

LCBB5002
MANAGEMENT ACCOUNTING
Assessment 2

Student ID:Ionut Ionascu
1917131
Lecturer:Dr Widin



Management Report 































Table of Contents
1. Introduction	2
2. Monthly Control Report	3
2.1 The calculations and analysis of variances	3
2.2 Amana’s Performance during 2020	6
2.3 Recommendations to Amana CEO on areas of improvement	8
3. Analysis of operating online strategy	9
3.1 Selling Product Online	9
3.2 Analysis of Mr Amana’s decision to go online	11
4. Conclusion	12
Bibliography	13



Table 1. Budgets based on average estimates incurred in producing a mix of souvenirs.	6
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Executive Summary 
Amana LTD faced issues regarding operations and performance in 2020 because of the Covid-19 pandemic. The company maintained a good reputation as it activates on the market for 40 years. This report displays the company performance, strategies and issues encountered previous year in all physical locations all over UK. 

Objectives 
The report's primary purpose is to prepare a control analysis that presents original, flexed, and actual budgets. The following key aspects are calculation of variances and an explanation of whether the behaviour of the variance is favourable or unfavourable for Amana LTD. Also, it focuses on the evaluation of decisions using relevant costing. The final aspect discussed includes strategies and recommendations for the company's CEO to cope with the situation and ensure the company survives in these challenging times.  
Strategy 
The strategy applied focuses on financial situation, which refers to expected return from the investments made. Also, operational risk analysis is conducted to evaluate the challenges and factors that influenced the outcome of not getting the planned benefits as expected. The budgeting analysis will show financial projections and will help to control the costs and take viable decisions.
[bookmark: _Toc70352682][bookmark: _Toc70640538]2. Monthly Control Report 
This report section will project the calculations and analysis of variances. Firstly, the static, flexed budget is calculated along with variances from the original and actual budget. Also, the profit is deducted to have a better understanding of the company efficiency and profitability. Second, Aman’s performance for 2020 is analysed by interpreting the findings and evaluating the expectations, decisions made and actual results and the  impact on company success. The methodology used for the analysis is   PER analysis.
[bookmark: _Toc70352683][bookmark: _Toc70640539]2.1 The calculations and analysis of variances 

Calculating original budget
Formula: Original Budget = Variable Costs  Cost per unit 







Calculating Flexed budget


Variable costs 	


120,000
1,360,000
Fixed costs remain the same. 


Calculating variance 
Formula: 

Units:   
Selling Price: 

Variable Costs 
Materials:  
Labour:        
Overhead  
Contribution  

Fixed Costs
Warehouse rental  
Insurance  
Full-time warehouse supervisor salary  
Profit  

Calculating Profit 
Formula:  


Original budget 






Actual budget 





 
	Items 
	Cost per unit 
	Original (£)
	Flexed (£)
	Actual (£)
	Variance (£)
	Variance Behaviour 

	Units 
	100,000
	100,000
	                80,000
	20,000 
	Unfavourable 

	Selling price
	
	25
	
	       20
	        5
	Unfavourable 

	Variable costs: 
	
	

	Materials
	2.50
	250,000
	200,000
	280,000
	30,000
	Unfavourable 

	Labour
	4
	400,000
	320,000
	440,000
	40,000
	Unfavourable 

	Overhead
	1.50
	150,000
	120,000
	120,000
	30,000 
	Favourable 

	Contribution 
	17
	1,700,000
	1,360,000
	760,000
	940,000
	Unfavourable

	Fixed overheads: 
	
	

	Warehouse rental
	200,000
	200,000
	200,000
	170,000
	30,000
	Favourable 

	Insurance
	100,000
	100,000
	100,000
	100,000
	0
	Fixed

	Full-time warehouse supervisor salary. 
	50,000
	50,000
	50,000
	35,000
	15,000
	Favourable

