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[bookmark: _Toc102421048]Introduction
The main purpose of management accounting is the preparation of different types of management report which will be used by employees from different level of management of the organization to facilitate their decision-making process for the purpose of achieving the long-term goals and objectives of the business organization(Scapens,2006). This report is concerned with how the use of different tools and techniques of management accounting helps the managers in crafting appropriate and lucrative executing strategies for the business to ensure the sustainable growth and development of the business model in this competitive business environment.  
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[bookmark: _Toc102421050]Requirement: i 
The time period is not specified for both original and actual budget of the Amana Ltd which led to the assumption that the given information about revenue, cost and profitability of Amana Ltd are based on the annualized data. As a result, given annual information for revenue and each cost item of the company is divided by 12 to derive the monthly information of the revenue and the cost for the purpose of the determining the activity variance of each performance item in the monthly control report(Tayles,2000). 
Thus, the monthly control report containing the actual budget, flexed budget as well as monthly activity variance of the company is shown below:

	Particulars
	Actual Budget (Yearly)
Amount in £ 

	Flexed Budget (Yearly)
Amount in £ 

	Actual Budget (Monthly)
Amount in £ 
	Flexed Budget (Monthly)
Amount in £ 

	Activity Variance (Monthly)
Amount in £ 

	Performance Analysis (Favourable/
Unfavourable)

	Revenue
	2500000
	1600000
	208333
	133333
	75000
	Unfavourable

	Variable Cost
	
	
	
	
	
	

	  Material
	250000
	280000
	20833
	23333
	2500
	Unfavourable

	  Labour
	400000
	440000
	33333
	36667
	3333
	Unfavourable

	  Overhead
	150000
	120000
	12500
	10000
	(2500)
	Favourable

	  Contribution Margin
	1700000
	760000
	141667
	63333
	78333
	Unfavourable

	Fixed Cost
	
	
	
	
	
	

	  Warehouse Rental
	200000
	170000
	16667
	14167
	(2500)
	Favourable

	  Insurance
	100000
	100000
	8333
	8333
	0
	No Variance

	  Supervisor salary
	50000
	35000
	4167
	2917
	1250
	Favourable

	Total Fixed Cost
	350000
	305000
	29167
	25417
	3750
	Favourable

	Net Profit
	1350000
	455000
	112500
	37917
	74583
	Unfavourable
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The Performance Report 2020 of Amana Ltd based on the monthly control report of the company is presented below:
Amana Ltd.’s monthly control report 2020 is exhibiting the different items of revenue and cost of the business in yearly and monthly figure in actual budget as well as flexed budget which are required for assess the activity variance of the company’s different items of revenue and cost of the business in 2020.  Activity variance can be defined as the difference in the actual budget and flexed budget of a firm during a specific period of time which arises from the discrepancies in the actual and planned business activities of the firm in a specific period. This activity variance will be either favourable variance or unfavourable variance. Favourable variance occurs in the business operation when the actual sales revenue of the firm is higher than the forecasted sales revenue or the actual cost of the firm is lower than the forecasted cost of the business during a specific period of time whereas unfavourable variance occurs when the actual sales revenue of the firm is lower than the forecasted sales revenue or the actual cost of the firm is higher than the forecasted cost of the business during a specific period of time(Tayles,2000). 
The analysis of the monthly control report 2020 of Amana Ltd is implying a unfavourable variance of £75000 in the revenue of the business in 2020 which is suggesting that the monthly sales revenue of the company was £75000 lower than the budgeted revenue of the business. The analysis of the report is also indicating unfavourable variances in both material and labour expenses of the company during 2020 while a favourable variance is observed in the variable overhead expense of the company. The unfavourable variance in both material and labour expenses of the company is suggesting that the management of Amana Ltd has to incur additional £3333 in direct labour expenses and additional £2500 in material expenses of the company every month support its business operation. On the other hand, £2500 favourable variance in the variable overhead expense of the company is suggesting that the company has been able to save £2500 every month in the overhead expense of the company. The unfavourable activity variance in the sales revenue and the variable costs during 2020 resulted in £78333 unfavourable variance in the monthly contribution margin of Amana Ltd in 2020 which is suggesting that the contribution margin of the company has declined by £78333 in every month during 2020. Though the fixed cost of the company declined in 2020 as shown by the £3750 favourable activity variance, the net profitability of the company is showing a monthly £74583 unfavourable variance which is suggesting that the company on average has lost £74583 profit every month in 2020 due to significant decline in sales revenue of the business. 
The analysis of the monthly control report 2020 of Amana Ltd is suggesting a declining performance for the company in 2020 as indicated by the significant unfavourable variances both sales revenue, contribution margin and net profit of the company in 2020.  

