

Surname 1

Student's Name:Lucian Constantin Carabus (1914047)
Lecturer:Winifred Soribe 
Module:Management Accounting 
Date:07.05.2021
Accounting Report
Part 1
	Monthly control report

	Particulars
	Original Budget
	actual
	Variance
	 (F/U/ N)
	Flexible Budget 
	Activity
	 (F/U/ N)
	Static Budget

	Sales Units
	            100,000 
	       80,000 
	
	
	                80,000 
	    20,000 
	 U 
	         100,000 

	Sales price p/Unit
	                     25 
	              20 
	
	
	           2,000,000 
	  500,000 
	 U 
	      2,500,000 

	Sales Revenue
	         2,500,000 
	  1,600,000 
	  4,100,000 
	 U 
	
	
	
	

	Less: Costs
	
	
	
	
	
	
	
	

	Material
	            250,000 
	     280,000 
	       80,000 
	 U 
	              200,000 
	    50,000 
	 F 
	         250,000 

	Labour
	            400,000 
	     440,000 
	     120,000 
	 U 
	              320,000 
	    80,000 
	 F 
	         400,000 

	Overhead
	            150,000 
	     120,000 
	               -   
	 N 
	              120,000 
	    30,000 
	 F 
	         150,000 

	Contribution
	         2,800,000 
	     760,000 
	     600,000 
	 U 
	           1,360,000 
	  340,000 
	 U 
	      1,700,000 

	Fixed Costs:
	
	
	
	
	
	
	
	

	Warehouse rental
	            200,000 
	     170,000 
	       30,000 
	 F 
	              200,000 
	            -   
	 N 
	         200,000 

	Insurance
	            100,000 
	     100,000 
	               -   
	 N 
	              100,000 
	            -   
	 N 
	         100,000 

	FW Sup Sal
	              50,000 
	       35,000 
	       15,000 
	 F 
	                50,000 
	            -   
	 N 
	           50,000 

	Net Operating Inc.
	         2,450,000 
	     455,000 
	     555,000 
	 U 
	           1,010,000 
	  340,000 
	 U 
	      1,350,000 