	Profit 
	1,350,000
	1,350,000
	455,000
	895,000
	Unfavourable 
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[bookmark: _Toc70352684][bookmark: _Toc70640540]2.2 Amana’s Performance during 2020
Amana’s performance and revenue took a big hit in 2020 mainly because of external factors and poor risk management. The data will be interpreted using PER techniques to analyse further the financial situation, which is about displaying the main point after that is evaluation and reflecting the company scenario. 
Based on average estimates in producing mixed souvenirs, it can be observed that the number of units in the actual budget has decreased. ( Table 1. Budgets based on average estimates incurred in producing a mix of souvenirs.) 
(P)   The selling units have decreased. 
(E)   Units expected to be sold in general budget are higher that actual budget. Reducing units can be done if the pricing strategy is applied such as proactively price. (Zale, 2016)
(R)  Amana’s units have reduced; it may be caused by changes in the market and because of the external factors such as consumers changing their spending habits due to economic crisis and Covid-19 restrictions. (J.P.Morgan, 2020)
The data shows that the selling price was reduced from 25£ to 20£ per unit. 
(P)   The selling price was reduced with 5£. 
(E)   Reducing the selling price is a marketing strategy to get a competitive advantage. According to LaMarco, small business understands the role of pricing, which is why they can set discounts for their products or services temporarily. It is suggested that this can be an effective short-term method to boost sales. Moreover, it can be applied along with longer-term pricing and other marketing approaches. (LaMarco, 2019)
(R)  Amana LDT has reduced their selling price which could been done to attract more customers and increase the profit. Simon suggested that managers tend to fear of prices, especially when they must raise them. (Simon, 2015) So, reducing selling price may not be sustainable unless it is reduced for a short period to attract new customers and then increase it in order to boost profit. 
The cost of materials increased with 30,000£ which is not beneficial for the firm particularly in the period of crisis. 
(P)   The   cost for materials relatively increased. 
(E)   The increase of costs of materials is appropriate if the product volume also increase. Also, it can be increased if the quality of products is higher. This could help to develop the firm branding and reputation. (Collis, 2015)
(R)   If to reflect on scenario, the financial situation become worse in 2020 even if the business operated for 40 years and come to understand the dynamic nature of the tourism industry. On the other hand, increasing the cost of materials when the restrictions are imposed, and people could not travel it may not be a rational decision. Amana LTD must balance the costs, to negotiate the costs or find better options without compromising the quality.   (Franklin, 2019)
(P) Increase in cost in labour 
(E) Labour is an important part in production, well trained labour can boost the productivity. Increasing their salary on the other hand may play an important role in their motivation. As based on V. Romei “The standard measure of productivity, dropped 0.5 per cent over the three months to June” so investing in labour may be a good technique to boost effectiveness. (Romei, 2019)
(R) Amana Ltd has increased labour costs in period of crisis, considering the labour cost is variable, the management should find compromises to keep up the productivity but at the same time keep the costs low. By applying for Furlough scheme may help to cover partially the costs. (gov.uk, 2020)
Amana’s performance slightly improved by reducing the variable overhead. 
(P) Reducing cost for overhead 
(E) The cost for overhead is mainly related to running the company. These costs don’t directly contribute to the production and reducing them where possible is advisable. (Mackenzie, 2021)
 (R)  The company have reduced the cost for overhead this could have been done as a part of cost cutting strategy to increase the income. It is a sustainable strategy because the company success is under risks and the management should consider more drastic methods. 
[bookmark: _Toc70352685][bookmark: _Toc70640541]2.3 Recommendations to Amana CEO on areas of improvement 
[bookmark: _Toc70352686]Mr Amana should apply a set of strategies to improve the financial situation of the company. 
Based on budgeting analysis, few areas have been identified that require improvements. The first thing is improving budget planning and controlling. As it can be observed, the performance has drastically declined, for it to recover methods must be applied such as cost-cutting strategies, re-designing operations and making use of technology to keep up with competitors.  (Priore, 2021)
The Amana CEO should focus on improving financial reporting and investigating potential risks. Also, Mr Amana could create partnerships and generate investments for the company. Governmental support and loans may be a good solution to recover and boost sales. 
The data shows that selling price has been reduced. ( Table 1. Budgets based on average estimates incurred in producing a mix of souvenirs.) Nevertheless, this approach is not feasible. The accounting management could revise the price to increase the profit. Additionally, the units sold declined, and it is unfavourable for the company as the profit dropped.  It is advised to determine the impact of external factors and develop policies that will improve financial position.  As mentioned previously, budgeting and forecasting potential opportunities and threats can play a vital role in business success. It is why managing the budget and ensure the operations and money allocations are as per the initial plan set. For example, if the cost must increase for an item than the option to cut from variable items should be considered in order to balance expenses. Another area for improvement in budgeting is variable costs. These types of fees are directly related to the sales volume of the business. So, these costs are controllable and must increase if the production value increase and vice versa. If the volume of sales decreases, then the fee must fall as well. However, in Amana’s budget, the sales have dropped, but the prices for labour, materials increased which is not sustainable. 

[bookmark: _Toc70640542]3. Analysis of operating online strategy 

For Amana Ltd to keep up with new trends and developments along with competitive strategies to operate online, similar practices must be implemented as soon as possible. So, this section will analyse the options Amana LTD has. The strategies will be analysed including the costs involved, to take a reliable decision for the business. 

