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[bookmark: _heading=h.30j0zll]Introduction
Management Accounting helps the managers in taking short-term and long-term decisions by preparing the reports on the business operations. It is the process in which financial information is communicated to the managers to pursue organizational goals. The main objective of management accounting is to provide useful information about the business to the internal stakeholders of the company. Accountant identifies the necessary information about the company about the cost and sales of goods and services and communicates them to the internal stakeholders. Management accounting and financial accounting are both different from each other as management accounting provides useful information to the managers and helps them in decision-making whereas financial accounting aims in providing useful information to the external stakeholders. The report will be covering the performance of Amana Ltd. using the budgets and computing the variances in the original budgets and the actual budgets. It will further be covering the decision-making on whether Amana Ltd. should go online by developing its own online platform or selling its products on the e-commerce platform Amazon.

[bookmark: _heading=h.1fob9te]Part A
[bookmark: _heading=h.3znysh7]Monthly control report of Amana Ltd.
	Flexible Budget

	

	 
	Original Budget (£)
	Flexible 
Budget(£)
	Actual Budget (£)
	Variance (£)
	F/U

	Units
	100000
	80000
	80000
	
	

	Selling Price
	25
	25
	20
	5
	UF

	Sales
	2500000
	2000000
	1600000
	-400000
	UF

	Variable Cost:
	 
	
	 
	 
	 

	Materials
	250000
	200000
	280000
	-80000
	UF

	Labour
	400000
	320000
	440000
	-120000
	UF

	Overhead
	150000
	120000
	120000
	0
	Nil

	Contribution
	1700000
	1360000
	760000
	-600000
	UF

	Fixed Overheads:
	 
	
	 
	 
	 

