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[bookmark: _Toc102058845]Introduction
As specified in Steffan (2008), all organizations are using basic financial records such as a profit and loss statement, a balance sheet, and a cashflow statement and rely only on these to operate and grow their business. However, they are not enough. To properly manage a business, a manager must consider historical, present, and potential information about not just their own firm, but also the environment in which the organisation works. Financial information will give us a sense of how the firm is doing, but it will not offer all of the tools needed for planning, analysis, and decision making. A performance report must be created by an organisation to describe and evaluate its overall success. It gives us better perspective on how the company is performing. Performance reports are able to provide better overview on company’s progress by primarily collecting particular job performance data, evaluate it, and make recommendations to aid in decision making. This report may be customized to focus on the performance of a single project or staff, or it can cover the entire company.
According to Atrill & McLaney (2021) in order to decide if reducing expenses or increasing revenue is a sustainable strategy, we must analyse a variety of elements that might impact the outcome for a certain organisation, industry, or economy. A limited marketing strategy might be the key to long-term financial stability and profit growth. In an effort to improve sales and remain competitive, it is advisable that Amana Ltd should decrease the selling price in 2020. However, lowering prices to increase sales is not a sustainable approach, thus prices should be reassessed regularly to guarantee long-term profitability. On appearance, a product's pricing seems to be a rather simple piece of information, indicating how much a client must spend to get an item home. Pricing plans, on the other hand, may be extensive and sophisticated, taking everything from manufacturing costs to customer sentiments into account (Gartenstein, 2018). A pricing policy benefits from its capacity to make the goods desirable to buyers. That being said, Amana Ltd should consider the different pricing techniques as they are not always effective, either because they are not appealing to customers or because they cannot deliver the required profit.

[bookmark: _Toc102058846]PART A – Question 1.
[bookmark: _Hlk101955606]As stated in Dyson (2020), to initiate any business endeavour, a budget must be prepared. Even the average person is undoubtedly familiar with the term budget. Many people 'budget' for their own home costs, even if it's only calculating their next month salary to their next month's spending. Although not thorough, such a budget includes all of the necessary elements as to what accountants define as a budget. The following are some examples:
· Policies: Budgets are based on the policies required to achieve the entity's objectives.
· Data:  typically expressed in monetary terms.
· Documentation: they are usually recorded in writing.
· Period: they refer to a future time period.
Once the budget has been established, it will be extensively analysed to see if the whole strategy can be accommodated. For example, the business plan may show a large increase in sales. This would have forced the development of marketing costs based on increased sales demand. The working capital, on the other hand, may show that the company could indeed help fund the sales growth and manufacturing activity with some of its incoming cash resources, necessitating the establishment of new financing arrangements, because no business would normally turn down the opportunity to maximise its sales. According to Drury (2016), budgets are useful because they allow management to evaluate what they have done to what they could do in the future. However, the true value of a budgetary strategy is shown only when it is implemented for control. This necessitates regularly comparing actual outcomes to planned performance and thereafter taking any required corrective steps. This is known as 'budgetary control.' When actual results for a period are compared to planned results and big or significant differences (referred to as variances) are discovered, suitable actions must be taken to ensure that future performance fits within the budget. This is the fundamental concept of financial management. The budget procedure begins with a review of the investor's goals. These might be rather easy. They may include, for example, a general desire to maximise profitability, develop better customer relations, or improve staff working conditions. Once a business has determined its primary goals, it can develop some specific strategies. These will most likely begin with a forecast. There is a distinction to be made between a prediction and a budget. An estimate is likely to occur, (Lambert, et.al, 2006 when a budget is considered as a blueprint of what should really happen. A fixed or flexible budget can be used to compare actual outcomes against budgeted results on a regular basis. A fixed budget technique compares actual results for a given time to the initial budgets. This is to be considered because the budget is a measure, and a measure must be strict: using an elastic ruler to measure distances would produce some rather deceptive results! Similarly, an elastic-type budget may produce highly unreliable outcomes. However, in some situations, a variable measure is utilised in budgeting to account for events that may have occurred since the budgets were established. Accountants refer to this practise as a budget flexing. A flexible budget is one that has been adjusted to reflect the actual amount of activity. These budgets will be determined by the degree of activity. Managers must account for greater (or less) spending on materials, labour, and other expenses if the actual level of activity is higher (or lower) than the expected level. For example, suppose a manager bases his budget on an estimated level of activity of 70% of the plant's capacity. The firm proves to be considerably busier than anticipated, with an actual level of activity of 80%. (Dyson, 2020).
The operations manager is supposed to have invested more money on supplies, labour, and other costs than was initially estimated. When actual performance is compared to the budget, from a fixed budget point of view, it appears that far more money was spent than was planned. Because of the increasing activity, the manager's control has been compromised. As a result, the budget must be flexed, and revised to reflect what could have been if the management had planned for an activity at 80% rather than 70%. Additional factors and estimations established when the budget was created (such as material pricing and salary rates) would not be changed. Budgets may be established on the basis of a wide variety of anticipated activity levels if a company implements a flexible budget system. This is a time-consuming strategy, and managers would be extremely fortunate if the one they developed matched the real amount of activity. Before flexing the budget, the ideal technique is to wait until the real amount of activity is known. Managers can estimate a broader variety of variances with a flexible budget than they can with a static budget. A favourable variance (abbreviated F) is one that improves operational income beyond the amount budgeted. An unfavourable variance (abbreviated as U) is one that reduces operational income in comparison to the projected amount (Drury,2016).
[bookmark: _Toc102058847]1.1 Control report of Amana Ltd
	Amana Ltd
	Cost per unit
	Original budget (£)
	Flexed Budget (£)
	Actual Results (£)
	Variances

