






















Student name: Sabina-Alexandra Sotir
Student ID: 1915929
Module name: Management Accounting 
Assignment title: Amana LTD
Teacher name: Widin Bongasu Sha’ven












Table of Contents
1. Introduction	2
2. Budgeting and variance analyses	3
2.1 Calculations and Variance Analysis	3
2.2 Performance Analysis	7
2.3 Recommendations on areas for Improvement	8
3. Operating Online	9
3.1 Analysis of e-commerce	9
3.1 Recommendations	10
4. Conclusion	11
Bibliography	12


Table 1. Original budget	4
Table 2. Flexed Budget	4
Table 3. Variances	5
Table 4. Profit	6
Table 5. Amana LTD Budget	6
Table 6. Online Operations Costs	10












[bookmark: _Toc70352681][bookmark: _Toc70520876]1. Introduction
Accounting Management has a critical role in the success of a business. It assists with accounting information that is used in the decision-making process. Accounting management helps to forecast potential risks and relevant strategies can be prepared to overcome this. (Benz, 2017)
 Moreover, it shows essential data about income, expenses and helps understand where the firm stands and if it is profitable. It is a vital factor that determines the future activities of a business. 
Based on the scenario Amana LTD is a company that operates in the tourism market. The main activity is to sell souvenirs in several places across England. From the information, it can be seen that business was thriving. The situation changed because of Covid 19 pandemic. The case was rising at the beginning of 2020 year, and countries worldwide imposed restrictions and lockdowns, so the tourism industry was drastically affected as people could not travel. The purpose of the report is to analyse the financial situation of Amana LTD and provide a control report on budgeting; precisely, the focus will be centred on the original budget and flexed budget and variances.  Furthermore, the study will show the option of Amana LTD to move online. The best available alternatives will be discussed to improve the performance of the organisation.
[bookmark: _Toc70352682][bookmark: _Toc70520877]2. Budgeting and variance analyses 
Budgeting is an important element in accounting. Shum defined budgeting as a process of preparing a budget, it is a series of activities performed with the purpose to prepare a quantitative plan. He mentioned that it can be a tool that enumerates the activities planned over a specific period.  (Shum, 2019)Usually, the budgets are prepared for one year and widely used to achieve the company goals and have a clear image of the funding allocated for these activities and actual profits and costs. 








[bookmark: _Toc70352683][bookmark: _Toc70520878]2.1 Calculations and Variance Analysis 

Calculating original budget for variable costs 

	Formula
	Calculations 

	Original Budget = Variable Costs Cost Per Unit 

	1. 
2. 
3. 

4. 


	Results:   Materials=Labour= Overhead =Contribution =1,700,000£



[bookmark: _Toc70522010][bookmark: _Toc70522110]Table 1. Original budget


Calculating Flexed budget
	Formula 
	Calculations 

	

	1. Materials     £
2. Labour         £
3. Overhead     120,000£
4. Contribution 1,360,000£

	Results: Materials = £; Labour=£; Overhead=120,000£; Contribution=1,360,000£



[bookmark: _Toc70522011][bookmark: _Toc70522111]Table 2. Flexed Budget



Calculating variance 
	Formula 
	Calculations 

	
	1. Units   100,000-80,000=20,000£
2. Selling Price 25-20=5£
3. Materials   250,000-280,000 =-30,000£
4. Labour 400,000-440,000=-40,000£ 
5. Overhead 150,000-120,000=30,000£
6. Contribution 1,700,000-760,000=940,000£
7. Warehouse rental 200,000-170,00=30,000£
8. Fulltime warehouse supervisor salary 50,000-35,000=15,000£
5. Profit 1,350,000-455,000= 895,000£


	Results: Units 20,000£; Selling Price 5£; Materials 30,000£; Labour; 40,000£; Overheads 30,000; Contribution 940,000£; Warehouse Rental 30,000£; Supervisor salary 15,000£



[bookmark: _Toc70522012][bookmark: _Toc70522112]Table 3. Variances


Calculating Profit 
	Formula 


	Calculations

	
	Original Budget 
	Actual Budget 

	




	






	







	Results: Profit for original budget =1,350,000£; Profit for actual budget =455,000£



[bookmark: _Toc70522013][bookmark: _Toc70522113]Table 4. Profit 


 
	Items 
	Cost per unit 
	Original (£)
	Flexed (£)
	Actual (£)
	Variance (£)

	Units 
	100,000
	100,000
	
	80,000
	20,000(U)

	Selling price
	
	25
	
	       20
	        5(U)

	Variable costs: 
	

	Materials
	2.50
	250,000
	200,000
	280,000
	30,000(U)

	Labour
	4
	400,000
	320,000
	440,000
	40,000(U)

	Overhead
	1.50
	150,000
	120,000
	120,000
	30,000(F) 

	Contribution 
	17
	1,700,000
	1,360,000
	760,000
	940,000(U)

	Fixed overheads: 
	

	Warehouse rental
	200,000
	200,000
	200,000
	170,000
	30,000(F)

