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[bookmark: _Toc119619282]Introduction 
This report is subjected to the evaluation of the Management Accounting techniques. All techniques will be assessed in the context of Amana Ltd, a family-owned tourist business based in England, UK. Two parts are to be answered in this report. In part A, Amana Ltd’s monthly control report is to be prepared considering the original budget, flexed budget, and variances between different aspects of the two budgets. Also, the performance of the company throughout the year 2020 will be assessed. In this context, the CEO of Amana Ltd will recommend some suggestions as well so that the performance of the company improves. In part B, the plan of the company to start operating online will be analyzed using different management accounting tools.
Management accounting is one of the two branches of accounting. Management Accounting is the processes and techniques that have an objection regarding the effective and efficient use of the resources of the companies to provide support to the management of the companies to appraise business decisions. The financial and non-financial information that is evaluated from management accounting techniques is recorded in the management accounting reports (Langfield-Smith et al., 2018).  
[bookmark: _Toc119619283]Part A
[bookmark: _Toc119619284]Preparation of monthly report
In the field of Management Accounting, the management of the companies use monthly control reports to analyze the correlation between the estimated and actual figures of the company. This helps the company to assess its business decisions and strategies and check if anything is to be changed or not. The monthly control report is mainly accessed by the internal users of the company such as management, stakeholders, hired accountants, etc. Reports prepared in each month of a financial year take into account regular changes in the market behavior and can change the estimates accordingly. 
The monthly control report of Amana Ltd. will contain 3 sections- original budget, flexed budget, and variances between the two.  
[bookmark: _Toc119619285]Amana Ltd.’s original budget
The original budget is mainly a budget that cannot be changed according to the situations of the consumers and changes in market behaviors. The management and other internal operators of a company prepare the original budget that considers the financial figures of sales, costs, profits, etc. that the company can evaluate in the coming financial year.
	In the books of Amana limited

	Original budget

	Particulars 
	Unit
	Amount (£)

	sold (Unit)
	1,00,000
	 

	Selling price
	 
	25

	Generated amount from revenue (1,00,000*25)
	 
	2500000

	Variable cost
	 
	 

	Cost of materials = 100000*2.50
	 
	250000

	Labour cost = 100,000*4
	 
	400000

	Overhead = 100,000*1.50
	 
	150000

	Total variable costs
	 
	800000

	Contribution
	 
	1700000

	Fixed overhead
	 
	 

	Warehouse rental Cost
	 
	200000

	Insurance expenses
	 
	100000

	warehouse supervisor salary (full-time)
	 
	50000

	 Fixed cost (Total)
	 
	350000

	Net Profit
	 
	1350000


 
Amana Ltd.’s original budget has figures that replicate the performance of the company
[bookmark: _Toc119619286]Amana Ltd.’s flexed budget
In Management Accounting, a flexed budget is a type of financial budget that is subjected to changes in actual sales level. After the completion of an accounting period, actual sales and other measures of activity are taken into account in the flexed budget of a company. Certain steps are to be followed to prepare the flexed budget of a company. In the initial step, identification of all fixed costs is to be done. Followed by this, changes in the variable costs are considered. Finally, other actual measures are entered to evaluate the flexed budget (AccountingTools, 2022). 
	In the books of Amana limited

	Flexed budget

	Particulars 
	 
	Amount (£)

	Selling unit 
	80000
	 

	Selling price
	 
	20

	Amount generates from revenue (80000 * 20)
	 
	1600000

	Variable cost
	 
	 

	Labour
	 
	440000

	Cost of Materials
	 
	280000

	Overhead
	 
	120000

	Total variable cost
	 
	840000

	Contribution
	 
	760000

	Fixed cost
	 
	 

