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Management accounting means the accounting that relates to the internal management of the organization. It helps the organization in planning, examining, interpreting and presenting the information so that proper decisions can be made by the management accountant. This accounting although not compulsory to the performed and shown to external parties but has the major importance in increasing the profits of the organizations (Van der Stede, 2015). Management accounting is vital as it shows better decision making, increases customer satisfaction, and efficiency of employees, manages the performance of the business and raises reliability of accounts. 
This report will be focussing on the concept of standard costing and budgeting. The control report will be prepared for Amana Ltd showing the budgets and variances. The different variances will be calculated and accordingly favourable and non-favourable will be marked. The performance report will be prepared to show the profit of Amana Ltd and recommendations for improvements will also be provided. The report will present the situation of selling through its own website or Amazon and decision making will be done based on calculation for Amana Ltd. The organization deals in tourism products and due to Covid-19 restrictions the operations of the firm have been impacted along with sales. 
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The budget is to be presented for the organization considering the original and actual budget:
	
	Original budget
	Actual budget

	Particulars
	Total
	Per unit
	Total
	Per unit

	Units 
	100000
	
	80000 
	

	Sales 
	100000
	20
	80000
	25

	Variable expenses 
	
	
	
	

	The direct cost of material 
	250000
	2.5
	280000
	3.5

	The direct cost of labour 
	400000
	4
	440000
	5.5

	Production overhead - Variable
	150000
	1.5
	120000
	1.5

	Production overhead - fixed
	-
	-
	-
	-

	Rented warehouse 
	200000
	2
	170000
	2.125

	Charges against Insurance
	100000
	1
	100000
	1.25

	Full-time supervisor for warehouse management
	50000
	0.5
	35000
	0.4375

	Total
	1150000
	11.5
	1145000
	14.3125



Variances meaning and calculation for Amana Ltd
Sales variance: This variance reflects the variance between the actual price and the standard price on which the products are sold to the customers by Amana Ltd. 
Material variance: This variance reflects the variance between the standard material costs and actual material costs borne by the organization in goods production (Blocher et.al. 2019). The spending ability of the organization on the material is majorly shown by this variance. 
Labour variance: This variance reflects the variance between the standard labour costs and actual labour costs borne by Amana Ltd to carry out work through labour in production.
Overhead variance: This variance shows the additional expenses that are incurred by the organization that is directly related to production apart from material and labour expenses (Hansen et.al. 2021). It includes two variances fixed and variable overhead variance.  
· AQ = Actual quantity
· SQ = Standard quantity
· AR = Actual rate
· SR = Standard rate
	Variances
	Formula
	Calculation 
	Favourable or unfavourable

	Sales price variance
	AQ * (AR– SR)
	80000* (20 -25)
= 400000
	Unfavourable 

	Sales usage variance
	SR * (AQ – SQ)
	25* (80000 - 100000)
= 500000
	Unfavourable 

	Total Sales variance
	Sales price variance + Sales usage variance
	400000 + 500000 
= 900000
	Unfavourable 

	Material price variance
	AQ * (AR– SR)
	80000* (2.5 – 3.5) 
= 80000
	Unfavourable 

	Material usage variance
	SR * (AQ – SQ)
	2.5* (100000 - 80000)
= 50000
	Favourable 

	Material cost variance 
	Standard – actual material cost 
	250000 – 280000
= 30000
	Unfavourable 

	Labour rate variance 
	Actual hours * (SR  – AR)
	80000* (4 – 5.5) 
= 120000
	Unfavourable 

	Labour efficiency variance
	SR * (Standard hours – actual hours)
	4* (100000 - 80000) = 80000
	Favourable 

	Total labour cost variance 
	Labour standard cost – Labour Actual cost 

	400000 – 440000 
= 40000
	Unfavourable 

	Variable Overhead variance
	Standard variable overhead for actual production – Actual variable overhead 

	150000 – 120000 
= 30000
	Favourable 

	Fixed cost variance 
	Standard overhead for actual production – Actual expenses on fixed overhead
	350000 – 305000 
= 45000
	Favourable 



[bookmark: _Toc102414326][bookmark: _Toc102500311]Using your control report prepared in (i) above, prepare a report on Amana’s performance during the year 2020
Below shown is the performance report of Amana's Ltd based on the calculation carried out above:
	Particulars
	Actual
	Budgeted
	Variance

	Units 
	80000
	100000
	20000 units (Unfavourable)