[bookmark: _Toc102421052]Requirement: iii 
This part of the report is comprised of the relevant recommendations to the Amana Ltd.’s CEO to improve the performance of the company. The analysis of monthly control report of the company is suggesting declining financial performance of the company as the sales revenue and profitability have plummeted in 2020. To ensure improvement in the financial performance of Amana Ltd, the management of the company has to concentrate on the revenue structure and cost structure of the business. The recommendations given to Amana Ltd.’s CEO to enhance the business performance of the company are discussed below:

· Revenue structure:
The analysis of the monthly control report of Amana Ltd is showing a unfavourable variance for the revenue of the company, thus suggesting declining sales revenue for the company in 2020. The decline in revenue of the business in 2020 is contributed by the decline in both total sales volume of souvenirs and sale price per unit of souvenirs of the firm in 2020. the main catalyst behind the significant decline in revenue of the company can be attributed to the emergence of the global pandemic, Covid-19 in the early 2020 which had prompted the UK government to impose nationwide lockdowns in the early 2020 and the imposition of social distancing protocols in public places of UK to limit the contagious effect of the pandemic. These mandatory lockdowns and social distancing protocols resulted in lower level of tourists in the UK in 2020 which resulted in the declining demand for souvenirs by the consumers, thus driving down the per unit price and sales volume of souvenirs of the company in 2020. The first recommendation to improve the revenue of the company is the employment of different marketing intelligence tools and techniques which will be able to provide valuable insights regarding the changes in the taste, preference, wants and demand of the target market to prepare accurate periodical sales budget for the company. There are two important drivers influencing the periodic sales budget of a business which are total products volume sold by the firm as well as the marginal selling price charged by the firm in selling one unit of products in the market during a particular period. These two drivers in turn are strongly influenced by the different factors and forces influencing the demand of the target market. Thus, the employment of marketing intelligence tools and techniques will help Amana Ltd to prepare accurate sales budget which will result in the minimization of the periodical activity variance in the revenue structure of the business. The second recommendation in this regard is to shift the distribution process of the business from traditional distribution network to online based distribution as a significant portion of small and medium size business firms in UK has expand their business operation in the online platforms sustain their sales operation during the period of pandemic. Thus, the firewall of the firm’s current website should be upgraded to shift the firm’s sales operation in the internet based online platforms(Tayles,2000).

· Cost Structure:
The analysis of monthly control of Amana Ltd during 2020 is showing that total variable cost has increased in 2020 which has resulted a decline in the contribution margin of the firm as indicated by the unfavourable variance in the monthly contribution margin of the company. The analysis is showing that £2500 and £3333 unfavourable variances in the monthly material and labour cost of the company which is suggesting that the managerial inefficiency of Amana Ltd in managing the manufacturing cost or variable cost of the firm. This significant hike in variable expenses of the company is caused by the pandemic, covid-19 which had forced the governments around the world to impose nationwide lockdowns which resulted in shutdown of manufacturing industries around the world, thus hampering the supply and increasing the market price of raw materials. Similarly, companies are required to pay higher remuneration for the retaining the service of the employees during the covid-19 which increased labour cost of Amana Ltd in 2020. On the contrary, the fixed cost of the business has declined in 2020 as indicated by the £3750 favourable variance for the fixed cost of the company. The first recommendation in this regard is to make long term contract with the suppliers which will legally bind them to not increase the price of raw materials during the contractual period, thus helping the company to bring stability in the material cost of the company. Similarly, the company should make long term employment contract with the employees to check the labour expenses of the company. The second recommendation in this regard is to collect raw materials from more than one supplier to diversify the higher degree of supplier concentration risk arising from the procurement of raw materials only from a Chinese manufacturer. The third recommendation is to employment of scientific quality management techniques such as Six sigma which will help the company to reduce different forms of manufacturing waste associated with the production and distribution process, thus reducing the manufacturing cost of the company.  


[bookmark: _Toc102421053]PART: B
In management accounting, one of the important analysis for a business firm is the Make or Buy decision analysis which is concerned with the preference of the business management in deciding whether they should produce or sells its products with its own teams, technology, process and resources or the production or distribution of products should be outsourced to a specialized third party business organization outside the business firm. The strategic business decision of Amana Ltd to sells its products through its own website or to sell its products through internet based third party e-commerce platform falls under this analysis in which the management of Amana Ltd has to decide whether the distribution process should be managed by company’s in-house resources with its own website or the all the functions of distribution process of the company should be outsourced to a specialized third-party e-commerce platform, Amazon. 
There are both benefits and limitations associated each strategic business alternative available to the company. The decision to sell its products with its own website will provide Amana Ltd full control over the distribution process of the company which will enable the company to understand the needs and wants of the target market and bring necessary changes in the product and pricing policies of the company. But such advantages of in-house distribution will result in significant expenditure for the business as the company has to invest funds in upgrading the firewall of its current website to monitor the incoming and outgoing network traffic arising from the increased online sales as well as has to hire skilled personnel to ensure the maintenance and security of the website.
On the contrary, selling the company’s products through a third party business firm like Amazon will help not only to minimize the marketing expenses of the business but also eliminate any investment cost made by the firm to upgrade its website. But the decision to sell the product through Amazon will result in less control over the pricing policy and distribution policy of the company’s products. 
the selection of optimal strategic business alternative in case of make or buy decision revolves around the assessment of the bottom-line profitability of the business. Thus, the optimal strategic decision for Amana Ltd in this situation depends on the profit of the firm will be affected by the changes in revenue structure and cost structure of the business under both alternatives. 
Thus, A profitability analysis based on the changes in the revenue structure and the cost structure of the business under both alternatives is shown below:
Profitability analysis of Make or Buy Decision of Amana Ltd
1st year of business operation
	Amazon
	Company’s Website