	Warehouse Rental
	200000
	200000
	170000
	30000
	F

	Insurance
	100000
	100000
	100000
	0
	Nil

	Full Time warehouse supervisor salary
	50000
	50000
	35000
	15000
	F

	Profit
	1350000
	1010000
	455000
	555000
	UF



[bookmark: _heading=h.2et92p0]Amana Ltd. Performance Report
A flexible budget (Bragg, 2022b) is that form of budget in which estimates of revenue and expenses are prepared for the budgeted activity levels and they are allowed to change according to the changes in the activity level in the actual performance. Activities are adjusted according to the actual levels so that the managers can identify the variances and analyze their changes. These budgets are favorable for environments with high uncertainty (Mannes, et al., 2021, p. 4). 
Variances in budgeting refer to the situation where the actual costs are either higher or lower than the projected cost of that particular period. It investigates the difference between the actual performance with the original ones (Bragg, 2021a). A budget is short when there is a negative variance in the budget which is referred to as the unfavorable variance. Favorable variance refers to a situation that shows a positive variance or gains. These variances occur because the budget forecasters were not able to predict the future costs and revenue with accuracy. 
The monthly control report shows the variances (Bragg, 2021a), estimated budgets, and actual budgets of Amana Ltd. The company was not able to sell its products according to their estimation.The estimated profits from the original budget were £1,350,000 but the company earned £455,000 only. Compared to the flexible budget to the actual budget, variance of the company is unfavorable. 
The variable cost of material and labors exceed the amount which was estimated by the company in the projected one. The cost of materials which was projected by the company in the flexible  budget was £200,000 but the actual spending on this cost was £280,000, which exceeded £80,000 more than expected and is a negative variance (Jasim, 2021, p. 1). This shows the accountant didn’t collect the necessary information about the cost. The cost of raw materials increased and the accountant didn’t make correct estimations regarding this. Similarly, the cost of labor also exceeded the actual budget. The labor demanded more money for working than the estimated ones. 
The company Amana Ltd.'s warehouse rental income in the actual budget was £30,000 less than the original budget. This cost will help the company to earn profit and the company controls the cost. There was no change in the insurance cost of the company. This fixed overhead was the same as the original budget as well as the actual budget (Amakobe, 2017, p.4). Amana Ltd. also saved the cost of the full-time supervisor's salary and there was a favorable variance in this cost. 
The sale price of the company in flexible and actual budgets were 25 and 20 respectively. The company has declined its sales price and this also has impacted its profit levels in both the budgets. The contribution is sales of products less variable cost (Bragg, 2022a) in the original budget of £1,700,000, flexible budget of £1,360,000 and in the actual budget, it is £760,000. The total variable cost of the company in the flexible budget was £640,000 and in the actual budget it came out to be £840,000 which is unfavorable  than the projected one and the accountant should look into this matter because the units produced were also low and the cost incurred was high. The total fixed cost in the original budget is £350,000 and in the actual budget it came out to be £305,000. This is a favorable variance as the actual cost incurred is less than the projected one. Variance analysis helps the company in plans and operations and increases its proficiency of the company (Bybordi, et al., 2019, p. 84). 
There are only two favorable variances in the budget (Nikulina, et al., 2019, p. 3) that are the fixed overheads one is the warehouse rental and full time supervisor salary .
[bookmark: _heading=h.tyjcwt]Recommendations
The company's overall cost (Borad, 2022) was under control because the company didn’t sell many units and brought its selling price down. The fixed overheads were also less in the actual budget as compared to the original one. The sales of the company went down because of the Covid-19 pandemic and government-imposed restrictions on the tourism industry. The company was also facing heavy competition from its rivalries. The company cut down the prices to sell more products than their rivalries. The company should adopt new marketing strategies and sell their products and low prices for some period to stay in the competition. The company should also start producing goods in its factory so that the outsourcing cost could be saved. The variable cost of the company was high because the prices of raw materials rose. China was heavily impacted by the Covid-19 and the production of the souvenirs has been impacted there. The company should set up its factory in England to avoid the additional cost of outsourcing. Further, the company should negotiate with their labor about the wages as the cost of wages increases in the actual budget. The company should also invest their money for the short-term period to pay their overheads. Currently, the fixed overheads in the actual budgets were low but in the upcoming period, the company has to pay these overheads. Amana Ltd.'s performance went down because of the restrictions imposed by the government on the tourism industry. The sales were improving but again the government came up with the lockdown to save the lives of the local people in England. Covid-19 was a challenge for all the countries in the world and the economy of the entire world was down.  The spread of the coronavirus in England was heavy and many people lost their lives. Therefore, the company should make emergency reserves for any unwanted situation which may arise in the future. These funds will help them for the smooth functioning of their business and they may not fall short of funds ever. Amana Ltd. is also planning to invest in one of the projects which are covered later in this report. But, the company will make profits from adopting one of the projects. The variable cost will be under the control of the company if they produce goods according to the demand of its customers. The bulk stock in the warehouses should be avoided. The company can also tie up with the Chinese manufacturer to directly send products to the customers to avoid delays in the delivery. Amana Ltd. has to avoid the additional cost to stay in the market. The manufacturing cost with the Chinese manufacturer should also be negotiated and the raw material should be supplied from other suppliers. 
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	Budget for sales online

