2
MANAGEMENT ACCOUNTING;DIMITRINA PETROVA;1905516



Table of content

Introduction……………………………..……………………………………..……..2
Task A………………………………..……………………..………………………..3
Task B…………………………….……………………………………..…..…...…..7
Conclusion………………………………..…………………………………….…..10
References…………………..…………………..…………………………………..11



















Introduction: 
Due to COVID-19 many companies were affected by the crisis which led many businesses towards closures or furloughs. (McKinsey, 2021) Amana Ltd was one of the bad influenced companies that needs some financial support from an experienced accountant in order to help the business survival. To evaluate a company’s performance could be problematic when actual activity varies from the arranged level of activity. In this case Amana ltd has provided all needed information such as variable costs and fixed costs for the period of lock down. Knowing this information, we will be able to prepare the company’s monthly control report. However, in order to do so we will need to consider an important information which was provided in the task below. 



















Task
Part A:
Amana Ltd is a family-owned tourist business located in England which sells souvenirs to tourists. They have several locations in tourist hotspots across England namely Brighton, London bridge, Westminster bridge, Buckingham Palace, Birmingham city centre and Manchester city centre. Souvenirs are produced by a Chinese manufacturer specifically according to designs made by the Amana team.
They have been operating a successful business for 40 years and have come to understand the dynamic nature of the tourism industry. Recently, the Covid-19 pandemic broke out in England leading the government to impose restrictions on movement and travel which severely impacted the tourism industry. Amana’s revenue took a big hit in April 2020 as tourists could not travel for the Easter holidays, sales picked up slightly in the summer of 2020; however, the prolonged lock down between December 2020 and February 2021 depleted any additional revenue that had been made in the summer.
In the past, Amana ltd has only traded within physical stores with a functioning website serving as a channel for marketing their business. Mr Amana, the owner of the business has hired you as a manager and provided a cost break down of their products.
	
	Original budget (£)
	Actual (£)

	Units
	100,000
	80,000

	Selling price
	25
	20

	Variable costs:
	
	

	Materials
	2,50
	280,000

	Labour
	4
	440,000

	Overhead
	1,50
	120,000

	Contribution
	17
	760,000

	Fixed Overheads:
	
	

	Warehouse rental
	200,000
	170,000

	Insurance
	100,000
	100,000

	Fulltime warehouse supervisor salary 
	50,000
	35,000





Required: (i) Prepare the monthly control report showing original budget, flexed budget, and variances.
In the beginning we need to understand what the monthly control report is and what is includes. The report we are given to prepare is a table that includes our original (static budget), flexed and actual budget with the variance. Static budgets are prepared for planned level of activity that anticipates values for inputs and outputs. It is a forecast or expenses and revenues over particular period of time and should remain unchanged regardless of the increase of decrease of sales or production. Though, the actual results may differ slightly from the static budget. Therefore, static budget could be used from authorized accounting companies that can provide qualified financial performance. (Kagan, 2021) The fixed and variable costs are also described in the table from the exercise. 
Considering all necessary information provided by Amana Ltd, we have managed to perform a small table highlighting the main issued where the company need to attract its attention to. Analysing all data, we can conduct a recommendation report to Amana’s owner and suggest what is best to be done in order to save the business. 
Amana Ltd managed to produce 80,000 units at selling price £20 per unit. This price was decreased due to the ongoing situation and the production level was also decreased that the budgeted for this period of time. For less production Amana’s materials cost was increased slightly which led the company to use more funds than the budgeted. This was tactically considered by the company’s owners in order to attract more customers and increase their revenue. 
The difference that occurs in the actual balance clearly shows that there is an issue with the company’s performance and serious action should be taken. Therefore, we have performed a table bellow which explains where Amana’s owners should improve the figures.  
Let’s have a look the table below and understand if this strategy helped Amana Ltd to save the business over the pandemic. 







Static Budgets and Performance Reports (Monthly)
	
	Original budget (£)
	Flexed budget (£)
	Actual (£)
	Variance 
	(U /F)

	Units
	100,000
	80,000
	80,000
	
	

	Selling price
	25
	25
	20
	5  
	U

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

	Variable costs:
	
	
	
	
	

	Materials
	2,50 (cost per unit) = 250,000
	200,000
	280,000
	80,000 
	U

	Labour
	4 (cost per unit) = 400,000
	320,000
	440,000
	120,000 
	U

	Overhead
	1,50 (cost per unit) = 150,000
	120,000
	120,000
	0 
	

	Contribution
	17 (cost per unit) = 1,700,000
	1,360,000
	760,000
	600,000 
	U

	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

	Total costs
	1,350,000
	1,010,000
	455,000
	555,000 
	U



From the table above we can analyse that Amana ltd was not able to meet the budgeted level of activity. The result is considered as unfavourable variance. However, the actual costs appear to be less than the predicted budges which is considered as favourable variance. (Highlighted in green) (Chen, 20220)
The variances of all fixed cost are favourable since they were kept under control. However, the variable costs are the opposite. All the variable costs are unfavourable variances, and it seems that Amana Ltd was not able to control these costs. 
If these costs were monitored and controlled often, the company could have avoided such a hassle with preparing the next performance sheet. 