	Units
	
	100,000
	80,000
	80,000
	

	Selling Price
	25
	25
	25
	20
	(5)  UF

	Revenue
	
	2,500,000
	2,000,000
(SP x AQ)
25 x 80,000
	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
	(120,000) UF

	Overhead
	1.50
	150,000
	120,000
	120,000
	0

	Contribution
	17
	1,700,000
	1,360,000
	760,000
	(600,000) UF

	Fixed overheads:
	
	
	
	
	

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

	Insurance
	
	100,000
	100,000
	100,000
	0

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

	Profit
	
	1,350,000
	1,010,000
	455,000
	555,000 UF



[bookmark: _Toc102058848]1.2 Performance report of Amana Ltd
a) According to Amana’s Ltd control report the variances for revenue, materials and labour are unfavourable.
b) In order to increase the sales Amana Ltd should consider reducing the prices.
c) Should investigate why the cost of materials and labour are up and what can be done in order to decrease this costs.
d) Should evaluate if the lower warehouse and supervisor wages are sustainable.
[bookmark: _Toc102058849]1.3 Recommendations
a) Amana Ltd should enter in a long-term contracts with the warehouse owners in order to ensure that rental rates will not rise dramatically in the near future.
b) Costs may be reduced by outsourcing production to low-cost suppliers.
c) Need to consider that souvenir price reductions may not be a long-term strategy.
[bookmark: _Hlk101955278][bookmark: _Hlk102053018]If Amana Ltd is able to deliver something unique or attractive (Westerman et.al, 2011), they may be able to create their own pricing as long as they can find customers who recognise that their product is worth more and have the money to pay for it. Alternatively, they may include value in the price by charging a reasonable amount for a high-quality item. Alternatively, Amana Ltd should consider skimming and market penetration pricing tactics, which are usually dependent on the newness of a product. When a product has reputation, people are happy to pay more to be among the first to experience it. Releasing long-awaited items in limited quantities might contribute to the excitement that makes loyal customers willing to pay extra. By introducing new and unique product they may capitalise on this early enthusiasm by launching the product with a high price or they can lower the price to attract more diversified pool of customers (Gartenstein, 2018). In relation to lowering the cost, Amana Ltd should take under consideration that cost-cutting promotes profitability, but only if sales prices and volume stay constant. If cost cuts result in a decrease in the quality of the firm's products, the company may be obliged to lower pricing in order to retain the same level of sales (Gazely et.al,2006). In 2020, the cost of Amana's materials has risen. Given that souvenirs are their primary product, they must keep material prices under control without affecting the quality. It is recommended that Amana ltd should consider moving to a less expensive supplier with a solid reputation.

