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Management accounting

I. Monthly control report showing original, flexed budget, and variances.
Computation of flexible base
100,000 units=100%
80,000 units=x
X=80,000/100,000
Flexing base=0.8
Monthly control report
	 
	Original Budget
	Flexed Budget
	Actual
	Variance

	Sales Revenue
	            2,500,000 
	       2,000,000 
	    1,600,000 
	         400,000 

	Variable costs
	 
	 
	 
	 

	Material 
	               250,000 
	          200,000 
	       280,000 
	           80,000 

	Labour 
	               400,000 
	          320,000 
	       440,000 
	         120,000 

	Overhead
	               150,000 
	          120,000 
	       120,000 
	                   -   

	Contribution
	            1,700,000 
	       1,360,000 
	       760,000 
	         600,000 

	Fixed Overheads
	 
	 
	 
	 

	Warehouse Rental
	               200,000 
	          200,000 
	       170,000 
	           30,000 

	Insurance
	               100,000 
	          100,000 
	       100,000 
	                   -   

	Full time warehouse supervisor salary
	                 50,000 
	            50,000 
	         35,000 
	           15,000 

	Net profit
	            1,350,000 
	       1,010,000 
	       455,000 
	         555,000 



The flexing base was used on the original budget. The flexed items were the sales revenue, and variable items included the material, labour, and overhead. The fixed overheads, the warehouse rental, insurance, and full-time warehouse supervisor salary, were not flexed as they are fixed costs items. The flexing base is only used on variable items and not fixed-cost items. Negative changes interpret adverse changes, that is, an increase in costs and a decrease in revenue. Favourable changes are positive changes occurring from an increase in revenues and reduction in costs. 
The actual sales revenue is lower than budgeted with a difference of 400,000, representing a decline in sales. This results in an adverse variance. The variable costs included material, labour, and overhead costs. The labour and material costs that were budgeted were lower compared to that those that were incurred. The labour costs incurred a higher amount of 120,000thano what was budgeted. The actual material costs incurred were higher by 80,000 than what was budgeted. The overhead costs that were incurred were the same as those that were budgeted. Thus, there was no variance because there was no difference between the budget and actual amounts. The labour costs were reported to have an adverse change. All the variable costs reported an advance change. The actual contribution was lower than what was budgeted. This is explained by the decline in the sales revenue and the increase in the labour and material costs than budgeted. The contribution also had an adverse change. 
The fixed overheads included warehouse rental, insurance, and full-time warehouse supervisor salary. The fixed overheads that were incurred were lower than what was budgeted for. The warehouse rental incurred a lesser amount of 30,000, resulting in a favourable change because of decreased costs. The amount budgeted for insurance was entirely incurred; hence there was no change or resulting variance. The full-time warehouse supervisor's salary was incurred 15,000 less amount of what was initially budgeted. As a result, there was a favourable change because of reduced costs. However, the net profit reported was less than 555,000 to the originally budgeted amount. As a result, the net profit showed an adverse change because of the reduction in profits.
II. Performance report during the year
Performance report
	 
	Original Budget
	Actual
	Variance
	Comments on variance

	Sales Revenue
	           2,500,000 
	       1,600,000 
	     900,000 
	Adverse

	Variable costs
	 
	 
	 
	 

	Material 
	              250,000 
	          280,000 
	       30,000 
	Adverse

	Labour 
	              400,000 
	          440,000 
	       40,000 
	Adverse

	Overhead
	              120,000 
	          120,000 
	              -   
	No change

	Contribution
	           1,730,000 
	          760,000 
	     970,000 
	Adverse

	Fixed Overheads
	 
	 
	 
	 

	Warehouse Rental
	              200,000 
	          170,000 
	       30,000 
	Favorable

	Insurance
	              100,000 
	          100,000 
	              -   
	No change

	Full-time warehouse supervisor salary
	                50,000 
	            35,000 
	       15,000 
	Favorable

