. One is its own website, and another is Amazon. Both the alternatives are associated with some financial and non-financial factors. 
1. Own Website
Financial information,
	SL. No,
	Cost
	Amount
	Types of cost

	1
	Cost of setting up a delivery network
	150,000
	Initial Investment

	2
	Cost of upgrading the current website to handle the sales volume
	50,000
	Initial Investment

	3
	Salary of programmer
	35,000
	Annual expense


 
Here, with the initial investment of 200,000, and an annual expense of 35,000, the company will be able to sell, 100,000 units annually.
Currently the company’s selling price is 20. So, if it is assumed that it will be able to sell at the current price, then the revenue will be (100,000 * 20) = 2,000,000.
Non-financial information,
1. The company will have full control over its own website.
1. It can adjust the sales price when it wants to.
1. The customer policy and the return policy can be made according to the company’s plan.
1. The management of the company has the sole authority to monitor and control the quality of the products.
1. It will face less competition as it will be launching its website among its own customer bases. And the customers will have less chance to compare the products and price with the competitors.
1. Amazon
Financial information,
Amazon Fulfilment fees – 50,000
And by using the Amazon platform, the company will be able to sell 65,000 units. So, at 20 per unit selling price, the sales revenue will be (65,000 * 20) = 1300,000.
Non-financial information,
1. The company’s sales will be increased based on the market demand.
1. There will be a lack of control as Amazon will have sole controlling power.
1. All the policies like customer policy and return policy will have to be made as per Amazon’s requirements.
1. The company will face immense competition on that platform as the customers will have a chance to compare the products and prices with the competitors.

Comparison between two alternatives
1. Alternative 1 will be producing higher revenue than alternative 2. But the company has not mentioned the monthly or annual fees of using Amazon as a selling platform.
1. Launching own website requires a higher amount of initial investment but in the case of Amazon, there will be a less initial investment. 
1. The company will have more power and control over its own website while in the case of Amazon, it will have less control.
1. The company can modify its terms and conditions whenever it needs to do that but in the case of Amazon, it will be quite difficult or will not be possible.
1. Here, no opportunity cost has been considered (Atrill and McLaney, 2018).
1. Inflation rate has not been considered.
1. What price the company will be able to charge in case of its own website and what will be at Amazon has not been considered.
1. The company may get ready customers if it uses Amazon. On the other hand, in the case of its own website, it may have to expend on advertising costs.
Recommendations
As there is no mention of annual or monthly costs in the case of Amazon, it has been assumed that there will be no monthly cost. So, the entire amount of sales revenue the company can get from Amazon. And it will be requiring less investment. So, after analysing the current market and current situation, the company needs to be recognised in the market. And Amazon will be best for this. So, the company should choose Amazon for online sales.
[bookmark: _Toc102251085][bookmark: _Toc102488380]Conclusion
In this report, some information has not been considered by the management. For example, the unit price, annual cost, opportunity cost, inflation rate, target customers, etc. When deciding, a company should need to consider these factors with other financial factors.
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