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Introduction 
The following study is prepared to demonstrate the use of control accounts in an organisation and shall display the preparation of original budgets as set by the company mentioned in the assessment. The original budget shall be compared by preparing the actual budget and a flexed budget shall also be prepared to demonstrate the effect on profit under different situations. Apart from that, the different variances shall be calculated from the information computed in the original and actual budgets. 
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(i) Preparation of original budget, flexed budget and variances
	Original budget

	Particulars
	Units
	Cost p.u.
	Amount

	Revenue from sales
	100000
	25
	2500000

	Less: Variable costs
	
	
	

	Materials
	100000
	2.5
	-250000

	Labour
	100000
	4
	-400000

	Overhead
	100000
	1.5
	-150000

	Contribution
	
	
	1700000

	
	
	
	

	Fixed overheads:
	
	
	

	Warehouse rental
	
	
	-200000

	Insurance
	
	
	-100000

	Fulltime warehouse supervisor salary
	
	
	-50000

	Profit
	
	
	1350000


Table 1: Statement showing the original budget of Amana ltd

	Variance report
	Original
	Actual
	Variance

	Sale revenue
	2500000
	1600000
	-900000

	Variable costs:
	
	
	

	Materials 
	250000
	280000
	-30000

	Labour
	400000
	440000
	-40000

	Overhead
	150000
	120000
	30000

	Fixed costs:
	
	
	

	Warehouse rental
	200000
	170000
	30000

	Insurance
	100000
	100000
	nil

	Fulltime warehouse supervisor salary
	50000
	35000
	15000

	Total variance of costs
	
	
	55,000


Table 2: Statement showing variance between original budget and actual report
 
	Flexed budget as per actual performance

	Particulars
	Budgeted 
	Actual
	Variance

	Materials
	200000
	280000
	-80000

	Labour
	320000
	440000
	-120000

	Overhead
	120000
	120000
	Nil

	
	200000
	170000
	30000



	Insurance
	100000
	100000
	Nil

	Fulltime warehouse supervisor salary
	50000
	35000
	15000

	Total variance
	
	
	-155000


Table 3: Statement showing variance report as per actual results 
This report has been prepared by changing the budgeted units into actual units and then multiplying them with the standard cost per unit. As per this variance report the total unfavourable variance of this report is £155,000, which denotes loss. 
	Flexed budget as per budgeted performance

	Particulars
	Original 
	100%
	Variance

	Materials
	250000
	350000
	-100000

	Labour
	400000
	550000
	-150000

	Overhead
	150000
	150000
	Nil

	Warehouse rental
	200000
	200000
	Nil

	Insurance
	100000
	100000
	Nil

	Fulltime warehouse supervisor salary
	50000
	50000
	Nil

	Total variance
	
	
	-250000


Table 4: Statement showing variance report as per budgeted performance
In this report the actual numbers of units have been converted into units. It calculates the variance if the number of budgeted units, that is, 100,000 units had been sold. The numbers of units are then calculated with actual cost incurred in material, labour and overheads per unit. This flexed budget shows an unfavourable variance of £250000. 
Variances
	Material variance
	Amount 

	Budgeted amount for 80,000 units
	200000

	Actual amount for 80,000 units
	280000

	Variance (unfavourable)
	-80000

	
	

	Labour variance 
	Amount 

	Budgeted amount for 80,000 units
	320000

	Actual amount for 80,000 units
	440000

	Variance (unfavourable)
	-120000

	
	

	Overhead variance
	Amount 

	Budgeted amount for 80,000 units
	120000

	Actual amount for 80,000 units
	120000

	Variance 
	nil

	
	

	Fixed overhead variance for 100000 units
	350000

	Fixed variance for 80000 units
	305000

	Variance (favourable)
	45000



(ii)  Report on performance of Amana ltd during the year 2020
	Actual Income statement

	Particulars
	Units
	Cost p.u.
	Amount

	Revenue from sales
	80000
	20
	1600000

	Less: Variable costs
	
	
	

	Materials
	80000
	3.5
	-280000

	Labour
	80000
	5.5
	-440000

	Overhead
	100000
	1.5
	-120000

	Contribution
	
	
	760000

	
	
	
	

	Fixed overheads:
	
	
	