(ii) Using your control report prepared in above, prepare a report on Amana’s performance during the year 2020. 
The actual results are showing that Amana Ltd performance is not great. The selling price per unit has not improved and the sales quantity was also less than the budgeted. The reason for reducing the selling price per unit should be considered as strategic alternative for increasing the sales quantity. However, in this case it did not reflect as desired success. In order to maintain the company’s suitability, the sales of the production did not meet the business expectation. Therefore, Amana Ltd should think about an opportunity of how to increase the sales with no compromising the quality of production. 
The material and labour costs are unfavourable variances in the variable costs section. The reason for this underperformance might be the quality level of the used materials, their price, or the unsatisfactory workforce. According to the actual figures, the firm’s labour and material costs has increased which led the firm towards decline in revenue. If these costs were monitors and kept stickily under control the company would not have to experience such underperforming circumstances. 
On other hand, all fixed costs are under control and this section from the monthly control report is favourable which surely was controlled better than the variable costs.
(iii) Provide recommendations to Amana’s CEO on areas of improvement. 
Since Amana Ltd performance for 2020 was less profitable, the best course of action for the firm is to increase back the unit’s selling price. The significance for this recommendation is to keep the company as competitor in the industry. In order to be competitive Amana Ltd must control its monthly reports without minimising the quality of their production. With reducing the price of the unit selling price with no reducing other expenses the company will not be able to increase their profitability. If this cost is reduced, then the cost of materials and labour should be reduced, too. However, this is not ideal alternative if we wish to keep the company’s performance up. Therefore, best recommendation for Amana Ltd is to increase the unit selling price. 
Amanda also needs to control the variable costs better, so that the operation of activity will be performed in favour for the company’s profitability. All areas of improvement such as production and purchase should either have lower prices but at high quality or efficient workforce. 


Part B:
Mr Amana has noticed that a lot of his competitors now sell online to customers in the UK, Europe and US. He has been considering closing the Brighton, Birmingham city centre and Manchester city centre branches in order to streamline the business activities and move 50% of their sales online. Several factors have to be taken into consideration when making this decision
i) Cost of setting up delivery network – £150,000 
ii) Cost of upgrading current website to handle large volume of sales - £50,000 
iii) Salary of a fulltime IT programmer - £35,000 per annum 
iv) Based on market research, there would be guaranteed sales of 100,000 units annually
The business also has the alternative of selling their products directly on Amazon and would have to take the following factors into consideration when making this decision. 
i) Amazon fulfilment fees - £50,000 
ii) High levels of competition between Amana souvenirs and other sellers on these platforms – Guaranteed sales of 65,000 units on Amazon annually with the potential to increase depending on demand. 
iii) Lack of control over pricing and return policy

