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Part A
Introduction
In the management accounting system, the information is deemed effective and good management related used so that the organization can make a good decision. By following effective management accounting the plan and objective of the individual of the organization are completed. Management accounting provides an idea of the reporting system of the business activities. The financial and non-financial information is used in preparing the statement of the organization following the management accounting. The objectives of management accounting are planning, organizing, controlling, and decision making.  
Preparation of control report for the organization
In the control report, the business organization can identify and visualize the information that is related to the business activities. The difference between the actual outcome and the expected outcome is demonstrated in the control report (Weygandt, Kimmel, and Aly, 2018). If there is any variance between the actual result and the planning outcome is shown in this control report. The actual budget, planning budget, flexible budget, and variances are included in the control report. 
Flexible budget: If there is any relevant change in the actual volume of activity, it will be adjusted in the flexible budget under the control report. The actual activity or the revenue of the organization is included in the flexible budget. These actual costs and the revenue provide the actual activity level and are used to determine the organizational performance (Quattrone, 2016). In this performance, the actual costs are compared with the expected costs.
Original budget: When it is necessary to show the actual revenue and the costs of the organization with the potential variances, the original budget is prepared (Brewer, Garrison, and Noreen, 2015). If the organization gets a certain amount of return after a while is included in the budget report for performance evaluation of the organization.
Planning budget: Before starting the business activities, a plan is initiated. Under this plan, the business organization makes a planning budget including the costs for the activities before starting the business operation (Davis and Davis, 2019).
Variances: If there are any differences or discrepancies in the planning budget activity and the actual level of activity are identified and reported.
Calculation of Original budget
	Original Budget
Amana Ltd
For the year ended

	Particulars
	

	Budget unit
	100000

	Budgeted revenue (100000*25)
	2500000

	Direct Costs
	

	cost of ingredients (100000*2.50)
	250000

	Labor costs
	400000

	Overhead costs
	150000

	Fixed costs
	

	Warehouse rental
	200,000

	Insurance
	100,000

	Supervisor salary 
	50,000

	Total costs
	1,150,000

	Net operating income
	1,350,000



Before starting the business operation, Amana has prepared a budget. In the budget, it is found that the budget units are 100000 and the selling price was £25 per unit. So the budgeting revenue for Amana was £2500000 and the total direct cost including material, labor, and overhead costs was £755000. The fixed cost including warehouse rental, insurance, supervisor salary was £350000.  After deducting all the costs including direct and fixed costs from the budgeted revenue, the net budgeted income was £ 1350000. Amana prepared the budget for the next months to identify the difference between the actual outcome and the budgeted outcome. After ending the month of April, the actual budget for Amana will be prepared and that’s why Amana was continuing the business operation completely but the outbreak of COVID-19 hindered the operation in England. Because this pandemic situation also attacked in England where the Amana ltd was situated. It is a family-owned tourists-based business where the souvenirs are sold to the tourists. To tackle and control the pandemic situation, the government-imposed restriction that the traveler will not be able to travel during the pandemic situation. These restrictions impacted the tourist industry and Amana ltd experienced loss due to these restrictions. Despite Amana, ltd prepared an actual result for April 2020 and this is given below: 
The actual result of Amana ltd in 2020
	Actual result
Amana Ltd
For the Month April ended

	Particular
	Actual result

	Revenue
	1600000

	Direct Costs

	cost of ingredients 
	280000

	Labor costs
	440,000

	Overhead costs
	120000

	Fixed costs

	Warehouse rental
	170000

	Insurance
	100000

	Supervisor salary 
	35000

	Total costs
	1,145,000

	Net operating income
	455,000



From the above actual outcome, it is experienced that the actual revenues for Amana ltd were £ 1600000 for the month end of April but the budgeted revenue was £2500000. The actual net operating income for Amana ltd was £455000 but the budgeted net operating income was £1350000 which means that the actual net operating income decreased after April. The differences between the budgeted and actual revenue were £900000 and the difference between the budgeted net operating income and the actual net operating income was £895000. So, from the above calculation, the summary is that the COVID-19 situation has declined the actual revenue as well as the net operating income.
Amana Ltd wanted to prepare a flexible budget. 
Calculation of flexible budget
	                                                                       Flexible Budget
                                                                           Amana Ltd
                                                                  For the month ended

	Particulars
	

	Budget unit
	800000

	Budgeted revenue (80000*25)
	2000000

	Direct Costs
	

	cost of ingredients (80000*2.50)
	200000

	Labor costs
	320000

	Overhead costs
	120000

	Fixed costs
	

	Warehouse rental
	200,000

	Insurance
	100,000

	Supervisor salary 
	50,000

	Total costs
	990,000

	Net operating income
	1,010,000



For Amana ltd the flexible budget is prepared. In the flexible budget, the budgeted units are changed from 100000 to 80000 units remaining another variable constant. All the direct and fixed costs items are unadjusted in the budget. So, from the flexible budget, it is also experienced that the flexible revenue was £2000000 and the flexible net operating income was £1010000. If this budget is compared with the original budget, there will be a great difference between the original budget and the flexible budget.