	Sales figures
	1600000
	2500000
	900000 (Unfavourable) 

	The total variable cost incurred in the production
	
	
	

	Material costs 
	280000
	250000
	30000 (Unfavourable)

	Labour costs
	440000
	400000
	40000 (Unfavourable) 

	Variable expenses
	120000
	150000
	30000 (Favourable) 

	Total variable expense (Direct material + direct labour + Variable expenses)
	840000
	800000
	40000 (Unfavourable) 

	Contribution value (Sales value – Total variable costs)
	760000
	1700000
	940000 (Unfavourable) 

	Fixed production overhead
	305000
	350000
	45000 (Favourable)

	Profits  (Contribution value – Fixed production overhead)
	455000
	1350000
	895000 (Unfavourable) 



The performance report shows the different variances that are either favourable or unfavourable. The foremost unfavourable variance is unit levels and it can be observed that organization has to increase its activities and work to achieve the full capacity level utilised with the budgeted one. Due to less utilization of activity level, the actual sales are less resulting in unfavourable sales variance (Drury, 2013). This shows underutilization of capacity or low demand in the market due to the impact of Covid-19 on people. The material price variance is seen to be negative and it shows that organization is purchasing the material expensive in comparison to the budgeted one due to which negative variance is resulting. It also reflects that suppliers have high negotiating power against the organization and their supplier organization relationship is also not strong. The material usage variance is favourable that reflects Amana Ltd labour is rightly using the material in comparison to the estimated one and even using more material on standard rate only (Wild, 2017). 
The variance of labour rate is arising to be negative that shows labour is charging higher in comparison to the standard rate of labour. The higher rate of labour puts pressure on the organization in form of increasing expenses directly impacting the performance of the firm. The contribution value is also negative which shows the underperformance of Amana Ltd. It is considered that due to negative material and labour variance increasing the pressure on the organization to pay higher against such expenses increases the prime cost of the company and reduces the contribution of the business. The weak performance in sales is also the reason for the low contribution of the firm (Zawawi and Hoque, 2010). The fewer contribution outcomes in lower profits in comparison to the standard profit that overall shows poor performance of the Amana Ltd.  
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The organization almost required improvement in all the areas of the business to return on track and makes the company profitable. The recommendations are provided below:
Improvement in the sales area
It is observed that organization is making the sales less in comparison to the budgeted sales units. On this concern, it is significant for the firm to make efforts to increase the sales of the business and it can be done by offering discounts on tourism activities. It is also important to make revisions in activity level by analyzing correctly the sales procedure and sales prices (Shim et.al. 2011). The budget is required to be revised in terms of realistic statistics and sales units are to be changed according to the demand in the market for the products of Amana Ltd. 
Improvement is the material area
It is seen that the organization's material expenses are high in comparison to the standard one. It is because the organization is purchasing the expensive materials from the suppliers and represents weak negotiation power against suppliers. Amana Ltd needs to make a good relationship with suppliers and look for alternative suppliers who are offering materials at cheaper rates to manage the material expenses (Needles et.al. 2013). 
Improvement in the labour area
It is analyzed that the labour working rate is also higher in comparison to the standard rate. It also represents that labour is charged higher or the firm is unable to arrange cheap labour for production purposes. For this purpose, Amana Ltd needs to arrange cheap labour from other countries if required to maintain the labour cost. Further, remove the need to work overtime labour by making maximum use of labour to full potential so that labour expenses can be managed (Mennicken and Miller, 2012). 

[bookmark: _Toc102500313]Part B
[bookmark: _Toc102414329][bookmark: _Toc102500314]Provide 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
The organization is looking for increasing the sales of business as they are majorly influenced due to Covid-19. It is important for Amana Plc to move towards an online platform and for this purpose they have been looking for the two options. The first option is selling through the own website and the second option is selling through Amazon. The organization will take that option that incurs business less cost and helps in generating suitable sales for the business. The decision making will be done based on relevant costs and sales units taking place in both the options.
1st Option: Selling through Own website 
	Particulars
	Amount of expenses incurred

	Delivery network set up
	150000

	Current website upgrade to manage high sales volume
	50000

	IT programmer salary 
	35000

	Total costs 
	235000



· The sales units that are assured through its own website is 100000 units.
2nd Option: Sales through Amazon
	Particulars
	Amount of expenses incurred

