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MANAGEMENT ACCOUNTING
[bookmark: _Toc70105140]INTRODUCTION
Charifzadeh and Taschner (2017) note that control reports are used for management purposes to identify any deviation from the original budgeted performance to enable the decision-makers to implement a corrective measure. Contextually, budget reports in any organisation play a vital role in ensuring managers offer better employment incentives, costs of production are reduced, and terms and conditions of various suppliers are agreed upon. More so, any business set up should be in a position to allow individual managers of various departments to make decisions that will control the costs and revenues.
This report will prepare control reports which have original, flexible, and key variances. Besides, it will evaluate the performance of Amana limited with the various costs and provide recommendations on areas that need improvement. Lastly, it will demonstrate the ability to make relevant decisions in a risky environment. Amana limited is a Company located in different parts of the UK, and it sells souvenirs to tourists.
[bookmark: _Toc70105141]Preparation of original and flexed budgets
Original budgets: it is known to set out the plans of any organisation based on various assumptions such as sales and sales growth, interest rates, and capital expenditure. Besides, flexed budgets enable management to predict budgeted amounts at various levels of sales. They normally substitute the actual quantity achieved into the original budget while ensuring unit costs and fixed costs are kept constant (Guo and Yang, 2018).
	Budgetary control system
	
	
	
	
	

	details
	original budget (£)
	flexible budget (£)
	actual budget (£)
	variance (£)
	

	units produced
	100,000
	80,000
	80,000
	20,000
	unfavourable

	selling price
	25
	25
	20
	5
	unfavourable

	sales
	2,500,000
	2,000,000
	1,600,000
	400,000
	unfavourable

	Less: variable cost
	
	
	
	
	

	materials
	250,000
	200,000
	280,000
	80,000
	unfavourable

	labour
	400,000
	320,000
	440,000
	120,000
	unfavourable

	overhead
	150,000
	120,000
	120,000
	30,000
	favourable

	
	
	
	
	
	

	contribution
	1,700,000
	1,360,000
	1,160,000
	340,000
	unfavourable

	Less: fixed costs
	
	
	
	
	

	warehouse rental
	200,000
	200,000
	170,000
	30,000
	Favourable

	insurance
	100,000
	100,000
	100,000
	0
	

	supervisor salary
	50,000
	50,000
	35,000
	15,000
	Favourable

	
	350,000
	350,000
	305,000
	
	