	Insurance
	100,000
	100,000
	100,000
	100,000
	Fixed 

	Fulltime warehouse supervisor salary. 
	50,000
	50,000
	50,000
	35,000
	15,000(F)

	Profit 
	1,350,000
	1,350,000
	455,000
	895,000(U)



[bookmark: _Toc70522014][bookmark: _Toc70522114]Table 5. Amana LTD Budget


Setting a budget and conducting variance analyses help understand business performance. C.B Tilanus talked about variance as a difference between two amounts, first is the basic or reference and second is the comparable amount. (C.B Tilanus, 1976)The analysis is useful for control purposes, it communicates important data to management such as pointing out possible difficulties. Favourable variances suggest that actual performance of the business has been better than expected as a result it will contribute to the profit increase. However, adverse variances mean that the actual performance has been worse than expected which is likely to reduce the profit. (Russo, 2014)
Based on calculation above it can be seen that the units planned to be sold and units actually sold id lower with 20,000£ which is quite high, and it is unfavourable for organisation so measures should be applied to improve sales. On the other hand, the variance for selling price is 5£, which is also unfavourable because the price decreased in actual budget. Following the next category materials, the variance is unfavourable because the cost of materials is higher than expected. The costs for labour also increased which may affect profit so the outcome is also negative for business performance. Besides that, the contribution is expected to be much higher than actual budget. On the other hand, overheads cost was higher in static budget which favourable aspect for organisation and the cost was reduced. Similarly, to overheads, some of the fixed costs has been reduced in actual budget which is good for organisation. For example, the costs for warehouse rental and the salary of the supervisor. 
The awareness of the variance analysis is crucial to management as it provides valuable information to understand better the variance behaviour. In addition to that, the study must be conducted regularly, at least once per year, to avoid negative consequences such as poor performance. 


[bookmark: _Toc70352684][bookmark: _Toc70520879]2.2 Performance Analysis 
PER methodology is applied to conduct a variance analyse of Amana’s performance. 
Amana’s performance declined because the sale price decreased. The decline in selling price may define a company progress or collapse. The price is reduced to boost sales and obtain a competitive advantage. However, we can see from the actual budget that even if the price dropped, the sales did not increase, the strategy is not sustainable, and necessary measures must be applied to increase the price and sales. 
Amana’s increase in cost for materials could be because of a strategy to improve the product quality.  It is not a good strategy because it is a crisis situation, and the focus must be directed on reducing variable costs, not increasing them. Similarly, labour costs have also increased. The increase in labour cost is a strategy to deal with high demand. However, the sales did not increase, which means that the labour is not managed correctly, and the resources are not adequate. (Bantas, 2012) Variable overhead is reduced, which is an excellent approach to increase the profit, it is sustainable for the organisation, and the cost should be kept low. The next element is a contribution; the expected contribution is higher in the original budget; nonetheless, it has been reduced, which is not sustainable, and it must be increased. Positive action is the decrease in fixed overheads. Fixed costs typically remain the same, and a cost reduction is beneficial for the firm. 
[bookmark: _Toc70520880]2.3 Recommendations on areas for Improvement

[bookmark: _Toc70352686]Today’s business requires timely information for decision making purposes. Every company needs prudent financial planning and forecasting. This will help the business to shape future goals and improve decision making strategies. Some of the general recommendation for Amana LDT to improve budgeting include usage of simple budgeting techniques, conduct an effective planning that is ready for a variety of complicated scenarios and issues. In addition to that, by defining trends in expenditure can help to ensure accuracy of the budget, therefore avoiding redundant items and costs. Also, focus on material expenditure and ranking as this can help the business analyse key items in the budget and therefore spend resources for budget preparation accordingly.  Without a proper budget and effective review system, budgets can end being drawn incorrectly. (Qureshi, 2021)

It can be observed that, Amana’s static budget planned, and actual budget has many unfavourable aspects based on variance. This affected the business performance. These areas should be improved. 
For the business to sustain high performance and continuous development, it is suggested to increase the selling price. Based on the data the selling price has been reduced, however this strategy is not effective. It is advisable for accounting management to set a higher price in order to increase the profit. Also, the sales of units dropped with a variance of 20,000 which is quite high. Most probably the risks and the restrictions haven’t been considered in budget preparation it is why is highly recommended to forecast the influence of this factors and prepare strategies that can help adjust the budget accordingly to increase the income and not vice versa. 
 Another area for improvement in budgeting is variable costs. These types of costs are directly related to the sales volume of the business. So, these costs are controllable and must increase if the production value increase and vice versa if the volume of sales decrease than the cost must decrease as well. However, in the Amana’s budget the sales decreased, but the costs for labour, materials increased. S.Bragg suggested that by applying cost reduction techniques can help to boost profitability. (Bragg, 2016) Fixed overheads normally remain the same however, some costs can be avoided in events of shutdown. According to S. Mathur the salary of supervisor is an example of fixed cost that can be cut in critical situations. (Mathur, 2011)
[bookmark: _Toc70520881]3. Operating Online 