Part 2
The monthly report shows that Amana company experiences unfavorable variances in its variable costs, net profit, and net sales. This indicates inconsistency between the budgeted reports with the actual results, hence impacting the entity's performance (Messer). On the other side, there exists a favorable variance in the fixed costs as the actual cost is way less than the budgeted amount. In this regard, it positively influences the entity's performance, which is a good sign as the entity can save on the costs and directs the funds to other activities. However, the general performance of Amana wants as it results in unfavorable variance on the net amounts. Despite the increase in the sales price per unit, the variable cost hiked, resulting in an adverse effect on the profits (Messer). 
Moreover, the total actual sold units are also less than the budgeted amount indicated in the flexible budget. Despite the control of the fixed costs, the company’s profitability is still low. Through the entity’s focus on the variable costs, the management can define the total expenditure incurred in the entity that directly influences the sales revenue. It is because the variable costs vary with the level of production in an entity. In this regard, the change in the production units would result in a change in the variable costs in the same direction (Messer). This means that an increase in output level would result in an equivalent increase in the variable costs and vice versa. 
Additionally, further analysis of the fixed cost would be essential in determining the entity’s performance. In this case, the fixed costs do not change with activity level and would remain the same regardless of the change in output. Moreover, the costs would still be incurred whether the entity generates sales from the output or not. Additionally, further analysis of the company’s performance in FY2020, its growth depends on the level of income and the world funds in its capital structure. For instance, the income fund is mandated to ensure sustainable financial features and identify the social, environmental, and governmental risks. Other factors that may have influenced Amana's performance to relate to the labor relations, efficiency of resources, business ethics, and the community at large who serve as the entity’s customers and beneficiaries (Messer).
 Moreover, the entity’s financial sustainability in the FY2020 includes low levels of debt, strong financial position, and management strength. Following the fact that the business is diversified across the companies and industries, the government rules and regulations would still have a commensurate impact on Amana’s performance (Messer). Moreover, another impact on Amana’s performance would be caused by the material variance. The unfavorable variance in the material costs would be attributed to the increased material prices or even purchase of low-quality materials attributed to the declined level of output and hence poor performance. Additionally, the unfavorable labor costs may be attributed to employee turnover or even the use of unskilled labor (Messer). Therefore, evaluating the causes of the variances in the financial items of the entity would be helpful in the designation of the most effective strategies to improve the entity’s performance in the future. 
Part 3
Following the findings from the monthly report of Amana Ltd, there exist various areas that need to be improved. These areas include the level of sales output and the variable costs. Following the sales units, they declined as compared to the budgeted sales units. Such anomaly indicates that Amana Ltd declined in the production level and the price of the units. Declined productivity may be attributed to inefficient equipment and inappropriate material, which may be of low quality (Drury). As a result, inappropriate material results in less production of the desired output, which causes unfavorable variance on the sales output. In this regard, the management at Amana Ltd should consider using effective equipment and the use of effective production processes in the production. This is achieved through the adoption of the appropriate technology that guarantees improved production (Drury). 
Moreover, the production of high-quality products would also attract increased selling prices due to the product's desirability in the market. Additionally, expansion of the market scope of the company would help determine the pricing of the commodities (Drury). Through high quality of products and diversified markets, the company can scoop high sales revenue and improve the company's performance. Furthermore, the development of pricing strategies for the company products would also help improve the sales revenue of the entity. A competitive pricing strategy also aids in psychologically attracting the company's customers into buying more products (Drury). For instance, the adoption of psychological pricing makes the products appear cheaper than those of the competitor. Also, granting of credit and discounts under favorable credit policies and terms would also improve the sales revenue of Amana Ltd. 
Another area of concern that the CEO should scrutinize is the variable costs. The CEO and the entity’s management should consider developing a strategy that aids in controlling the level of the variable costs. The variable costs of Amana Ltd are comprised of the material costs, labor costs, and variable overheads. Through the material costs, the management can concrete strategies to control such costs (Kaplan et al.). As indicated earlier, the variance in the material costs may be attributed to high prices of materials, obscene materials, and the use of low-quality materials. Based on the material prices, the management should consider procuring a cheaper supplier who would provide quality materials to the company at a subsidized cost. Moreover, the management should consider negotiating for trade discounts which would help lower the prices of the material. Lower material price would result in a declined level of variable costs and increase contribution margin (Kaplan et al.). 
Regarding the quality of materials, the CEO of Amana Ltd and the entire management should also consider high-quality sourcing materials from reputable suppliers. The high quality of materials is attributed to the production of quality products within the firm, which minimizes variable costs (Kaplan et al.). Moreover, the entity would be able to produce quality products that attract customers. In this case, the entity would increase sales revenues, which counteract the level of variable costs, leading to increased contribution margin (Kaplan et al.). On the other side, using defective materials can be solved using suitable materials following the production processes of the entity—appropriate material aids for producing the desired and suitable product based on the production process. The available materials would be effectively utilized for the benefit of the entity hence reducing material wastage (Kaplan et al.). 
Moreover, another area of concern is the labor costs. The increased labor costs may be attributed to the unskilled labor force as well as employee turnover. Such contributory factors to the labor variance can be reduced through the various strategies that need to be amicably adopted by the management. Firstly, the management may consider recruiting skilled employees who adequately utilize the available materials efficiently for the organization's benefit (Kaplan et al.). Moreover, the recruitment of qualified employees with vast knowledge of the available equipment and machinery would help lower the labor costs as there would be no need to employ other individuals for manual labor (Kaplan et al.). In this regard, the organization should selectively recruit employees regarding their relevant experience and skills. 
Additionally, the management should also train and develop its existing employees. Proper training on their respective jobs would help minimize the costs of inefficiencies and costs for recruiting other employees who would have otherwise conducted the jobs that the existing employees would not do (Kaplan et al.). Through this, the efficiency of the labor force is guaranteed and hence would help minimize the net labor costs.  Moreover, the management can consider improving the employee morale, which is attributed to the improvement in employee's concern about the entity's activities. Through this, employee performance would be guaranteed as well as reduced defaults at work. Furthermore, the management should ensure that its equipment is properly working, which helps reduce on misuse of equipment by the employees (Kaplan et al.). Conversely, proper equipment aids in reduced labor costs as it would result in reduced default levels. 


