Management Accounting 



Management Accounting
LCBB5002


 Ludmila Rosu
Student ID: 2114963












                                                                                      Winifred Soribe
                                                                                      University of Wales Trinity St David

Table of Contents
Introduction	3
Part A	3
Monthly Control Report of Original Budget, Flexed Budget and Variances	3
Report on Amana’s Performance during the Year 2020	5
Recommendations	7
Part B	8
Option 1	8
Option 2	10
Recommendation	11
Conclusion	12
References	13



[bookmark: _Toc119485441]Introduction
Amana Limited is a tourist business that sells souvenirs to tourists. The business has however been experiencing challenges due to the impact of Covid 19 that has led to restriction of movement and lockdowns. Management accounting is used for internal purposes where information obtained from reports and statements is used to make better decisions that relate to the business performance (Atrill and McLaney, 2018). This report will focus on Amana limited and their performance for the year 2020. The first part will focus on monthly control report of the original budget, flexed budget, actual budget and their variances. Secondly a report will be provided based on the monthly control report and recommendations provided on what Amana limited should improve. In the second part a cost benefit analysis will be conducted to determine which option best suit the business. 
[bookmark: _Toc119485442]Part A
[bookmark: _Toc119485443]Monthly Control Report of Original Budget, Flexed Budget and Variances
Control reports in management accounting are prepared with the intention to check for any deviations from the budgeted performance in order for the management to take appropriate action without losing time (Horngren, et al., 2019). Mr Amana’s business will potentially benefit from preparing control report to assess the performance for the period. An original budget is prepared for particular planned activity and in Amana limited performance; evaluation is not straightforward, as the actual activity is different from the original plan. A flexed budget is prepared to evaluate the favourable and unfavourable cost and activity variance for a given period (Langfield-Smith, Thorne and Hilton, 2018). Amana limited requires a flexed budget report to compare to the actual level of activity and cost.
Amana Limited
Monthly Control Report 
	Particulars
	Original Budget (£)
	Flexed Budget (£)
	Actual Cost (£)
	Cost Variance (£)  

)

	Activity Variance (£)



	Units
	100,000
	80,000
	80,000
	
	

	Variable costs
	
	
	
	
	

	Materials (Working 1)
	
250,000.00
	
200,000.00
	
280,000.00
	
(80,000.00) (u)
	
50,000.00 (F)

	Labour (Working 2)
	
400,000.00
	
320,000.00
	
440,000.00
	
(120,000.00) (U)
	
80,000.00 (F)

	Overhead (Working 3)
	
150,000.00
	
120,000.00
	
120,000.00
	
-
	
30,000.00 (F)

	
	800,000.00
	640,000.00
	840,000.00
	(200,000.00) (U)
	160,000.00 (F)

	Fixed Overheads
	
	
	
	
	

	Warehouse Rent
	
200,000.00
	
200,000.00
	
170,000.00
	
30,000 (F)
	
-

	Insurance
	100,000.00
	100,000.00
	100,000.00
	-
	-

	Fulltime warehouse supervisor salary
	


50,000.00
	


50,000.00
	


35,000.00
	


15,000.00 (F)
	


-

	
	350,000.00
	350,000.00
	305,000.00
	45,000.00 (F)
	-

	Total Overheads
	
1,150,000.00
	
990,000.00
	
1,145,000.00
	
(155,000.00) (u)
	
160,000 (f)



F = Favourable
U = Unfavourable 

Working 1: Materials 
Original Budget; 
Flexible Budget; 
Working 2: Labour 
Original Budget; 
Flexible Budget; 
Working 3: Overheads cost 
Original Budget; 
Flexible Budget; 