	Warehouse rental
	
	
	-170000

	Insurance
	
	
	-100000

	Fulltime warehouse supervisor salary
	
	
	-35000

	Profit
	
	
	455000



This report is based on all actual units and actual cost per unit incurred on material, labour and overhead. It shows that the company has earned revenue of £1,600,000 and after deducting all variable and fixed expenses it has earned a profit of £455,000. 
(iii) Recommendations to Amana`s CEO on areas of improvement
The budgeting and forecasting tool despite of being very effective for controlling the expenditures and managing the cash flow, it has certain drawbacks and limitations. When budgeting goals are not met by the management, the managers as well as the employees are dispirited (Weigel and Hiebl, 2018). This puts an impact on other operations of the company and leads to poor performance of other departments and functions as well. Budgeting impacts the profitability of an organisation and also on the liquidity and efficiency of the company. Despite of the management being extremely cautious with their actions the budgeting plan can fail due to the dynamicity of business environment (Petite, 2020). The following recommendations shall help Amana ltd to improve their results:
(a) Realistic targets: The first thing that a company should know is its capacity of performing operations. A medium size enterprise engaged in manufacturing cannot aim to produce millions of products each month when the capacity of its machinery only allows thousand products to get manufactured in a day. Therefore, the targets that will initially be set by the company to achieve should be achievable and realistic (Becker et al., 2016). They should be made to compete with other companies but should keep in mind own abilities while preparing them.
(b) Flexibility: The management should understand that the budget should be revised regularly and if necessary it should also be altered. Budgets are forecast and all figures put in the budgetary plan are an estimate of the intellectual manager preparing it; however, there is a very high probability that things do not go as per the plan of the manager irrelevant of how hard he has tried to forecast the future. Any sudden change or any unplanned event may cause the budget to get off its track and all efforts shall be wasted. Therefore, the budget should be flexible, revised regularly and altered whenever necessary (Radu and Giju, 2015). 
(c) Communication and coordination: Budget is prepared by the management at the top level however; it is implemented over the organisation as a whole (Goretzki and Messner, 2016). It is implemented on all actions and functions taking place at all levels of management. A cash flow target is maintained for each department to control their expenses which are to be pursued by each employee. Therefore, it is essential for the top level management to continuously communicate with the middle and lower management levels to comprehend whether they are being able to execute their operations as per the budget (Grossi et al., 2016). If there is any issue with any department the management should coordinate with such department and understand its problems so that success is achieved by the organisation as a whole.
(d) Supervision: When communication with other departments is not proving to be very effective for the management they can always make a team for supervision of budget (Nugraha and Wibowo, 2020). The role of these supervisors can be played the heads of each department who have authority to take decisions. These managers or supervisors shall communicate with each other to know and tell about the problems or issues each of them are facing and whether they are being able to execute their operations as per the budget or not. They should come up with solutions for each other and coordinate if a problem concerns more than one department. 
(e) 
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Mr Amana is considering closing down some of its city centre branches in Brighton, Birmingham and Manchester and instead selling its products through online platforms. Amana ltd has two options of setting an online business. The first option of the company is that it shall sell its products by setting up an online delivery network. Its second option is that it sells its products on Amazon directly by paying its fulfilment fees. Below are some of the reasons justifying why it is a sensible decision for Amana ltd to conduct online business. 
(a) Emergence of online platforms: Due to the ongoing situation of pandemic, it has become very difficult for shops to physically open due to the restrictions of the government. Therefore, the businesses which sell their products and services through retail outlets are suffering the most. Due to this many businesses have decided to transfer their business online and conduct their business. 
(b) Uncertainty of situation: It is not certain when the situation of this pandemic shall come to an end and when things will return back to normal. Businesses are earning no profits at all and it is uncertain when the business centres will reopen. Today the world is running online and several online platforms have emerged and everything is being conducted online (Santos, 2020). Conferences, meetings, classes and online delivery of food and other necessities are conducted and made available through online platforms. 
(c) Large market base: Due to all necessities being provided online the number of people using these online platforms has multiplied by many numbers of times. People are frequently visiting these online sites for making purchases of goods and other necessities (Gong et al., 2020). Therefore, if Amana ltd transfers their business online they would already have a large customer base to sell their products to. Therefore, the company can assure itself that its sale revenues will certainly be high. 
(d) Remote work flexibility: Due to the pandemic it is also important that the company take care of the safety and security of its employees. The health of the company depends on the health of its employees, therefore it is the duty of a company to give job security to its employees and provide them with facilities to work from home. This facility is only possible if Amana ltd shifts its business online. 
(e) Low Barrier to Entry: The world of online industry has a huge market base and the barrier to enter into this market is not sturdy and can be entered easily without much hassle (Ram and Sun, 2020). 
As per the information about the business of Amana ltd mentioned in Part A, a report of budgeted profit has been prepared under both the options of the company. It has been assumed each product shall be offered for sale for £25 and the variable costs and fixed cost shall be as per the standards set by the company. 
The table below shows the sales revenue and the expenses incurred in setting the online business under Options A and B. 
	Budgeted profit
	Amount£
	Amount£ 

	Revenue from operations
	
	2500000

	Less: Expenses
	
	