	 
	Project 1
	Project 2

	 
	Online Sale
	Amazon Sale

	Selling units
	100000
	65000

	Cost of setting up delivery network
	150000
	0

	Website Maintenance Charge
	50000
	0

	Salary of IT Programmer
	35000
	0

	Amazon Fees
	0
	50000

	Total Cost
	235000
	50000

	Cost per unit (Total Cost/Units)
	2.35
	0.77


The owner of the company Amana Ltd. is planning to shift its business online. Amana Ltd. is a tourist-owned business that has its headquarters in England. The main product line of the company is selling souvenirs to tourists. The company has successfully operated its business for the last 40 years and has adapted the changes required to run its business. 
The company has spread its range across England in the top tourist places like Brighton, London Bridge, Westminster Bridge, Birmingham City, Manchester City, and Buckingham Palace. The company has outsourced the making of their products to a Chinese manufacturer which makes the products according to the designs given by Amana Ltd. 
Recently the sales of the company went down because of the Covid-19 pandemic as the government imposed restrictions on the tourism industry and movement on travel. Revenue was down in April 2020 because tourists didn’t travel during the Easter holidays. The sales were improving in the summers but again went down because of the lockdown between December 2020 and February 2021. 
The company had physical stores and its website just to market its products. But now in the growing competition, Amana Ltd. is planning to sell its products on its website (Bragg,  2021b) and close its physical stores in some areas namely Brighton, Birmingham City, and Manchester City. They are planning to shift 50% of its sales online. 
The company will be required to pay £150000 for setting up the delivery network and £50000 for upgrading their current website to handle large sales. They will also hire one IT programmer which will cost £35000 per annum. The guaranteed sales would be 100000 units.
If they sell their product using the e-commerce giant Amazon, then they will be required only to Amazon fulfillment fees of £50000. But the guaranteed sales would be only 65000 units. They will also face huge competition on Amazon because their competitors are already selling their products on Amazon. The sale on Amazon will also be depending upon the demand for their products. Amana Ltd. will also face a challenge with the return policies and the company will not be able to handle its prices on Amazon.
The company has two proposals, one is to sell their products on their website and another one is to sell their products on Amazon (Bragg, 2021b). The per-unit cost if they plan to sell their products on their website will be £2.35 and on Amazon, it will be £0.77. Therefore, the company should sell its products on Amazon. 
The cost company will save if they sell their products on Amazon. The additional cost of setting up the delivery network, the cost of upgrading the current website, and the salary of the IT programmer. Though the number of units sold will be less but the per-unit cost will be less as compared to the website one. The company is already facing huge competition; therefore, it won’t be an issue if they plan to sell online. Another drawback will be a lack of control over the pricing and return policy. 
If the company provide quality product it will not be facing return issues on Amazon. To attract more customers and increase their product demand they need to give discounts on their products or other marketing tactics to attract more customers like buy one get one free, buy 3 products and pay for 2, etc. The word-of-mouth publicity will also help them in attracting more customers. Amana Ltd. can also market Amazon on its own website this will be helpful for its current customers to know that they are coming on Amazon.
Different marketing strategies will help them in increasing its sales. And once their business is successful on Amazon they will soon attract more customers and increase their profits and then they can sell their products on their platform. People are already buying products on Amazon and this will help them to attract more customers all over the world. The company is facing competition as its rivalries are selling their products to customers in the UK, Europe, and the US. With the help of this chain, they can also target customers in these areas and serve them better. The company needs to sell quality goods and initially has to abide by the rules and policies of Amazon to increase its chain of customers. While working with Amazon they don’t have to create a delivery network also as the products will be delivered by Amazon. The products will also be delivered to the customers faster. The plans on Amazon are flexible for the customers and they will fit according to the needs of the business. 
Therefore, the company should start selling their products on the e-commerce giant Amazon and try to attract more customers which will increase their sales and save their costs. The per-unit cost will be nearly three times less than selling their product on their website. Other costs will also be saved and the company will directly head towards earning revenues from this platform. But before starting their business on Amazon they should have a glance at the policies of Amazon-like return policy, pricing policy, registration policy, etc.  
  
   

[bookmark: _heading=h.1t3h5sf]Conclusion
The performance of Amana Ltd. wasn’t satisfactory as the company only had two favourable variances and the rest all the cost was less than the original budget. The profit of the company declined as the company was unable to sell the units estimated in the original budget and even the prices of products declined in the market. After the Covid-19 pandemic and lockdown, the sales of the company Amana Ltd. went down, and to sell more products company declined its prices. The company also saved the cost of the warehouse rental and the salary of the warehouse supervisor which helped them in earning profits within the actual budget. The business owner Mr. Amana is planning to sell 50% of their sales on their own website. But the company is facing huge costs if they sell their products on their website. Therefore, the company should sell its products on the platform Amazon. The competition is high after the pandemic and the rivalries are attracting more customers in different places like the UK, Europe, and the US. Though the company Amana Ltd. is a 40-year-old company and has adopted the dynamic changes required to sustain itself in the market. 
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