	Warehouse rental
	 
	170000

	Insurance
	 
	100000

	Fulltime warehouse supervisor salary
	 
	35000

	Total fixed cost
	 
	305000

	Net profit
	 
	455000



The flexed budget of Amana Ltd. has depicted that the actual number of sales in units has been reduced to 80,000 units and therefore, the variable costs such as cost of labor, cost of raw materials, cost of other overheads, etc. have increased.  The total cost of the company has risen as well. But as the company is earning less revenue than before, the amount of net income, that is £4,55,000 has fallen to that of the Original Budget. 
[bookmark: _Toc119619287]Amana Ltd.’s variance analysis
Variance analysis is mainly assessed in the context of Managerial Accounting when different aspects like sales, fixed cost & variable costs, gross & net income, etc. of the original budget are subtracted from those respective aspects of the flexed budget of the same company. All the variances are then totaled to assess the financial performance of the company and also the strategy behind the budget planning. There are different types of variances such as efficiency variance, volume variance, budget variance, etc. When the management takes a look into the variance only the unusual ones should be identified. This will help the management to rectify their issues and improve the performance of the company (Corporate Finance Institute, 2022).
	In the books of Amana limited

	Analysis of variance

	Particulars 
	Budgeted amount (£)
	Actual Amount (£)
	Variance

	unit sold= 100,000
	 
	 
	 

	Selling price= 25
	 
	 
	 

	Amount generates from revenue
	2500000
	1600000
	900000

	Variable cost
	 
	 
	 

	Cost of Materials = 100000*2.50
	250000
	280000
	-30000

	Labour = 100,000*4
	400000
	440000
	-40000

	Overhead = 100,000*1.50
	150000
	120000
	30000

	Total variable cost
	800000
	840000
	-40000

	Contribution
	1700000
	760000
	940000

	Fixed overhead
	 
	 
	 

	Warehouse rental
	200000
	170000
	30000

	Insurance
	100000
	100000
	 

	Fulltime warehouse supervisor salary
	50000
	35000
	15000

	Total fixed cost
	350000
	305000
	45000

	Net Profit
	1350000
	455000
	-895000



In the case of Amana Limited, the variance in the total sales is something around 36% subject to the figures of the original budget. Also, the net income of the company has accounted for a variance of 66% which is that Amana Limited’s actual income was 66% lower than what was estimated in the Original Budget.   
[bookmark: _Toc119619288]Preparation of Income statement
An Income statement is a tool of Financial Accounting through which the income and expenditures of a company in a particular financial year are reported. This Financial accounting report is one of the most important tools to address the financial performance that is the sales and profitability of the company (Warren et al., 2020). Hence, the owners, investors, analysts, and competitors of the company often use the income statement to appraise and make business decisions. The relevance of the business strategies is assessed and the users of this report are often helped in making effective business decisions. The financial performance of different years is also analyzed and compared using the financial statements (AccoungtingCoach, 2022).
	Amana Limited 

	Income statement for the year 2020

	Sales Revenue
	2500000

	
	

	Variable costs
	

	Cost of materials
	250000

	Cost of labor
	400000

	Other overheads
	150000

	The total cost of goods sold
	800000

	
	

	Gross profit
	1700000

	
	

	Other expenses
	

	Warehouse rental Cost
	200000

	Insurance expenses
	100000

	warehouse supervisor salary (full-time)
	50000

	
	

	Total fixed expenses
	350000

	
	