Calculation of variance for Amana Ltd
	Variance
For Amana Ltd
For the month ended

	
	Flexible budget
	Original budget
	Variance
	Favorable/
Unfavorable

	Budgeted revenue
	2000000
	2500000
	-500000
	U

	Direct Costs
	
	
	0
	

	cost of ingredients 
	200000
	250000
	-50000
	F

	Labor costs
	320000
	400000
	-80000
	F

	Overhead costs
	120000
	150000
	-30000
	F

	Fixed costs
	
	
	0
	

	Warehouse rental
	200,000
	200,000
	0
	

	Insurance
	100,000
	100,000
	0
	

	Supervisor salary 
	50,000
	50,000
	0
	

	Total costs
	990,000
	1,150,000
	-160000
	U

	Net operating income
	1,010,000
	1,350,000
	-340000
	U



Here the variance is calculated for Amana Ltd for April. Here it is found that the budgeted revenue is singed with U which means it is unfavorable. The direct costs are seemed favorable for the flexible budget because the direct costs are less than the original budget. The number of units is less than the original budget and that's why the net operating income has been decreasing. So, there is an unfavorable net operating income. 
Calculation of performance for Amana ltd for the year 2020
Based on the original budget, actual budget, and flexible budget, the performance of Amana ltd is calculated here. 
	Budgeted performance
Amana ltd
For the year ended

	Particular
	Actual result
	Revenue and spending variance
	Flexible budget 
	Activity variance
	Original budget

	 Revenue
	1600000
	-400000
	2000000
	-500000
	2500000

	Direct Costs
	0
	
	0
	

	cost of ingredients 
	280000
	80000
	200000
	-50000
	250000

	Labor costs
	440,000
	120000
	320000
	-80000
	400000

	Overhead costs
	120000
	0
	120000
	-30000
	150000

	Fixed costs
	0
	
	0
	

	Warehouse rental
	170000
	-30000
	200,000
	0
	200,000

	Insurance
	100000
	0
	100,000
	0
	100,000

	Supervisor salary 
	35000
	-15000
	50,000
	0
	50,000

	Total costs
	1,145,000
	155000
	990,000
	-160000
	1,150,000

	Net operating income
	455,000
	-555000
	1,010,000
	-340000
	1,350,000



In the above table, Amana ltd.'s performance is shown. Here the amount of actual revenue is £1600000, flexible revenue is 2000000, and the budgeted revenue is £2500000. The actual net operating income is £455000, flexible net operating income is £1010000, and budgeted net operating income is £1350000. The actual revenue and the net operating income are less than the budgeted revenue and the net operating income. 
Recommendation for Amana Ltd
In April 2020, Amana Ltd could not make a profit based on the budgeted profit. The company saw the difference between the actual and the budgeted revenue. This difference was mainly caused due to COVID situation because the tourist industry faced restrictions during the pandemic situation. Amana Ltd cannot make the budgeted profit made in April 2020. Amana ltd should increase its selling volume for making a profit and after all the net operating profit. It can increase its volume remaining other variable constant. The improvement area of Amana Ltd is given here:  
	Units                                                     120000
	Price per unit
	

	Selling price/ revenue
	25
	3000000

	Variable costs
	

	Materials
	2.5
	300000

	Labor
	4
	480000

	Overhead
	1.5
	180000

	Fixed cost
	

	Rent
	170000
	170000

	Insurance
	100000
	100000

	Supervisor salary
	35000
	35000

	Net operating income 
	
	1265000



From the above calculation, it is found that all the variables are constant but the selling units are changed to 120000. If these units are sold, the revenue and the net operating income will be increase. Here it is found that the revenue is £3000000 and the net operating income is £1265000. By changing the selling units, the income has been increased which will beat the net operating income of the original budget. Following some techniques, Amana ltd can increase its sales volume. 
· There must have proper communication with the clients for the revaluation of the offer.
· A sales plan should be outstanding.
· The marketing strategy should be adjusted operation.
· The company should improve its SEO.
Besides these techniques, Amana can use an online platform for offering its services to customers. This alternative will be effective because the pandemic situation made the economy unstable and the customers are unwilling to go out of the home. But the customers are willing to get their services from the online platform. So, if Amana Ltd made this alternative available for the customers, the customers will be able to get their souvenirs easily from home without going out. Another alternative would be effective in that Amana can switch some portion of sales online and others in the traditional system.


Part B
Analysis for Amana to go online or sell on Amazon
Analysis of Amana to go online
Amana ltd has noticed that its competitors are selling products on online platforms. Now, Amana ltd is also considering moving on an online platform transferring its 50% sales. Before going to an online platform, Amana Ltd must analyze the costs. The following costs will be incurred if it goes to the online platform. 