	Net profit
	           1,380,000 
	          455,000 
	     925,000 
	Adverse



This performance report entails the results of variances. The actual amounts incurred were compared against the original budget that was set. The performance report will provide an insight to Amana on areas that need additional funding. The performance as shown by the net profit is lower than was budgeted for. This is because of the covid-19 pandemic that caused the high decline in the sales revenue. The costs also increased during the pandemic because of the many requirements put in place to ensure the safety of the tourists. The highest variance was on the sales revenue because of the lockdown that restricted travel leading to zero tourists visiting. The sales were not going to pick up rapidly because many people were still afraid of travelling despite the lockdown being lifted in the sales revenue. Variable costs cause an adverse change in the budgeted profit. 
III. Areas of improvement
The performance report is evidence that the company is performing poorly. As a result, there is a need to improve certain areas to enhance organisational performance. This will enable the organisational goals to be achieved effectively and efficiently. The sales revenue needs to be improved. This is because of the unfavourable change of the actual amount compared to the budgeted amount. Sales can be improved by adopting efficient and reliable marketing strategies. The strategies can include advertising on social media platforms and or hir influencers to market the company highly. As a result, tourists worldwide will be able to visit in, creasing sales revenue. However, the budget for the sales revenue was overestimated, resulting in a significant unfavourable change. The management should not overestimate the sales to avoid adverse changes. The adverse change is proof that the company is facing significant issues and potential threats. 
The company can adopt marketing strategies that suit the organisational goals and objectives and those that suit the customer needs. Customers are very significant in the growth of sales of the company. As a result, the company should consider doing promotion. Offering promotional products to the customers, for instance, discounts and t-shirts, will enable maintain customer loyalty. As a result, new customers will be attracted. The company should consider surveying its customers. The survey can consider several questions inquiring about their customer service. They should also provide online platforms where customers can reach and provide their feedback. As a result, they will see the significant areas that need to be addressed. This will enable them to increase the sales revenue as the customers' needs and preferences are satisfied.
Customer relationship is a significant factor in the improvement of the sales revenue. The marketing department, and the Chief Executive Officer of Amana, should consider adopting marketing management theories. They should adopt the theories that consider social responsibility. Creating employment opportunities for the members of the society will enable them to promote the company’s reputation. Marketing is a highly significant factor in increasing revenues. The chief executive officer should also consider other sources of income that may increase the total revenue. They can consider offering other services to the tourists that may increase. They can consider external funding for the projects from foreign investors or borrowing funds from lending institutions. As a result, they will be able to streamline income avenues and show a favourable change.
The company can also consider disposing of no longer in use assets. These assets can be those that have been fully depreciated or fully impaired because they no longer have value in the company. They can also dispose of the machines incurring high repair and maintenance costs. As a result, they will be able to cut costs, increase profit and make favourable changes. They will also be able to gain other income resulting from the profit of the disposal proceeds. After disposing of, they can consider buying new machinery that will enable them to cut the direct and indirect costs. This will help decrease variable costs incurred, resulting in increased profits and improved financial performance.
The variable costs that were incurred were high than what was budgeted. The chief executive officer should ensure that costs are cut off. Technology advancement has enabled many organisations to collect big data that is significant for organizational distribution activities, including but not limited to transportation, warehousing, inventory control, and packaging. According to the innovator of this theory, Dr Elitahu Goldratt, organisations should use this theory for efficiency and effectiveness to avoid unnecessary costs. Management accounting encourages incurring costs to increase production and does not address constraints (Kartik, Harshal & Bhatta, 2019). In the procurement sector, this theory is used to enable proper and reliable distribution for efficient inventory management. According to the founder, some steps need to be followed in applying the theory of constraint resulting in improved performance of organisations. These procedural processes of this theory will also enable the manager to be effective and efficient, leading to successful leadership. As a result, the goals and objectives of the company will be well achieved, increasing the profitability levels. The processes are established to ensure that any restricting factors are not eliminated but rather maximised for enhancement in organisations. This theory has also improved performance in the tourist sector worldwide because of the reduction of inventory levels. The inventory levels are reduced in terms of materials, final products, and work in progress (Kan, Meimei & Yichi, 2020). As a result, manufacturing costs reduce, increasing the company’s profits. The financial position of organisations that apply this theory of constraints has dramatically improved over the last few years. 
Advice on whether Amana should set up their online shop or sell on Amazon
Relevant costs on setting up own online shop
	Details
	Amount