	Particulars
	Amount
	Particulars
	Amount 

	Selling Price
	£20 per unit
	Selling Price
	£20 per unit

	Estimated Annual Sales Unit
	65,000 units
	Estimated Sales Unit
	100,000 units

	Total Sales Revenue
	£1,300,000
	Total Sales Revenue
	£2,000,000

	Less: Costs
	
	Less: Costs
	

	Fulfilment fees
	£50,000
	 Delivery network development cost
	£150,000

	
	
	Website upgrading cost
	£50,000

	
	
	Remuneration of IT Programmer
	£35,000

	Total Cost
	£50,000
	Total Cost
	£235,000

	Net Profit 
	£1,250,000
	Net Profit
	£1,765,000



Based on the profitability analysis of both alternatives, two contrasting financial performance for the company can be observed. Based on the analysis of the revenue structure of the company, it can be seen that Amana Ltd will be generate £1,300,000 in sales revenue if the company sells its products through the third-party independent e-commerce retail platform, Amazon whereas the company will be able to generate £2,000,000 in sales revenue if the company sells its products through its own websites. Thus, it can be opined that the company will be able to generate £700,000 more in sales revenue for the shareholders if the management decides to sell its products through its own website. This higher revenue generated from the business operation of the company’s current website is attributed by the fact the company will be able to sell 35000 units more every year as the annual sales will be 100000 units in the firm’s website alternative compared to the 65000 units of sales volume under the Amazon’s alternative. 
The analysis of the cost structure for alternatives is suggesting that the total cost will be higher for Amana Ltd if the company prefer the company’s website alternative for the distribution of its products. Based on the analysis of the cost structure, it can be seen that total cost under the company’s website alternative will be £235,000 compared to the total cost of £50,000 in the Amazon’s alternative. The total cost under the company’s own website is expected to be high at the initial stage of the business operation as the company has to make significant investment in improving the firewall of the current website of the company as well as setting up a distribution network for selling the products directly to the customers effectively and efficiently. Despite the increased cost, the profitability tends to be higher under the company’s website alternative as Amana Ltd will be able to earn £1,250,000 as net profit in case of Amazon’s alternative compared to the net profit of £1,765,000 earned in the company’s website alternative. Thus, based on the profitability analysis of the first year of business operation, Amana Ltd should select the company’s website alternative for selling its products through online as the selection of this alternative will result in £515,000 more profit for the company. 
During the second year of online sales business operation, the sales structure is expected to remain same under both alternatives but the overall cost of the company under the company’s alternative will decline significantly as Amana Ltd is required to incur only the annual remuneration of the full-time IT Programmer tasked with the maintenance of the overall website of the business. On the other hand, total cost under the Amazon’s alternative will remain the same as the company has to make the annual payment of fulfilment fee to the Amazon for processing the online orders and dispatching the product to the consumers by the Amazon.  Thus, the profitability analysis of the Amana Ltd during the second year of business operation is, 

Profitability analysis of Make or Buy Decision of Amana Ltd
2nd  year of business operation
	Amazon
	Company’s Website

	Particulars
	Amount (in £)
	Particulars
	Amount (in £)

	Selling Price
	£20 per unit
	Selling Price
	£20 per unit

	Estimated Annual Sales Unit
	65,000 units
	Estimated Sales Unit
	100,000 units

	Total Sales Revenue
	£1,300,000
	Total Sales Revenue
	£2,000,000

	Less: Costs
	
	Less: Costs
	

	Fulfilment fees
	50,000
	Annual compensation of IT Programmer
	£35,000

	Total Cost
	£50,000
	Total Cost
	£35,000

	Net Profit 
	£1,250,000
	Net Profit
	£1,965,000



During the second year of online sales operation, the total cost under the company’s website alternative is expected to decline from £235,000 in 1st year to £35,000 in 2nd year as the investment fund for improving company’s website and setting up an effective distribution network is eliminated which has resulted in £200,000 more profit for the business if the company’s website alternative is selected by the management of the firm. The profitability under the Amazon’s alternative has remained the same as there is no changes in either revenue or cost structure of the business. Thus, the profitability analysis is suggesting that Amana Ltd will be able to earn £715,000 more profit under the company’s website from the second year of business operation.
Thus, it can be opined that Amana Ltd should prefer the Company’s website alternative in selling its product to the consumers through internet despite higher operating and investment at the initial stage of the business because selling the products of the company by using company’s own website will result in more sales revenue for the business which will convert in higher profitability for the business.























[bookmark: _Toc102421054]Conclusion
As one of the main branches of accounting, the main purpose of management accounting is to provide financial information to the managers through different management reports to facilitate the managerial decision-making process of firm(Alwi,2004). This report demonstrates how different tools of management accounting like activity variance analysis and buy or make decision analysis helps the business firms in improving performance of the business. 
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