	Net profit
	1350000



Calculation in the Income statement
Revenue: Revenue is the earnings that the company gets from selling its products (Robinson., 2020). It is the multiplied value of the selling price and quantity of products sold. So, considering the original budget, the selling price of each product is £25 and the number of units sold is 100,000. So, the total revenue of Amana Ltd is 100,000* £ 25 = £ 25,00,000. 
Total variable costs: Fixed costs of Amana Ltd are already defined but the variable costs of the company have differentiated figures. Total cost of labor = £4*100,000 = £400,000. The total cost of raw materials= is £2.5*100,000 = £250,000. And total other overheads = £1.5*100,000 = £150,000. So, total variable cost = £400,000 + £250,000 + £150,000 = £800,000.  
Gross profit: Gross income of a company is calculated from the subtraction between sales revenue and total costs of sales. No, operating costs are considered here. Amana Ltd managed to earn a total revenue of £25,00,000 from the sales of 100,000 products at a selling price of £25. And the total cost of sales was £800,000. So, the Gross income of Amana Ltd is valued at £25,00,000 - £800,000 = £17,00,000. 
Net profit: To evaluate the net income, the operating costs should be taken out of the gross income of Amana Ltd. Total operating cost of Amana Ltd is valued at £350,000. So, one has to take the fixed costs out of gross income to get the net income of the company. So, Amana Ltd.’s net profit is £17,00,000 - £350,000 = £13,50,000.  
[bookmark: _Toc119619289]Recommendation for Amana’s CEO
The CEO of Amana Ltd. can be given a lot of recommendations after looking at the budgets, variance analysis, and income statement for the year 2020. Firstly, the costs of the company need to be controlled. The flexed budget shows that the fixed costs of Amana Ltd. will get reduced but an increment in the variable costs can be seen. As a result, the gross income and net income of Amana Ltd. have lower values depicted in the flexed budget than the figures of the original budget. Also, the profitability of the company has been reduced as the gross profit margin of the two budgets suggests. The net profit margin has been less too in the case of the flexed budget. Also, the company is recommended to increase its production and sell more products to generate more turnover otherwise the company is falling short of covering the costs. Cost of sales can be reduced by initiating various cost management techniques, and finding better suppliers who will supply materials at a lower cost, other fixed expenses such as advertisement costs, management costs, etc. are to be reduced to evaluate more profits (Agarwal et al., 2021).  
[bookmark: _Toc119619290]Part B
[bookmark: _Toc119619291]An overview of the online marketing
Online marketing or online business is the new trend in the modern world of business which has gained more popularity after the advent of the covid-19 pandemic. Online business is the new techniques and strategies of marketing where the companies use the internet and internet-based digital tools to target their potential customers. In this business, the sale of goods and services is promoted by setting the methodologies based on the internet. Internet marketing, website marketing, Search Engine Marketing (SEM), digital marketing, etc. are different categories of online marketing that are undertaken by various companies. Also, Online marketing has a lot of benefits that the companies avail. The sum of costs is lower than that of offline business (Sherman., 2022). The advertisement and promotional costs are not required in the case of an online business. Also, a smaller number of workers is required in an online business implying that the variable costs will be less. Also, the reputation of a business is built by online marketing (Market Business News, 2021).    
Amana company has thought of a new business plan to promote its business and take it to new heights. The pandemic has affected a lot of businesses all over the world, especially new start-ups and small businesses. A lot of businesses have shifted to online mode. So, Amana Ltd. is looking to provide new dimensions to its business by starting to operate online. There are 2 options the company can opt for Setting up an online website to start promoting sales, or it can sell its products through the Amazon application or website.  
[bookmark: _Toc119619292]Assessment of the first option 
	1st option: If Mr. Amana develops his website for selling products

	Expenses 
	Amount (£)

	Setting up a new delivery network
	150000

	Salary of IT programmer
	35000

	Upgrading the website and handling the charge
	50000

	Total expenses
	235000

	Estimated Sales, Mr. Amana can get
	 

	Units = (1,00,000)
	 

	Selling price (per unit)
	20

	Total Sales amount
	2000000

	Net profit = Sales - expenses
	1765000



When the company chooses the first option which is to sell through its website, then its total expenses are high that is £150,000+ £35,000+ £50,000= £235,000. Also, the company expects to sell 100,000 units of products at a selling price of £20 resulting in a total revenue of 100,000 units*£20= £20,00,000. So, deducting the total value of costs, the company will be able to generate a net income of £2,000,000- £235,000= £1,765,000 if it can sell 100,000 units. 
[bookmark: _Toc119619293]Assessment of the second option 
	2nd Option: If selling through Amazon

	Expenses 
	Amount (£)