[bookmark: _Toc70520882]3.1 Analysis of e-commerce 

Covid-19 has devastated impact on human lives and global economy. Partington mentioned that Britain’s economy is suffering the most damage since the begging of first wave.  (Partington, 2021) The lockdown and travel restrictions affected all industries especially tourism. People are concerned with the situation and it can drive changes in their behaviour, especially in their buying choices. As a result, it triggered changes in operations. Mostly all stores had to close along with restaurants and other business. The crisis accelerated the process of business operating online. Some of them went through a smooth transition while for other business is rather challenging. For example, some businesses had to shut down or go into administration, other had suffered substantial losses and become more vulnerable. Based on OECD policy some of these changes are expected to be long term. (OECD Policy Responses to Coronavirus , 2020)
Amana LTD is considering moving 50% of its sales online. The budget forecast to sell 100,000£ units. There are two options to sell online, one is creating e-commerce store and other to use Amazon marketplace.  It crucial to consider that operating online will involve costs such as delivery network, upgrading current website and the wages for IT programmer. Total estimated costs will constitute 235,000£. 
Another option is selling via Amazon. The strategies have advantages and disadvantages that should be considered prior to take that decision. For example, creating its own e-store may boost brand recognition. Mr Aman could reach audience from all over the world, and it will sell on international level not just in England. It requires fewer initial investments in comparison with physical store expenses. In addition to that it involves fewer financial risks and inventory expenses and management. On the other hand, there is high competition considering that most of the businesses are considering this approach. Also, there may be issues with product returns and delayed pay-outs. (George Balabanis, 2006) 
The second option which is selling products on Amazon may be a good alternative. The advantages of Amazon include effectiveness of operations, these areas easy to use. On the other hand, Amazon sets its rules, and the branding will suffer because anyone can sell similar products and it may be required to apply strategies such as lowering the sale price to keep up with competition. Also, there isn’t connection with customers. Based on scenario the amount of sales guaranteed is 65,000 units which is lower than creating its own e- store, plus Amazon has a 50,000£ fulfilment fee which is important to consider.  As per the analysis, the best option will be creating its own e-store as it will be a long-term investment. 


	Item 
	Cost

	Units 
	100,000£

	Delivery Network 
	150,000£

	Upgrading current website 
	 50,000£

	IT Programmer salary 
	35,000£

	Total costs 
	235,000£



[bookmark: _Toc70522015][bookmark: _Toc70522115]Table 6. Online Operations Costs

[bookmark: _Toc70520883]3.1 Recommendations 
For the business to successfully improve long- term performance and build a strong brand it is recommended to create its own e-store. J. Phoenix suggested that to increase the sales online it is important to focus on holiday season. (Phoenix, 2016) It is recommended to set up an accurate budget and start the project as soon as possible because the situation can be even worse as there are still travel restrictions and challenges in tourism industry. In addition to that, it is advisable for Mr Amana to diversify the online presence of the company. For example, many people nowadays are using social media, fakebook business page, Instagram so these can help generate traffic and boost profit. 
A. Harris suggested for the e-store to succeed it is important to create a client-centric design, consider multi-store-commerce. For example, after developing a high presence online and increasing brand reputation, it can be considered to expand selling the products on Amazon, eBay and other platforms.  This can help boost the sales but at the same time keep the price up. 
Another recommendation related to operating online is stick to cheaper solutions because there are other expenses that also should be considered such as SSL Certificate, credit card fees and other expenses.  Moreover, after setting an accurate budget it is suggested to target audience and keep them regularly engaged with new products, offers and other activities.  (Sims, 2018)

To summarize the pandemic situation have drastically changed the way businesses operate. Most of them moved their sales online. Mr Aman has two choices weather to open its own e-store or use Amazon marketplace. The budget estimation to earn from online sales 100,000 units which is a good number. On the other hand, there are risks and additional costs that should not be ignored. For Amana LTD to build a long-term profitability and create a strong connection with its clients its own e-store will be a better option than Amazon. Fist because of lower costs and second because of higher number of units that can be sold. 

[bookmark: _Toc70352688][bookmark: _Toc70520884]4. Conclusion 
In conclusion, budgeting is an essential element in accounting. Setting a budget and conducting variance analyses help understand business performance and support the management to take necessary actions to improve the situation. The study of Amana Ltd budgets shows that the profit from the original budget is higher than the actual budget. So, the strategies taken are not effective, which means that control measures should increase sales and profit. Otherwise, the company may lose its position in the market. The situation can be improved by decreasing or eliminating variable costs, slightly increasing the selling price, and moving 50% of sales online.  The pandemic situation has shaped the way businesses run; many operate online now, so it is suggested for Mr Aman to implement this tactic for his business to raise the income.  He can choose from two main options, open its e-store, or use the Amazon marketplace. Both variants involve opportunities and risks that must not be neglected while creating a budget. However, For Amana LTD to build long-term performance and build a relationship with its consumers, its own e-store will be a more reliable choice to achieve the company goals. 
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