We understand the internet’s explosion has permanently transformed the look of every business. (Gowling, 2018) Therefore, all business activities related to the usage of internet such as sales, advertisement, etc. need to be highlighted and classified in two main groups – advantageous and disadvantageous. Once identifying what are the advantages and disadvantages for transferring the business activities online, Amana Ltd will be able to make the right decision in order to save the business. 
Advantages that can benefit Amata Ltd in moving online could be the access to the global market, reducing marketing and building costs, the system will be automated. Let’s have a look at these advantaged in depth. 
· According to Khurana’s article the access to the global market can increase the visibility of Amana Ltd and will help the business expose its products and services. Therefore, using internet for selling particular products will lead the firm towards sales increase and the busines may reach new markets worldwide. 
· Reduction of marketing and building costs is also an advantage that online business can benefit from. (Alton, 2019) With the raise of internet all social media platforms are increasing their visitors and becoming an influential and low-cost marketing tool that could be used by small and large enterprises. With usage of internet Amana Ltd can place all products directly towards their target market with no need of formal marketing campaigns which will reduce this cost. After COVID-19 many jobs were performed online with no need of building accommodation. Once the company join half of its business functions online most of the staff can work remotely and the cost of maintaining the office building will be also reduced. 
· The benefit of owning an automated system will enable million people to access some of the company’s services online. (Khurana, 2018) If Amana Ltd designate an online customer service department and get modified solutions that automate the customer’s purchase. This service will increase the customer’s satisfaction and potentially will increase company’s revenue. 
Below are some of these disadvantages that can affect Amana’s business if it fully moves to the online market such as potential of lower profit margins, reduction of the physical interaction or the negative reviews. 
· Lower profit margins could be a serious threat for new entries to the online selling businesses due to the higher volume of competitors. (Khurana, 2018) Amana Ltd must consider very carefully what will be the best alternative in order to keep the business at forefront. The firm’s owners should think about new pricing strategy that can differ their product than the competition. In the beginning Mr. Amana should expect to lose sales if consumers are able to find substitute of the product at affordable price.  
· Another disadvantage could be the reduction of physical interaction between people and company’s products. The connection with people has been limited due to the ability to provide certain products or services online. (Alton, 2019) This could be considered as massive disadvantage as people are more creative when they work face-to-face together. The lack of interaction can’t sufficiently duplicate the social contacts.
· According to Statista around 69% of the people globally use social media to escalate their concerns about the product or service they receive. In fact, customers would raise a complaint rather than a compliment for a company. In result of that the company’s image gets damaged and the business must start thinking of change in their strategy in order to prevent any loss for the business. 
In conclusion, the internet could be very controlling instrument not only for the business but for customers, too. When Amana Ltd decides to join into the online market, they should handle the business in accordance with its needs and the need of their customers.
If Mr. Amana decides to move 50% of their sales from the offline to the online route will be beneficial for the form as they will expand the business into the online market. Considering the advantages of joining to online business can lead the firm to more customer’s recognition and potentially will increase the company’s growth. In my opinion Mr. Amana should keep the Brighton, Birmingham city centre and Manchester city centre branches and cater a limited area for people. This will keep the stores open and reduce the cost of maintenance of the building. However, the Amana’s Souvenirs can bring more success for the company as being based in those stores because they would attract more customers and increase the revenue of the firm. If the business joins half of its projected sales using an online model targeting UK, US and Europe, their souvenirs can increase the market share as attracting more customer’s though online channel. In addition, providing wide product range online will reposition the offline part of the business and provide more choice to its loyal customers. 
When choosing the online sales channel Amana Ltd has two available options: selling products through own web page or using Amazon. To start up a devoted online store with guaranteed sale of 100,000 units per annum may arise a cost of £200,000 with additional periodic cost of £35,000 for IT salaries. In comparison with selling though Amazon the annual recurring cost will be £50,000 with guaranteed sales for 65,000 units per annum. 
The figures above are involved in separate investment that Amana Ltd should consider in order to expand the business over the online platforms. However, there will be another perception where the company should invest to distinguish their products and establish their brand in UK, US and Europe. This factor involves the marketing expenses that will arise in order to increase the brand’s awareness across the selected areas. Due to being offline operating business, Amana Ltd has limited brand recognition. Since the owner wants to increase the business to online auditory, they should spare more budget for creating good advertisement to reach more people. With Amazon this cost will be reduced as the advertising fees are less. (Amazon.com)
These are some of the factors that Amana Ltd should consider in prior before joining the online market. My best recommendation is for moving to Amazon for a few years to adapt to the new challenging market. It will cost them less and still can provide their product to the online customers. Being able to sell through Amazon will prepare Mr. Amana for the competition and will provide him more knowledge regarding the online selling busines as well as customer’s feedback about their products. This will enable the company to increase the quality of their products and also increase its revenue. Once the company’s revenue is stable the firm can start investing in opening their own online store and all necessary cost will be easily covered. Customer acceptance and appreciation of their product will help Amana Ltd increase their range and build strong customer’s loyalty. Once the brand’s recognition is increased Amana Ltd can move into the dedicated online store for their souvenirs. 
Conclusion: 
This report concludes that Amana Ltd has the potential to move into the online market in order to escape from the crisis that occurred after the poorly managed monthly control financial reports. The ability to conduct an accurate control reports could have avoided the inconvenience that Amana Ltd is facing now. Since the pandemic has affected most of the businesses across the globe the calculations in order to maintain the company’s sustainability played crustal role. An example of not great managed financially firm is Amana Ltd where the variable costs were not in favour of the company’s revenue. Once these costs are monitored and controlled strictly every firm will benefit of excellent report sheet that will give an understanding of the business sustainability and will require immediate action if needed. 
Thankfully, Amana Ltd managed to find an alternative option with locating part of the business online. From the task above we investigated what are the appropriate opportunities for the company in order to save the busines with minimizing any risk of loss. Following every potential cost that may arise during implementing the idea of joining the online space was significant for Amana Ltd. Once the company gets adapted to the new venture as moving online, the owners will have a clear understanding of where they need to develop their own business. 
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