	Fulfillment fees of Amazon
	50000

	Estimated sales 
	 

	Unit = 65000
	 

	Price per unit
	20

	The total value of sales
	1300000

	Net profit= Amount of Sales - Expenses
	1250000



When the company opts for the second option which is to sell the products through the Amazon app., its fixed costs fall which is £50,000 to be paid for Amazon seller’s registration fulfillment. But here, the company estimates to sell only 65,000 units as there is a lot of competition going around. The selling price will be the same as £20 for each product. So, the total revenue that can be earned by Amana Ltd. is £20*65,000= £1,300,000. So, the net income that the company will evaluate is £1,300,000- £50,000= £1,250,000.
[bookmark: _Toc119619294]Recommendation regarding the choice of the option
Amana Ltd. can go for both options as per their requirement. Both options are seemed to be profitable as the budgets of each option are suggested. But obviously, having your website is more profitable than selling through Amazon. A website that is personally owned will allow the company to control its costs and sales accordingly and dictate other things. These B2B and B2C operations the company can operate in will help to evaluate more profits than before. But initially, the start-up costs will be higher than usual. On the other hand, selling through Amazon will require lower costs to get registered under Amazon but the company has estimated that the number of products sold will be less than the number that the company would like to sell. This would lower the total revenue and net income as well. But Amazon would guarantee the number of sales and will help the company in setting a good brand name quickly. But setting up its website and selling through that site would not guarantee sales as the potential customers that are targeted by the company may not feel the same and therefore can look for alternatives with better brand value. The website of the company will provide high brand value when the company becomes successful but it will take time. So, if the company is ready to take risks and wants to grow its business for long-term purposes, it should start selling through its website.   
[bookmark: _Toc119619295]Conclusion
Both questions are answered using the techniques of Management Accounting. Amana's CEO can follow the income statement of the company for the year 2020 to make business decisions for 2021. Both the Original and flexed budget of Amana Ltd. have accounted for relevant figures that have happened and could have happened if the market behavior had changed. The company is trying to make a change in the business environment by trying to start an online business. Two options that the company has, have been assessed and it is to be concluded that the company can go for both options according to their risk-taking ability.  


[bookmark: _Toc119619296]List of references
AccoungtingCoach. (2022) Accounting basics - income statement: Accountingcoach, AccountingCoach.com. AccountingCoach. Available at: https://www.accountingcoach.com/accounting-basics/explanation/2 (Accessed: November 17, 2022). 
Agarwal, A., Harmon, E., and Viertler, M. (2021) Cutting sales costs, not revenues, McKinsey & Company. McKinsey & Company. Available at: https://www.mckinsey.com/capabilities/growth-marketing-and-sales/our-insights/cutting-sales-costs-not-revenues (Accessed: November 17, 2022). 
AccountingTools. (2022) Flexible budget definition, AccountingTools. AccountingTools. Available at: https://www.accountingtools.com/articles/flexible-budget#:~:text=What%20is%20a%20Flexible%20Budget,is%20specific%20to%20the%20inputs. (Accessed: November 17, 2022). 
Langfield-Smith, K., Thorne, H., & Hilton, R. W. (2018). Management accounting: Information for creating and managing value. Sydney: McGraw-Hill Education.
Robinson, T. R. (2020). International financial statement analysis. John Wiley & Sons. 
Sherman, F. (2022) Advantages of internet business, Small Business - Chron.com. Chron.com. Available at: https://smallbusiness.chron.com/advantages-internet-business-317.html (Accessed: November 17, 2022). 
Corporate Finance Institute. (2022) Available at: https://corporatefinanceinstitute.com/resources/accounting/variance-analysis/ (Accessed: November 17, 2022). 
Warren, C.S., Jonick, C. and Schneider, J., (2020). Financial accounting. Cengage Learning.
Welc, J., (2022). Financial statement analysis. In Evaluating Corporate Financial Performance (pp. 131-212). Palgrave Macmillan, Cham.
Market Business News. (2021) Available at: https://marketbusinessnews.com/financial-glossary/what-is-online-marketing-definition-and-examples/ (Accessed: November 17, 2022).


2

