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Executive Summary
The current report has focused on the management accounting procedures on which the accounting procedure have to be considered along with making effective business decisions. Amana limited have been chosen that points out the costs that would help in preparing the budget along with measuring the performance for the year. Some recommendations have been provided to the CEO of the company on the areas of improvement and the decision of going online have been analysed in this study. The costs for both the option have been considered and relevant costing has been evaluated. 
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[bookmark: _Toc68101128]Introduction
[bookmark: _GoBack]Management accounting is the procedures by which the managers of an organisation decide along with implementing certain accounting procedures such as cost accounting, process accounting and financial accounting (Quinn et al., 2018). It not only consists of financial information but also interprets, communicates and identifies the goals for achieving the business goals. In this study, Amana Limited have been selected which mainly deals with souvenirs to tourists in England. The company is located in different places and recently, the Covid-19 pandemic forces the government to impose restriction on the movement. Different types of budget have been discussed along with the control report that allows the performance to share with the managers for a particular fiscal year. In addition to this, recommendations have been provided on the areas of improvement and advising for setting up their own online shop. 

[bookmark: _Toc68101129]Part A
[bookmark: _Toc68101130]Monthly control report showing original budget, flexed budget and variances
The control report shows the estimated amount of expenditure along with differences in the decision making that assists the managers to take an important decision. The budget is the financial statement that points out the amount of expenditure for upcoming years or this estimated expenditure that would incur in future years. The original budget is the budget that is prepared at the beginning of the year and it might vary with the actual budget (Almasan et al., 2019). Original budget highlights the estimated amount, which would be incurred by the company for maintaining its daily business activities. The following is the original budget of Amana limited that have been prepared from the information that has already been provided.
	Original Budget

	Particulars
	Budget Units
	Budget Amount (£)

	Units
	    1,00,000.00 
	          1,00,000.00 

	Selling price
	         £    25
	£      25

	Total Sales
	 
	 £       25,00,000.00 

	Expenses
	 
	 

	Variable cost
	 
	 

	Materials
	2.5
	 £         2,50,000.00 

	Labour
	4
	 £         4,00,000.00 

	Overhead
	1.5
	 £         1,50,000.00 

	Contribution
	17
	 £       17,00,000.00 

	Fixed Overhead
	 
	 

	Warehouse rental
	 £ 2,00,000.00 
	 £         2,00,000.00 

	Insurance
	 £ 1,00,000.00 
	 £         1,00,000.00 

	Fulltime warehouse supervisor salary
	 £    50,000.00 
	 £            50,000.00 

	 
	 
	 

	Total Original Budget
	 
	 £       13,50,000.00 


Table 1: Original budget of Amana Limited
(Source: Created by Author)
The table highlights the original budget in which the 100000 units that have been produced and the selling price is £ 25. The total sales have been evaluated is £ 2500000. All expenses including variable cost and fixed overhead have been included and this amount would be deducted from the total amount of sales. Variable cost is to be deducted from the total sales to evaluate the amount of contribution. Moreover, the fixed overheads have been deducted to determine the total amount of budget that is £ 1350000.
A flexed budget points out the summary along with the cost that covers different level of activity (Azudin and Mansor, 2018). The revenue per unit is to be considered along with cost behaviour, which highlights the financial results along with incorporating the overall impact of the learning curve. In a flexed budget, information might be inserted with the statement at the end of the period and highlights the financial control with the help of standard costing. The following is flexed budget that has been derived from the actual budget information. 
	Flexed Budget

	Particulars
	Budget units
	Budget Amount (£)

	Units
	80000
	80000

	Selling price
	 £           20.00 
	 £                   20.00 

	Total Sales
	 
	 £       16,00,000.00 

	Expenses
	 
	 

	Variable cost
	 
	 

	Materials
	3.5
	 £         2,80,000.00 

	Labour
	5.5
	 £         4,40,000.00 

	Overhead
	1.5
	 £         1,20,000.00 

	Contribution
	 
	 £       11,60,000.00 

	Fixed Overhead
	 
	 

	Warehouse rental
	 £ 1,70,000.00 
	 £         1,70,000.00 

	Insurance
	 £ 1,00,000.00 
	 £         1,00,000.00 

	Fulltime warehouse supervisor salary
	 £    35,000.00 
	 £            35,000.00 

	 
	 
	 