	Setting up delivery network
	150000
	

	Cost of upgrading current website
	50000
	

	Salary paid to IT professional
	35000
	235000

	Budgeted profits
	
	2265000


Table A: Budgeted profit under Option A
This table shows that if the company opts to run their business through their own delivery network, then a sale of 100,000 units is guaranteed which generates sales revenues of £2,500,000. The company would have to incur expenses on setting up a delivery network, on payment of salary to IT professional and payment of cost of upgrading the website. All the mentioned expenses are mandatory and unavoidable as the company has to set up a delivery network which will enable the pickup of goods from warehouse and deliver them to the doorstep of customers. The current website certainly needs to be upgraded as the website shall not only include information about the products of the company but also include the options of buying and selling from these websites. It shall contain the name and pictures of a huge variety of products to select from and the website needs to be very smooth for customers so that they do not face any trouble in executing any action on the website. Lastly, an expenditure of payment of annual salary is made to the IT professional who shall handle the website and can respond to the inconvenience of customers and those individuals that have faced problems while browsing in the company`s website. After all the above expenditures the company shall earn revenue of £2,265,000. 
	Budgeted profit
	Amount£
	Amount£ 

	Revenue from operations
	
	1625000

	Less: Expenses
	
	

	Amazon fulfilment fees
	50000
	50000

	
	
	1575000


Table A: Budgeted profit under Option B
This table shows the revenue of the company if it opts to conduct business through Option B, that is, through Amazon platform. The expenses incurred in this option are comparatively very less than those incurred in Option A and include only the expenses of Amazon fulfilment fees. However, this option guarantees a sale of only 65,000 units and there are chances of growth in the years to come. This means that the company shall generate a very of £1,575,000 in the first year and then possibly more in the next years and after that. 


	Income statement under Option A

	Particulars
	Amount

	Budgeted profit
	2265000

	Less: Variable costs
	

	Materials
	-250000

	Labour
	-400000

	Overhead
	-150000

	Contribution
	1465000

	
	

	Fixed overheads:
	

	Warehouse rental
	-200000

	Insurance
	-100000

	Fulltime warehouse supervisor salary
	-50000

	Profit
	1115000


Table A1: Income statement under Option A

Working notes:
1. Following the valuations of the various variable costs:
	Material (100000*2.5)
	250000

	Labour (100000*4)
	400000

	Overhead (100000*1.5)
	150000



2. It has been assumed that fixed costs are constant and do not change.
	Income statement under Option B

	Particulars
	Amount

	Budgeted profit
	1575000

	Less: Variable costs
	

	Materials
	-162500

	Labour
	-260000

	Overhead
	-97500

	Contribution
	1055000

	
	

	Fixed overheads:
	

	Warehouse rental
	-200000

	Insurance
	-100000

	Fulltime warehouse supervisor salary
	-50000

	Profit
	705000


Table B1: Budgeted profit under Option B
Working notes:
1. Variable costs
	Material (60000*2.5)
	162500

	Labour (60000*4)
	260000

	Overhead (60000*1.5)
	97500



Analysis of the Statements prepared
The amount of revenue from operations has been extracted from Table A, and is the amount of budgeted profit computed after deducting all expenses. In the income statement the expenses related to the product have been deducted from revenues to arrive at the net profit. The variable costs have been taken from expenses of material, labour and overheads mentioned in Option A. The number of units sold has been multiplied with the standard rate of £2.5, £4 and £1.5 for material, labour and overhead per unit respectively. 
The fixed expenses have been incurred as usual on warehouse rental, insurance of the goods and salary of fulltime supervisor of the warehouse. After deduction of all the expenses the income statement reveals a profit of £1,115,000. 
Income statement under Option B has also been prepared with the same amounts and items of expenses. The statement after deduction of all expenses shows a net profit of £705,000. 
From both the statements it is very evident that the company should go for Option A and set up its own online business platform for conducting business. However, selecting option B would also be very lucrative for the company as the brand name of Amana ltd will be well known after being a part of Amazon and sales revenue would certainly increase in the next years. The only goal of the company should be to satisfy the customers with their services (NGUYEN and KHOA, 2019). Setting own business platform would still be a better option for the company as it may see improvement in its sales figures in the next few years. The sales are high under Option A and more customers will come to know about Amana ltd and its products. Therefore it is worth taking a risk and starting their own website as along with the risks the rewards will also be huge. 
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After the preparation of various budget reports and variances it has been observed that the company, Amana ltd has been struck with the effects of the pandemic. The budgeted and actual reports have displayed many unfavourable variances and many functional areas of the production process that demand attention and improvement. Therefore, the company has been advised to set up their online business through their own official website and follow the recommendations mentioned in the report for better control over the budgets and for better performance. 
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