	Fulfilment fees of Amazon
	50000

	Total costs
	50000



· The sales units assured through Amazon are 65000 units.
Based on the above calculation, it is considered that it is appropriate for Amana Ltd to adopt the second option as the organization will be spending less in comparison to option 1. Further, there is not much difference in sales units generated but the major difference is seen in expenses (Wilson, 2020). The organization has already limited profits in hand and in such a situation it is suitable to decide in favour of Amazon. 
Irrespective of the expense calculation of both options, the organization can look at the advantages and disadvantages of both options and then justify its decision against Amazon. 
	Advantages of own website 
	 Disadvantages of own website 

	The organization by selling products through its own website can have control over several aspects. The organization will have control over the design, content and pricing of the products to be set up (Chesbrough, 2011). Further in case whenever they want to increase the price they can do what is not possible in the case of Amazon. 
	It is seen that own website would include major expenses to be incurred especially towards the staff and website maintenance. It is important for the organization to regularly update the content and images of products to show their presence on the website. Security measures are also needed to be taken for the website that all fall in the category of website maintenance (Luchs et.al. 2011). Further to maintaining the website, Amana Ltd is in needs to hire skilled IT staff or a team to manage regular operations. 

	The organization by selling products on its own website will get the benefit of brand and customer loyalty. It is seen that on Amazon the organizations or sellers cannot make their brand popular and the branding of Amazon is increasing. But in the case of own website, the branding can be enhanced as people will access the products on the website and they well aware that such a website brand offers the tourism products (West et.al. 2015). 
Once the customers are satisfied with the brand they will make repeat purchases that will represent customer loyalty as well. 
	The next limitation is that product visibility and customer support are seen to be less in the case of own website. It is because the sellers in most cases are unable to manage the product cycle timely that showing the maximum time the products are not available and in such cases, they will switch towards other platforms for making their purchases. It is also observed that customers provide less support to the website if the website is not user friendly and they are finding difficulty in accessing and meeting their needs of purchasing.



	Advantages of selling through Amazon 
	Disadvantages of selling through Amazon 

	It is a well aware fact that Amazon is considered a big brand as it offers its product worldwide. It has a large customer reach which can provide benefit with the Amana Ltd to sell its products globally at the prices they want. Further, it is noted that Amazon has customer trust that supports the sellers that they will get repeat customers (Warrier et.al. 2021). It also has strong search engine optimization (SEO) due to its high popularity and higher product visibility as the keyword is placed by customers. This will help the organization to spread product visibility by taking benefit of Amazon SEO. 
	Being the global brand where large sellers come to sell their products that show high competitiveness for the organizations to sell their products. It is because similar products are offered and price comparison is given where customers purchase the products most the low prices. Amana Ltd having its own website might not face such competitiveness and price comparison (Weill and Woerner, 2015). 

	Amazon is a large e-commerce platform were large sellers and buyers visit to fulfil their expectations. The platform offers a variety of products from different sellers across the world that supports Amazon in generating huge sales volume that ultimately supports sellers like Amana Ltd to increase their sales through Amazon. 
Further, Amazon across the world have their own warehouse, distribution and logistics centres where goods from sellers are received in the warehouse, packaging and bills invoices are generated and sent to distribution centres for delivery at the customer destination (Lai et.al. 2022). This would support sellers like Amana Ltd to reduce their costs of warehousing and distribution which they have incurred on their own website. 
	The organizations would have low control over the prices of the products placed on Amazon even in case the cost of production is increased. It is because the price increase will not able to get suitable customer base as customers will choose other similar products of low range. It is also observed that Amazon are more loyal to customers and not to sellers and the products that are not liked by customers can be removed from the product catalogue giving tough risks to Amana Ltd. 



Based on the discussion presented, it is clear that Amana Ltd has to take the option of selling through Amazon as it has major benefits that would support Amana Ltd to maintain its expenses and generate reasonable sales for the business. 
[bookmark: _Toc102500315]Conclusion 
From the study, it is concluded that management accounting supports the organizations to make the right decisions and brings improvements in the areas where the problem is noticed. The study had presented the original and actual budget along with the variance calculation and it had been summarised that Amana Ltd. needs managing the overall cost of production along with sales activity to enhance contribution and profitability. The improvements areas are suggested to the firm such as material and labour majorly. The study also showed that Amana Ltd needs to increase its sales and the option of selling through Amazon had to be considered as it would support generating major online sales and reducing the cost of the business in terms of warehouse and distribution expenses. 
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