[bookmark: _Toc119485444]Report on Amana’s Performance during the Year 2020
The prepared monthly control report analysis will provide more insight on the performance of Amana limited during the year 2020. The monthly control report includes original budget, flexed budget, the actual cost as well as the variances in the activity and costs. The activity variance was achieved by calculating the difference between original budget and flexed budget, which indicates whether they are favourable or unfavourable (Turner, Weickgenannt and Copeland, 2022). The control report prepared indicates that Amana Limited has favourable variance in activity and unfavourable variance in cost.  The control report indicates that the difference between original budget and flexed budget is the unit produced that is 100,000 and 80,000 units. The change in unit amount produced activity variance is observed therefore we can conclude that reduction in the units produced contributed to reduction in variable expense. Total fixed cost did not change with the reduction of units produced however; it is observed that fixed costs increased in actual activity when there is a reduction of 20,000 units. This contributed to the fixed cost per unit to increase.
The cost control variance analysis was performed by calculating the difference between flexed budget and actual budget since the number of units remained the same (Turner, Weickgenannt and Copeland, 2022). This approach is used since it would be illogical to compare actual cost with the original budget due to the fluctuation and difference in the unit amount used which is 100,000 while the actual units decreased to 80,000 that was contributed to by the effect of Covid – 19. The cost variance analysis indicates that materials have unfavourable variance where there was an £ 80,000.00 increase in actual cost in comparison to the flexed budget. The labour cost was unfavourable since it increased by £ 120,000.00 in the actual budget as compared to the flexed budget. The lockdown due to Covid 19 contributed to change in fixed cost, which reduced by £ 45,000 and was favourable to Amana limited. 
The change in fixed cost cannot be attributed to the change in units. In the fixed overheads, it is observed that rent and the warehouse supervisor’s salary reduced by £30,000.00 and £ 15,000.00 simultaneously. These changes are favourable to Amana limited and were contributed by the Covid – 19 pandemic. The restriction in movement led to most businesses closing and employees were obligated to take pay cuts to ensure that the business remained afloat. This explains why the warehouse supervisor’s salary decreased by £15,000.00. In the summer, Amana Limited sales increased though slightly this contributed to an increase in their labour cost and material cost however, by the December of the year 2020, their sales took a hit due to the extended lockdown and the units sold remained lower than the original budgeted amount. 
Covid – 19 has affected all sectors of the industry and the product-based materials cost increased potentially increasing the bargaining power of suppliers (Giantari et al.,2022). Amana limited increase in cost of materials is significant due to the general increase in materials in 2020. The cost of materials has a huge impact on the cost structure of Amana limited and affects their performance and business continuity in the future. Amana Limited reduced their selling price as a strategy to increase their market share as this action was predicted to attract more customers. The reduction in price strategy would accelerate the total sales of the business helping the business generate more revenue. Unfortunately, this is an unsustainable strategy and Amana limited sold less units in their reduced price than the original budgeted units. Amana limited reduction in selling price per unit with the hope of attracting more customers by providing the same service but at a better price. The reduction in price contributed to the decrease in fixed costs that is a move to ensure that the business remained afloat (Rhode and Garrison, 2019). 
[bookmark: _Toc119485445]Recommendations
Amana limited is faced by several challenges brought about by the impacts of Covid – 19 affecting the usual running of the business. There are crucial areas that Amana limited should improve to ensure business continuity and survival.  The recommendations made are based on the control report prepared and the variance analysis.
· The increase in cost of materials increases the cost of operation of Amana Limited tremendously. Amana limited should monitor the cost structure of the business operations. In this case, Amana limited should opt to switch suppliers to a cheaper company who can provide the same quality of materials required. This move will ensure that there is lower cost of production while maintaining the same quality of product. 
· To curb the increase of material cost Amana Limited should ensure they have a strategic relationship with their suppliers. A contract should be established between both parties that states the price of materials that they will be paying for which will not fluctuate with the economic waves.
· Amana limited should come up with sustainable selling strategy that will benefit the business without affecting their market share. Reviewing the selling price will ensure long-term profitability and sustainability of Amana limited. Lowering of the selling price is short term and risks the sustainability of the business. 
· Labour cost is also one area that needs to be reviewed. To help reduce the cost Amana limited can hire their skilled labour through agencies where they get to negotiate the wages. Amana limited can also rely on consultants who provide knowledge and information on areas to improve on without having to be permanently employed. 
· Amana Limited needs to diversify their market penetration strategy; since they have a marketing website, they should make their products available for purchase online. The main reason for this action is to gain more customers, as this is not limited b geographical location or the lockdown and restriction of movement.
· The overhead cost did not reduce or increase in Amana’s case however there should be actions taken to reduce the cost. This can include reducing the administrative cost by allowing non-essential staff to work from home that will reduce some costs in the office. 
[bookmark: _Toc119485446]Part B
Amana limited has decided that thy want to place their business online in the effort to reduce their costs of operation. However, they have two options that they need to weigh which will be less costly and has more chances of profitability. They can either go online by expanding their existing website or place their business on the Amazon site. To better understand the pros and cons of each option analysis of the cost and benefits of the options is conducted (Johansson and Kriström, 2015).
[bookmark: _Toc119485447]Option 1 
Amana limited will incur additional costs of delivery, salary of permanent IT programmer and the upgrade of their current website, to their current variable cost and fixed costs if they choose the option of using their own website to sell their souvenirs. To analyse this options cost benefit analysis and cost – volume profit analysis is calculated (Johansson and Kriström, 2015).  
Cost benefit analysis
 (The actual cost of variable cost and fixed cost)
Total Variable cost