	Cost of setting up a delivery network
	150,000

	Cost of upgrading the current website to handle a large volume of sales
	50,000

	Salary of a full-time IT programmer 
	35,000

	Total costs
	235,000


Sales units=100,000
Sales revenue= sales unit*selling price
Sales revenue= (100,000*20) = 2,000,000
Net profit=Sales revenue-Variable costs-fixed costs
Net profit=2,000,000-235,000
Net profit for setting up the online shop=1,765,000
Selling on Amazon
Sales revenue= sales unit*selling price
Sales revenue= (65,000*20) = 130,000
Net profit=Sales revenue-Variable costs-fixed costs
Amazon fulfilment fees - 50,000
Net profit=130,000-50,000
Net profit for setting up the online shop=80,000
Advice
Mr Amana should consider setting up their shop. Despite the high costs of setting up, the net profit is high compared to selling on Amazon. Setting up their online shop will enable them to set their prices. They will also be a monopoly as there will be no competitors. The company will be the price-makers; hence, they can adjust their prices depending on the economic conditions. They can offer discounts to their customers at their convenience as they are the online platform providers. Setting up their online platform will enable them to track the company's progress and performance. This is unlike selling on Amazon, where it will be difficult to obtain such information. Selling on Amazon will make the company a price taker. As a result, Amazon controls the prices of the products and services, which can sometimes lead to them incurring losses. Selling on Amazon will face many competitors, unlike selling on their platform, where they are not faced with any competition. Setting up their online shop will enable them to design it to fit their organisation’s goals and objectives. They can also design it to fit the customer's needs. The software product would attract new clients, and the existing clients would have a chance to develop their software.
Creating of own online platform will enable them to establish and enhance customer relationships. They will be able to converse with the customers directly and suit their products and services to satisfy the customer demand. Through its online platform, the company will enable them to set product prices depending on the demand and supply of the products and services. During high demand, for instance, in summer, they will be able to increase their prices, and during low demand, they will decrease their prices. As a result, during low demand, they can declare clearance sales so that they will not incur any losses. Creating its platform will also enable them to have a budgetary track process. Selling on Amazon will be difficult to analyse the budgetary costs to the actual costs as Amazon mainly controls the prices. It won’t be easy to create a brand image that will be selling on Amazon because the brand identity promoted is of Amazon.
The company's external and internal business factors will affect them directly if they set up their online platform. As a result, they can address the factors by establishing mitigating measures. It will ensure that its goals and objectives are achieved efficiently and effectively. The factors are difficult to mitigate if they choose to sell on Amazon. In the past, Amazon has faced litigation issues. Selling on Amazon comes with very high risks that cannot be mitigated. The problems that Amazon faces usually result in to decline in sales. As a result, the company will report fewer revenues resulting in poor financial performance. It will be difficult for the company to achieve its organisational goals and objectives while selling on Amazon. That is because Amazon prioritises its goals and objectives for the efficiency of its business operations. Addressing and inquiring about customer needs and feedback is highly possible and convenient on our online platforms. However, this is not the situation if the company chooses to sell on Amazon. The company and the information technology department will be able to design the platform in line with the new technology. Selling on Amazon does not guarantee that as they have their budgets which cannot be comprised for an increase in revenue.
The company can restrict users on the online platform. As a result, customers' information is highly protected and the company information. They can restrict it to the employees dealing with the sales to safeguard critical information. Customers have complained about Amazon because of delayed deliveries, improper packaging, and poor customer service. Selling on Amazon can push customers away because of the reviews from other customers. Designing its online platform will enable enhanced customer service, resulting in customer loyalty and promotion of the brand identity. It will also enable the company to track customer deliveries to ensure efficiency and effectiveness.
The company will be able to attract new customers and enhance customer relationships. As a result of their online platform, they will be able to incur relatively low marketing costs and increase their profitability levels. The organisation will be able to uphold the worthiness of the clients by enhancing the quality of its products and services and creating an online shop. Online platforms for companies have proved to be highly beneficial to companies. This is mainly for companies that have their platforms. The online platforms that companies have established are essential to organisational and financial performance growth. The organisation’s marketing department can incorporate its marketing strategies on the online platform. This isn’t easy if the company chooses to sell on Amazon. The organization’s financial position will increase compared to the previous periods because of the installation of the online system.
The company will be able to report high profits and revenues if they choose to install its online platform. They will be able to offer other services that will generate revenue for the company from time to time. This is unlike the case while selling on Amazon, as one should specify their products. It isn’t easy to do product testing on the Amazon platforms as they require products ready for the market. On their platform, they can offer samples to customers to see the product's capability if it is realised in the market. As a result, the customers will feel valued, and the company will be able to improve the quality of the products to suit customer needs. The company will also be able to introduce products and services to the market by setting its prices. This analysis provides reasons why Mr Amana should consider setting up their online platform and not selling on Amazon.
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