Part B
	The increased use of online services provided businesses with a great opportunity to grow their market across the world and promote business efficiency. Many customers are inspired and motivated to engage their companies through the online channel. The online platform allows customers to make their decisions at their convenience without the need to move to the company's premises to make inquiries (Colla, and Lapoule). This is a great opportunity for Mr. Amana's business to exploit. I support the decision by Mr. Amana to move 50 percent of their business revenues to the online platform. Based on the scenario presented, the three center branches located in Manchester City, Brighton, and Birmingham can only serve a section of clients. Although these stores provide Amana with a greater customer loyalty base, reaching potential customers will be limited. Additionally, the expenses associated with the physical stores are also high for the company. As a result, the company needs to split half of the projected revenue via an online platform that will target the US, Europe, and the UK. Such a move will play a great role in growing the market share of Amana Souvenirs.
	There are two options that Mr. Amana needs to consider when moving part of the operations online. The first operation is setting up an online store which will yield 100,000 units annually. This option also subjects to a cost of £150,000 for setting up, £50,000 for upgrading, and £35,000 as a recurring cost. The second option will be to use the Amazon website, which will yield 65,000 units every year. However, this option is subject to £50,000 fulfillment fees. The summary indicates that establishing a website will help Mr. Amana's business generate more sales than when using Amazon online channel. However, the cost implication is more when establishing a website than when using the Amazon platform.
	 In deciding which option Mr. Amana should follow, it is important to consider both relevant costs involved, market visibility, and marketing expenses involved.  When looking at the two options, the relevant cost involved in setting up a website is higher than that of engaging Amazon. The cost of setting a website will be £235,000 in the first year. However, the relevant cost for subsequent years will be £85,000. However, the relevant cost of using the Amazon online store will be £50,000 every year. This makes the Amazon channel more viable than setting up a website despite the differences in units sold.
	Apart from the cost involved, there are other benefits that the Amazon online store will offer Mr. Amana compared to setting up a website in the first year of operation. Amazon is a leader in e-commerce and has developed a good reputation from ma y customers worldwide. This channel can help Mr. Amana attract more potential customers to their business, thus increasing their market share. Furthermore, Amazon presents the business with an opportunity to create advertisement and marketing campaigns that would positively impact their customers, as revealed by (Majed et al.). Amazon is a big name thus a huge influence on the customers. The use of its channel to advertise and market Mr. Amana's business will be a success.
	Amazon has high visibility and access to the US, Europe, and the UK markets because of its large market share and presence, having operated in such markets for several years. This is key because it assists Mr. Amana in increasing the visibility of their business to these markets and overcome the marketing expenses that require the business to increase its brand awareness if it establishes its website. Although Mr. Amana's business begets physical stores in some locations in the UK, which can help build brand awareness, such locations are limited because they do not cover the entire UK. Therefore, it would be cheaper for the business to develop its reputation through Amazon's online platform due to its strong establishment and recognition. Once the company has developed a good reputation and brand awareness, it can establish its website.
	However, it is also important for Mr. Amana to consider this option for one or two years. This is a grace period that the business can establish itself on an online platform and promote its brand awareness. It is important to note that the use of the Amazon online channel exposes Mr. Amana to stiff competition through the seller space. This is why Mr. Amana should also think about designing a website for their business with time. Such independence it's key for business success in the future. Apart from the competitive pressure that the business will face when using Amazon's online platform, the business is also subjected to a lack of control over return policy and pricing, negatively affecting its business operation. These are some of the issues that Mr. Amana needs to avoid after developing a good reputation in the online platform after two years.
	In conclusion, it is good for a company to be independent to exercise freedom in price setting and operational policy. However, establishing a competitive advantage remains an important strategy that any business that needs to be successful needs to consider. Based on the analysis provided, Mr. Amana needs to establish a good reputation for the business in the online platform. This will be possible by choosing to operate via Amazon online channel (AlZu'bi et al.). This will create a conducive environment for the business to interact with a large customer pool presented by Amazon. For years, Amazon has established a big market for its products and services, which can also benefit Mr. Amana's business. Besides, the business will have large access and visibility to the extensive area across the world. This is a great opportunity for Mr. Amana's business to develop a good reputation to see it stand promptly in the online shopping arena. Above all, it will be cheaper for the business to use Amazon's online channel than starting its website. But I recommend the management think about establishing the company's website after two years to stay independent.
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Monthly control report  

Particulars  Original  Budget  actual  Variance    (F/U/  N)  Flexible  Budget   Activity    (F/U/  N)  Static  Budget  

Sales Units               100,000           80,000                      80,000        20,000     U             100,000   

Sales price p/Unit                        25                  20                 2,000,000      500,000     U          2,500,000   

Sales Revenue            2,500,000      1,600,000       4,100,000      U       

Less:  Costs          

Material               250,000         280,000           80,000     U                  200,000        50,000     F             250,000   

Labour               400,000         440,000         120,000     U                  320,000        80,000     F             400,000   

Overhead               150,000         120,000                   -        N                  120,000        30,000     F             150,000   

Contribution            2,800,000         760,000         600,000     U               1,360,000      340,000     U          1,700,000   

Fixed  Costs:          

Warehouse rental               200,000         170,000           30,000     F                  200,000                -        N             200,000   

Insurance               100,000         100,000                   -        N                  100,000                -        N             100,000   

FW Sup Sal                 50,000           35,000           15,000     F                    50,000                -        N               50,000   

Net Operating Inc.            2,450,000         455,000         555,000     U               1,010,000      340,000     U          1,350,000   

  Part 2   The  monthly   report   shows that Amana company experiences unfavorable variances in  its  variable costs,  net profit, and net sales.  This indicates inconsistency between the  budgeted 