The total variable cost is 
Total fixed cost 
The actual total fixed cost for rent is £ 170,000.00, insurance cost is £ 100,000.00, the warehouse supervisor salary is £ 35,000.00, the cost of delivery is £ 150,000.00, and the IT programmer salary is £ 35,000.00.

The total cost 
The total revenue = 
The cost of business operations is high using this option if the warehouse rent and the warehouse supervisor remain the same as the in the old model of business. However, if an assumption is made that they only relate to the branches that will be closed the new fixed cost will be  . This will increase the total benefit from  to .
Cost Volume Profit analysis
To calculate cost – volume – profit analysis the rent of the warehouse and the warehouse supervisor’s salary will be considered to belong to the branches that Amana limited intends to close. Given that the total variable cost per unit is 10.5, total fixed cost is 335,000 and the selling price per unit is 20 then the Break-even point = 335
Amana limited will therefore have to sell 35,263 units to cover all their costs. Based on the market research it is determined that Amana limited is guaranteed to sell 100,000 units annually if they us the online model. In this option it is determined that with the assumption of no rent expense and supervisor salary then Amana limited will comfortably cover all its costs.
[bookmark: _Toc119485448]Option 2
Amana limited has a second option where they can place their place their product online through the Amazon website. To weigh the benefits of this option we will conduct cost benefit analysis while assuming that the warehouse rent and supervisor salary are only attached to the branches that will be closed if they choose to work online.
Cost benefit analysis

The fixed cost will include fulfilment fees £ 50,000 and the insurance cost of £ 100,000.

The total revenue = price × quantity = 
The total benefit = 
In the second option we can deduce that if only two fixed costs are considered the profit will be 1,150,000 however if rent and supervisor salary is also considered the benefit will reduce to .
Cost- Volume- Profit analysis
Break- even point is given by fixed cost ÷ (selling price per unit – variable cost per unit) (Blocher et al., 2019).

The contribution margin = 
If the warehouse rent and supervisor salary is considered the BEP   . The contribution margin will therefore be 
[bookmark: _Toc119485449]Recommendation
Cost Volume Profit analysis conducted for each option provides a minimum of units that should be sold for Amana limited to break even. The units are all below the units that are projected to be sold if the business chooses to follow either option. In option 1 however the fixed cost is very high which is attributed to the non-existent online sales initially therefore the company has to incur cost for IT programmer, delivery cost and the cost of upgrading the website so that it can handle large sales. In the second option Amazon already has a running website and the cost incurred will be less but will have a lower amount of sales with higher benefits compared to the first option. 
In the case of option, two however, there are many cons such as the Amazon website has more competitors and Amana will be forced to produce a variety of products to compete with the other businesses. Amana limited will have no control in the pricing of their products since Amazon will decide the price there are also obligated to follow terms and conditions stated by Amazon such as on return policy. 
I recommend that Amana choose the first option since the initial cost is high but the cost is expected to reduce gradually. The decrease in cost is because the cost of upgrading and delivery will be low and almost non-existent as they continue operations. Amana will have control of the pricing system of their products and the amount of sales is guaranteed to be higher according to the market research conducted. The main benefit of option one is the long run benefit to Amana Limited since they will get to enjoy the benefits of having their own website that they can enhance and design to suit their business.
[bookmark: _Toc119485450]Conclusion

Amana Limited challenges are mainly due to poor business strategy. Adopting a better cost strategy will help reduce the increase in production cost and help increase their profitability and market share. The strategies applied should focus on the long-term growth and not the short-term profitability to ensure the business sustainability. The adopted cost management strategies will help Amana recover from all the impacts faced during the Covid -19 pandemic. Amana limited will have to choose between marketing and selling their products on their own website or on an already established site such as Amazon. The profit of option 2 outweigh the benefits of option 1 however the risk of business continuity in option 2 is higher and has lower sales compared to option 1. For business continuity and long-term sustainability, it would be best if Amana limited chose option 1.
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