	net profit
	1,350,000
	1,010,000
	855,000
	495,000 Unfavourable



[bookmark: _Toc70105142]Report on Amana’s performance during the year 2020
Amana limited had budgeted to achieve a profit of £1,350,000. However, this was not realised as the actual profit was £855,000 that resulted in the unfavourable variance of £495,000. The company recorded an unfavourable sale price variance of £400,000 as the budgeted spending average target of £25 was not achieved. The management was forced to lower the selling price due to a lower rate of customers as at the onset of the global pandemic. The UK government imposed travel restrictions that banned foreigners, which led to a reduction in business activities.
Sales contribution volume variance was unfavourable as it was £340,000 less than the budgeted contribution of £1,700,000. This adverse variance is attributed to the number of units produced. The budgeted production units were 100,000 but the actual units produced were 80,000 resulting in an adverse variance of 20,000. This negative variance was facilitated by a decrease in the quantity demanded of the company’s products leading to the production of fewer products.
The direct material cost incurred a variance of £80,000 which was unfavourable. The management had targeted the cost of materials to be £200,000, but the actual cost incurred to procure materials was £280,000. The variance of £80,000 was significant. This might be as a result of unskilled labour that causes damages to the raw materials purchased. Notably, the company might be using outdated machinery in the process of production that leads to destruction, thus, adverse material variance.
The direct labour cost witnessed an unfavourable variance of £120,000. The difference between the targeted budget and the actual cost incurred was significant. For instance, the management had targeted the variable labour cost to be £320,000 but on the contrary, the actual cost was £440,000. This adverse variance is caused by the failure of management to incorporate other staff members in the process of decision making leading to inherent employee bias. Besides, the company might have employed skilled and efficient workers who demand higher wages leading to unfavourable labour variance.
The overhead variance was £30,000 favourable since the management had projected it to be £150,000 but the actual cost was £120,000. The favourable variance was attributed to the discount received as a result of purchasing indirect materials in huge quantities. Additionally, there is an efficient use of power and fuel in the process of production as the company might be using modern equipment that saves uses minimum energy. 
The fixed costs variances were all favourable. For instance, the warehouse rental was £30,000 favourable. During the onset of Covid, which was a global pandemic, the government of the UK came with measures to cushion traders. The management of Amana Company might have been given a rent waiver by the owners of the warehouse as a means to cushion them during the tough economic periods when the business had been brought to a standstill.  More so, the full-time warehouse supervisor’s salary was £15,000 favourable. Since the rate of business activities was low, the company rate of production was also low, which meant that the warehouse was not in use thus, forcing the management to lay off the supervisor who was manning the warehouse.
[bookmark: _Toc70105143]Recommendations to Amana’s CEO on areas of improvement
Any business organisation’s main aim is always to minimise resources available and maximise the profits. Amana limited company was unable to meet the targeted profits and it is, therefore, crucial for the management to design ways that will help to improve the general performance of the organisation through reduction of various costs incurred. Some of the strategies that the management can design include:
Building the customer base: the company needs to design ways that will ensure it commands a large market that will lead to increased sales. The company should invest more in advertising its existence and the type of products it deals with through print media and mounting of banners on various streets of London. Additionally, it should consider rewarding loyal customers who will be motivated to continue buying the company’s products as well as, attracting new customers who will contribute to the increase in sales volume leading to more profits. The company needs to establish a customer relation desk that will seek customer’s feedback concerning the products of the organisation and make necessary adjustments (Remko, 2020).
Besides, the company should consider investing in electronic commerce. This will be achieved through the creation of an online website that will allow customers to purchase goods online regardless of their location. With the ongoing global pandemic, many governments across the globe have advised their citizens to avoid crowding in one place which is a disadvantage to Amana limited company which depends on interacting with their customers physically (Hua, 2016). Contextually, through the online business, it will be able to continue selling its products to its customers who are inside and outside the UK. This will help improve the number of units sold increasing profits and realisation of the set target.
Notably, the management should consider employing workers who have experience in production and have knowledge of the best practices of handling materials. This will help to ensure the material variance is favourable as fewer materials will be misused. More so, they should consider replacing the machines used in the process of production. This will help to enhance efficiency and reduce the time spent in producing goods. Fraga and Santos (2017) note that the management should consider installing energy equipment that saves the amount of electricity used in moving machines. Lastly, the management should make use of various techniques of stock control including minimum order quantity, just-in-time inventory and economic order quantity that will enable the management to produce as per the demand thus, minimising the production of excess products that will need to be kept in the warehouses.
[bookmark: _Toc70105144]Analysis of Amana’s decision to go online and advise if they should set up their online shop or sell on amazon
Business in the global world is constantly changing and research indicates that the majority of businesses are embracing modern technology as a means of ensuring they remain in touch with their customers who are scattered in various parts of the world. Notably, with the ongoing covid pandemic, many governments across the world have advised their citizens to avoid crowded places which is a major setback to the hospitality industry. The only way for a business to ensure continuity is through adopting sell of goods using online channels (Ahani and Nilashi, 2020). Online business is considered to be flexible since an organisation can easily change the products and the target market depending on the existing gaps. 
Amana limited will enjoy several benefits including low setup and running costs, higher margins and better cash flows, improved competition and a huge customer base if it decides to sell its products using online channels. For instance, the online business allows the management to reduce overhead costs such as salary to the staff, payment of warehouse rentals and electricity costs. This enables the management to channel that money in developing the organisation website. Convenient payment is also another benefit that any business operating online enjoys since the customers are allowed to make [payments using PayPal, amazon pay, Google pay and apple pay which are simple and faster and one does not need to go to the bank. Easy access to markets as online channels such as Amazon and eBay allows one to set up an online shop and make sales within a shorter period.
Sheth (2020) notes that 93% of UK consumers who are aged between 15-79 years have formed a habit of shopping online and the e-commerce business anticipates that growth will increase up to $6.5trillion by the year 2023, serving a total of 2.14billion customers. Contextually, the management of Amana limited should consider selling its products through the Amazon online shop. This will enable them to avoid many costs, including the cost of setting up the delivery network at £150,000, the cost of upgrading the current website to handle a large volume of sales at £50,000 and a salary of £35,000 per annum to the IT operator. In amazon, they will only be required to pay a fulfillment fee of £50,000 and a guaranteed sale of more than 65,000 units depending on the demand. For example, Amana limited will have to make sales of 1,300,000 if their selling price at amazon shop is £20. Besides, Amazon is well established and can pose a threat to other well-established online shops such as Alibaba and eBay, thus, increasing the sale of souvenirs across the globe.
Amazon online shop operates in more than 100 countries globally and in 2019 it earned more than $280.5 billion in profits. Additionally, many customers in the world have confidence and trust in shopping in Amazon online shops due to the attractive features on its website that are appealing. Besides, they have Magento offers multiple store views which allows different sellers to test their products if they are appealing to the global audience by creating a listing on the local amazon (Calvimontes et al., 2020).
In the long run, the management of Amana limited should consider opening up their online shop because they will be able to make a net profit of £1,765,000 since they will be selling 100,000 units at £20. They will be able to earn more than £465,000 on their online shop as compared to amazon online shop. This will go a long way in ensuring that Amana limited not only establishes itself in the global market but also it will consolidate a huge customer base from different parts of the globe. More so, it will be able to get new customer data insights that will ensure it produces products that meet customer’s specifications (Sohn, Seegebarth, and Moritz, 2017).
[bookmark: _Toc70105145]Conclusion
In summary, this report has prepared control reports, including original budgets, flexed budgets and actual budgets. From the analysis above, it is critical that any organisation that intends to achieve its objectives and goals should embrace online shops that command more than 2.14billion customers. However, the greatest advantage of online shops is its vital role in reducing marketing costs and exploring new growth opportunities.
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