	Particulars (costs)
	Amount (£)

	Delivery network set up
	1,50,000

	Upgradation of current website 
	50,000

	Salary (IT programmer) 
	35000

	Total cost
	2,35000


 
If Amana goes to online services, it is necessary to consider the above-mentioned factors that will affect the online platform. These costs are necessary for developing an online platform. To deliver the products and the services to the customer, a delivery network system should be developed that will cost £150000. As Amana Ltd owned a website, this should be updated based on the current business position and in the upgraded websites all the necessary information including services and other facilities should be available. On this website, Amana ltd will display its products and services. So, the cost of website up-gradation will be £50000. To run the website appropriately, Amana Ltd needs to hire expertise. This IT expertise will monitor the websites and solve any problems arising here. The salary of the IT experts will be £35000 for their responsibilities in Amana Ltd. A market survey is conducted and based on this is estimated that the annual sales unit will be 100000. If these estimated units are sold on an online platform, Amana Ltd will be profitable because 50% of its sales will be physical and 50% will be sold online. From 50% sales, it will be able to sell 100000 units. So, it is assumed that Amana Ltd will sell these units either for £25 per unit or £20 per unit. If the souvenirs are sold at £25 per unit, the total revenue will be £250000. If the souvenirs are sold at £20 per unit, the revenue will be £2000000. Based on these revenues, the net operating income for Amana Ltd is calculated here.
Net operating income at £25 per unit
	Particulars 
	Amount (£)

	Total revenue (25*100000)
	2500000

	Costs:
	

	Delivery network set up 
	150000

	Upgradation of current website 
	50000

	Salary (IT programmer) 
	35000

	Net operating income 
	22,65000



Net operating income at £20 per unit
	Particulars 
	Amount (£)

	Total revenue (20*100000)
	2000000

	Costs:
	

	Delivery network set up 
	150000

	Upgradation of current website 
	50000

	Salary (IT programmer) 
	35000

	Net operating income 
	17,65000



So, the net operating income will be £1765000 at £20 per unit and £2265000 at £25 per unit. In the online platform, 50% of sales will switch and this net operating income will be generated. So, it can be said that Amana Ltd will be profitable. 
Analysis to sell on Amazon
If Amana Ltd does not go to an online platform, it will get another alternative that it can sell its products and services to Amazon.com. Amana has to pay a £50000 fulfillment fee to Amazon and the expected sales will be 65000 units. It is assumed that these units will be sold either for £25 per unit or £20 per unit. If these units are sold at £25 per unit, the total revenue will be £1625000. If these units are sold at £20 per unit, the total revenue will be £1300000. The estimated net operating income is calculated here:
Net operating income at £25
	Particulars 
	Amount (£)

	Total revenues (£25 per unit)
	1625000

	Cost: Fulfillment 
	50000

	Net operating income
	1575000



Net operating income at £20
	Particulars 
	Amount (£)

	Total revenues (£20 per unit)
	1300000

	Cost: Fulfillment fee  
	50000

	Net operating income
	1250000



From the above calculation, it is calculated that the expected net operating income will be £1575000 at £25 per unit and the net operating income will be £1250000 at £20 per unit. So, the conclusion is that if Amana ltd goes to amazon for selling its products, it will generate less net operating income than the net operating income generated from going online platform. Though there is lower net operating income, Amana will face a lack of control over the pricing system and the return policy. This lacking will cause problems for Amana ltd that will also lessen the net operating income.
Advice for Amana Ltd
The outbreak of COVID-19 impacts negatively in the business world. The business activities have been unstable and the business faces losses due to this situation. Amana Ltd has also faced losses in its souvenirs business due to the COVID-19 situation. The government impose restrictions on the travel and tourists’ industry and that’s why the number of travelers decrease in April 2020. The competitors of Amana move the business online. So, Amana finds an alternative to generate profit and beat the competitors.  It gets two alternatives such as either will go for an online platform or Amazon. If it moves to an online platform, it will move its 50% of sales online. Both the online platform and the amazon platform will generate net operating income for Amana Ltd. If Amana ltd goes to an online platform, it will generate net operating income of £1765000 at £20 per unit and £2265000 at £25 per unit. On the other hand, if it goes amazon for selling its products, it will generate a net operating income of £1575000 at £25 per unit and £1250000 at £20 per unit. Though both of the alternatives will generate net operating income, Amana should set up its online service platform. The online platform will generate more net operating income than the net operating income of amazon. Besides, Amana will face a lack of control over the pricing system and the return policy. If Amana develops an online platform, it will be able to diversify its products and services which will not be possible on amazon. In the online platform, Amana will display its service's features, pricing system, and other advantages. Based on all the features that will be available on the online platform, the customers can understand the products properly. So, from the above analysis, the recommendation for Amana will be to go for an online platform.
Conclusion
Using the management accounting concept, the actual budget, flexible budget, original budget, and variances are calculated. Amana ltd also calculated these to know its performance. But the COVID-19 situation negatively affected Amana's performance. Now Amana is considering to go online platform or amazon. Considering all the costs, the analysis is conducted. Amana ltd should choose the online platform for its sales rather than amazon considering all the advantages available in the online platform.
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