	Total Flexed Budget
	 
	 £         1,35,000.00 


Table 2: Flexed Budget of Amana Limited
(Source: Created by Author)
The flexed budget in the above table highlights the changes in the unit selling price and amount of total sales. The variable costs have also changed for which the units of materials, labour and overhead have changed. The amount of contribution has also changed that amounts to £ 1160000 in which the amount of overhead costs have changed. The amount of fixed overhead has drastically changed with the effective change in contribution and £ 135000 have been evaluated as the total budget total of Amana Limited. 
Variance analysis is the shed lights on the differences between the planned and the actual budgets that have been prepared by the company. It mainly provides a clear picture of the under performances or over the performance of a business for a particular fiscal year (Honggowati et al., 2017). At the time of comparing the actual performances from the estimated one, the difference is coined as variances. There are different types of variances such as materials, labour and variable overhead variances and on other hand, fixed overhead variances. These variances point out the difference between the actual prices and standard prices along with analysing the inputs of units. The following provides the variance analysis of Amana Limited that highlights the standard production cost and actual costs.
	Standard Production Cost
	Quantity
	Unit Cost

	Direct Materials (pieces)
	2.5
	 £        25.00 

	Direct Labour (hrs)
	4
	 £          1.00 

	Variable Manufacturing Overhead (hrs)
	1.5
	 £          1.50 

	 
	 
	 

	Actual Production
	80,000
	 

	Fixed Overhead Expense Budget
	 £      24,180.00 
	 

	 
	 
	 

	Actual Costs
	Quantity
	Cost

	Direct Materials (pieces)
	80,000
	 £          3.50 

	Direct Labour (hrs)
	4,000
	 £ 36,000.00 

	Variable Manufacturing Overhead (hrs)
	 
	 £ 17,000.00 

	Fixed Manufacturing Overhead (hrs)
	 
	 £ 25,000.00 



	Materials Variance
	 
	 

	Actual Quantity
	80,000
	 

	Actual Price
	 £             20.00 
	 

	Standard Quantity Allowed
	2,00,000
	 

	Standard Price
	 £             25.00 
	 

	 
	 
	 

	Price Variance
	 £   4,00,000.00 
	Favourable

	Quantity Variance
	 £ 30,00,000.00 
	Favourable

	Overall Materials Variance
	 £ 34,00,000.00 
	Favourable



	Labour Variance
	 
	 

	Actual Hours
	4,000
	 

	Actual Rate
	 £                5.50 
	 

	Standard Hours Allowed
	3,20,000
	 

	Standard Rate
	 £                1.50 
	 

	 
	 
	 

	Rate Variance
	-£      16,000.00 
	Unfavourable

	Efficiency Variance
	 £    4,74,000.00 
	Favourable

	Overall Labour Variance
	 £    4,58,000.00 
	Favourable


Table 3: Variance Table
(Source: Created by Author)
The production cost of Amana limited has been mentioned in which direct material and direct labour have been included along with actual production and budget expenses. On other hand, the actual costs have been mentioned that points out the similar heads of production cost. Material variances highlight the price variance and quantity variance which are favourable in nature as it is greater than zero (Napitupulu, 2018). The labour variances include the rate variances and efficiency variances in which rate variance is less than zero so it is unfavourable in nature and efficiency variance is greater than zero so it is favourable in nature. 
[bookmark: _Toc68101131]Preparing Amana’s performance 
The performance of Amana limited is to be measured with the help of actual costs, as this is the amount that has been incurred for maintaining business activities. As the company is located at different locations, this will help in attracting a large customer base and increasing their overall sales and production. The performance might be measured with the help of material variance as well as labour variances as these highlight the favourable or unfavourable condition for the business (Cescon et al., 2019). Price variance and quantity variance which combined to form material variances and it is favourable in nature. The favourable condition points out the situation where the amount is greater than zero and the company would not face any losses for that particular year. 
The price variance is only concerned with the prices in which the material is directly associated with it. It might be evaluated with standard price deducted from the actual price and then multiplying with actual quantity. Moreover, the material yield variance is also associated with the performance of Amana limited and it is solely concerned with the units of materials used for the overall process of production. It can be evaluated by deducting standard unit with actual unit and then multiplying by the standard cost per unit. Labour variance points out the actual cost that is directly associated with labour activity and the expected amount would be more than the direct labour of variances (Hiebl and Mayrleitner, 2019). This concept is commonly used in the area of production where direct labour is directly associated with a business. The rate efficiency is unfavourable in nature, which means it is less than zero, and the efficiency variance is in favourable condition that points out that it is greater than zero. Some of the compensation expenses are required to be compared with standard amount as this includes the potential role of payroll taxes and cost of stocks. 
[bookmark: _Toc68101132]Providing recommendations to Amana’s CEO on area of improvement
The area of improvement might be identified with the actual amount in the budget and that point out the expenses as well as income of the business. The production unit is to be increased for highlighting the selling cost and that has to be included with the contribution for that time. The variable cost of the company includes material that amounts to £ 280000 and the labour is £ 440000 along with overhead costs for £ 120000. Therefore, it can be recommended that the price of unit selling price from £ 20 per unit might be increased up to £ 25 as the amount is already associated with the original budget that has already been forecasted for the period. Both labour cost and material cost is to be reduced to the original budget, which would incur less amount of cost to the company and help in increasing the overall profitability for that period. Moreover, there are certain changes in the fixed overhead that might be considered, as the area of improvement and the business of Amana limited would be enhanced.