[bookmark: _Toc102058850]PART B – Question 1
According to Gazely & Lambert (2006), every receipt is part of a company's income, and every expense is part of its cost. We must thoroughly examine both income and expenses so that we may determine, for example, if a product we are selling costs us more to manufacture than it is worth. In order to examine all future possibilities and setbacks we must consider numerous decision-making tools to see which ones may be appropriate for the specific business operations. In order to determine cost, we must note that a firm's revenues are made up of all of its receipts, and its costs are made up of all of its expenditures. We must examine both revenues and expenses in depth in order to determine whether, for example, an item we are selling costs us more to produce than its selling price. The company defines the services and goods it sells and records the money earned as step in the process of billing its clients, making revenue recording and analysis very straightforward, however the expenditure side is more complicated. As stated in Liozu & Hinterhuber (2015), cost data is also essential for decision-making; therefore, it is critical to use only relevant data and avoid unnecessary data in this context. If a cost will be paid regardless of the choices made, for example, it is irrelevant to the decision. Salaries and wages are usually costs of this nature, assuming that the employees would continue to be employed. A cost that has already been incurred, on the other hand, cannot be impacted by the choice. If just one course of action is implemented, such as a receivable for the sale of assets if a project is terminated, a cost will occur. There may also be an opportunity cost — deciding one way may rule out another course of action, and money from that activity will be lost. The functions listed below should apply to all small businesses, and their value may be proved in both day-to-day and one-time management decisions and the appropriate implementation of these technologies can have a positive impact on the operations of the business (Hobbs & Jenkins, 2005). There are a few management accounting terms that users of management accounting methods should be aware of since they are widely known in decision-making and performance analysis:
Avoidable costs - specific expenses of an activity that could only have been eliminated if the activity did not exist are known as avoidable costs.
Fixed costs - expenditures that have been planned but not yet paid - are also frequently overlooked by management.
A cost driver- this is a factor that may be linked to a change in the cost of an activity. Frequently used as the foundation for a cost or activity study, such as a manufacturing unit.
Notional costs - representational cost number used in decision-making processes that represents a cost which could have been generated but was not, and hence must be represented by a hypothetical cost.
Opportunity costs - the amount of the profit that is lost when one plan of action is chosen over another. There is no need for a tangible payment to be made; simply deferring revenue or payment is enough to qualify as an opportunity cost.
Relevant cost is those that are relevant to management decision-making and will thus be included in any study. Future expenses, not past or buried, should be considered.
Sunk costs are expenses which have already been spent and should not be used in decision-making analyses.
	Differential cost per annum

	New Website/ Make
	Amazon store/ Buy
	Difference

	Units per annum
	100,000
	Units per annum
	65,000
	(35,000)

	Relevant costs:
	£
	Relevant costs:
	£
	

	[bookmark: _Hlk102239156]Cost of setting up delivery network
	150,000
	Fulfilment fees
	50,000
	

	Cost of upgrading current website
	50,000
	
	
	

	Salary of fulltime IT programmer
	35,000
	
	
	

	Total cost
	235,000
	Total cost
	50,000
	185,000

	Net advantage in favour of buying
	185,000




[bookmark: _Hlk102053708]In case of Amana Ltd, in order to decide if the setting up delivery system and updating the current website is better solution than selling its products on Amazon first, we must consider the total amount that is required for the investment and the volume of possible sales for the year. As indicated in the table above, the cost of setting up new delivery system is significantly higher than the fulfilment fees Amana Ltd have to pay in order to set up Amazon store. From the other side, Amana Ltd need to reflect on the difference between the potential sales guaranteed by Amazon and the sales estimated as guaranteed if they sale on their own site. An eventual complication they may encounter is the lack of control over pricing and return policy if they decide to set up their store on Amazon platform. Taking into consideration all available information it is advisable Amana Ltd to invest in baying Amazon store, given that the fulfilment fees are the lesser investment and are considered to be opportunity cost.

[bookmark: _Toc102058851]Conclusion
Based on the information above we may concludes that companies are generally being run on a strategic basis. This means that a company's plans are important foundation for both long-term and short-term actions. If management accounting is to assist in decision making within a management planning, the reports and techniques used must be closely supported with the framework that has already been established. The decision maker must make a choice based on the facts presented above. Traditional management accounting, on the other hand, has been reprimanded for failing to adequately handle the strategic components of corporate management. This is not to say that the strategies presented thus far are no longer relevant. It does, however, imply that management accounting must continue to evolve in order to maintain its place at the centre of company decision making.
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