[bookmark: _Toc70352687][bookmark: _Toc70640543] 3.1 Selling Product Online 
As a contingency strategy Amana is planning to move 50% of sales online. Selling products online can be one of the best choices considering that the market is shaping so fast in order to reach larger audience when human contact is limited. Operating online comes with advantages and challenges which must not be ignored. 

Own E-Store 
Benefits 
The benefits of selling online include reaching a wider audience from various countries not just UK. Besides that, it gives possibility to customers to shop at a time convenient for them. Also, it helps reduce significantly the administrative and operating costs alongside inventory costs. (Bowsher, 2018 ) 
As per the market research, there may be a guaranteed sale of 100,000 units annually which is very good for company performance considering actual income and expenses for goods sold. Not only will help reduce the costs, but also it will  improve the reputation, connect with potential suppliers or partners who can help to improve financial situation and company growth. By building own e-store will help increase the speed and accuracy with which businesses can exchange information on which reduces costs on both sides of transaction. (Franklin, 2019)

Limitations 
Operating online also involve risks and limitations such as longer time to reach a wider audience, attract their interest in the products and reach high traffic. Also, there may be technical difficulties with transactions, security concerns and lack of customer engagement and it is not guaranteed that the customer will like the product. There are also cost that should be considered such as the cost for setting up delivery network which is a total of £150,000 per year. 
Also, there is a cost for upgrading the website as it must be able to handle large volume of sales and to function properly 24/7 considering that people all over the world with different time zones may purchase, so it must be functional and ensure that high security measures are applied to prevent from hacking or losing personal data of customers. The estimated cost for the website upgrade is £50,000 which is quite high. Also, there may be a requirement to hire a fulltime IT specialist to maintain the website, to solve technical issues and other activities. 

Amazon Marketplace 
Benefits
Amana LTD can also use Amazon Marketplace to sell its products. The advantages of using this platform are good shipping and customer service. It has a solid reputation and sales can be increased in very short period. Amazon is considered to be the top websites for sales as even larger companies with strong brand are choosing Amazon as an option to increase their sales. Amazon Marketplace can help to put the product in spotlight therefore, reaching millions of people and it will guarantee sales of 65,000units with potential increase in number. 
Limitations 
The limitations of using Amazon marketplace include wide range of sellers and high competition. It may be challenging to highlight product within products that already may have thousands of reviews from customers. Moreover, there are also costs involved such as Amazon fulfilment fee which £50,000 along with other costs associated with promotion of products or unexpected fees. There is also lack of control over pricing and return policy. As you sign up for Amazon there are rules you must follow and as a seller you don’t have the freedom to take decisions, on how to present or promote the product as this is already done for you which may affect the innovation and customer loyalty and engagement which is highly required to build long term successful business. 
[bookmark: _Toc70640544]3.2 Analysis of Mr Amana’s decision to go online
By analyzing both options it can be seen that they have upsides and downsides which must be neglected when taking decisions. So based on the evidence among alternatives creating own e-store or upgrading website may be a more sustainable option that is estimated to generate higher profitability. Firstly, because the expected turnover is higher for the first option, secondly it provides more freedom for the company to create room for innovation and recovery after the pandemic and travel restrictions will ease. However, it is important to mention that further research and investigation may be required to ensure accuracy and viability of the data to avoid potential loses and downfalls. 
On the other side, the decision of Mr. Amana to move online is sustainable. Based on E. Bowsher online retail sale continues to soar, and it is forecasted that customers will continue purchasing things online even if they may have options to go to a physical store. It is why adapting a strong strategy precisely operating in digital market will benefit organisation. (Bowsher, 2018 )
Chaffey talked about the importance of   businesses on applying digital technology to develop competitiveness and their operations. Also, he mentioned that there are a vast number of opportunities for the business, nevertheless it comes with a set of key issues that must be prevented or closely monitored. (Chaffey, 2019)
[bookmark: _Toc70352688][bookmark: _Toc70640545]4. Conclusion 

In conclusion, the report calculations and analysis show that the original budget projects higher estimations for items sold and income for the year; however, the actual budget mainly presents unfavourable behaviour based on variances calculated. The outcome of continuing the same operations may be disastrous for the business. It is why the budget should be revised and 
financial strategies and new business operations must be considered to keep up with market competition. Furthermore, external factors that shape company goals and trigger the need to move its sales online. Using the website and Amazon marketplace are promising approaches to increase sales and reach a broader range of audience worldwide. On the other hand,  creating its e-store has been chosen over Amazon, mainly because of the long-term effect on business reputation and finances and costs involved were considered as well.
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