[bookmark: _Toc68101133]Part B
[bookmark: _Toc68101134]Analysing Amana’s decision for going online and setting up their own online shop
The decision to go online
Mr Amana has noticed many competitors, which includes customers from all over UK and US and in Europe. Selling through online would help the business in maintaining their customers along with enhancing their sales and profitability. The streamline of the business is to be enhanced and the business plans to more about 50% of their business online. Moving the business online would cost a certain amount that is to be incurred by the business along with generating sales volume for running their business. Delivery is to set up along with upgrading the current website of the business that would cost almost £ 150000 and £ 50000 respectively. An information technology programmer is also to be hired for maintaining the website, which would cost around £ 35000 per year, and as per the research conducted in the market, sales would be around 100000 units per year. 
The business has thought of selling their product directly to Amazon that would sell their product through the channel and this would cost them a certain amount to their business. Amazon would charge around £ 50000 for their fulfilment charges and this provides guaranteed sales of 65000 units depending on the potential demand. The company would face a lack of control over its pricing and policy for the return if the business sells directly to Amazon for enhancing their business. Lack of return policy is an important aspect as the customers might get defect product as they would be delivered through delivery agent and handling might not be as per required (Rikhardsson and Yigitbasioglu, 2018). Moreover, control over pricing policy also affects the business as the price would not be increased in case of any increase in cost of production. Therefore, the decision to go online for Amana’s business would be beneficial if the company should set up their own online shop along with selling it to Amazon directly.
Advising Amana for their online business
Setting up the own business online includes certain calculations which are to be evaluated for the business of Amana. The costs that would be incurred have been already been provided by the company and that has to be considered at the time of evaluation of the direct cost of setting online business (Diab, 2019). The cost that would be incurred during the time of setting up the delivery network would be around £ 150000 and upgrading the current website would be around £ 50000. An IT programmer is also to be hired for maintaining the website, which would cost around £ 35000 per year along with maintaining the sales of 100000 units annually. The following table shows the contribution which is to be associated with the process of setting up of own online business. 
	Setting up own online business

	Particulars
	Amount (£)

	Sales Unit
	100000

	Expenses
	 

	Setting up delivery network
	 £ 1,50,000.00 

	Upgrading current website
	 £    50,000.00 

	Salary of IT programmer
	 £    35,000.00 

	Total Expenses
	 £ 2,35,000.00 

	Contribution
	2.35


Table 4: Contribution for setting up of own online business
(Source: Created by Author)
The contribution has been evaluated 2.35, which means the company incurs 2.35 costs per unit of production of goods. Total expenses that would be incurred amounts to £ 235000 for selling 100000 units of goods and this contribution is to be compared with the ideas of business that would include the process of selling directly to Amazon. The following table points out the contribution, which is to be evaluated as per the cost for setting up the business. 
	Selling directly on Amazon

	Particulars
	Amount (£)

	Sales unit
	65000

	Expenses
	 

	Amazon fulfilment Fees
	 £ 50,000.00 

	Total expenses
	 £ 50,000.00 

	Contribution
	1.3


Table 4: Contribution for setting up of own online business
(Source: Created by Author)
Selling the products directly on Amazon would reduce the sales quantity to 65000 units and would only incur a cost of £ 50000 as Amazon fulfilment services. The contribution has been evaluated around 1.3, which means the company incurs 1.30 costs per unit of production of goods. The marginal costing process has been followed which would highlight the changes in the cost along with the quantity that is produced. Marginal cost has been evaluated around 0.00003, as this would be changes in the cost for producing a similar quantity. It is evaluated with changes in contribution that is denoted by ∆C in which the contribution would be differentiated. The changes in the quantity are denoted as ∆Q, which highlights the quality for differentiating the changes in quantity. The marginal costing denotes the changes in quantity around 35000 units and changes in contribution around 1.05. Therefore, Amana should focus on setting up their own business online as the contribution is more and highlights the changes in the quantity sold. 

[bookmark: _Toc68101135]Conclusion
The above study can be concluded with the process of preparation of budget variances along with original budget, flexed budget and variance analysis. These budgets have been prepared that would point out the differences between the budgeted cost as well as actual cost. The control report consists of performances of the company for the year 2020 and that has to be highlighted with the help of variance analysis. Moreover, the recommendation has also been provided to the CEO of Amana about the area of improvement. In addition to this, the analysis of the decision about Amana for going online has been discussed with the help of contribution. All the relevant cost has been considered that points out the advisory to the company or operating its business through their own website. 
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