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Introduction 
The following assignment is prepared to display the utilization of control accounts in a company and shall demonstrate the preparation of original budgets set by the company mentioned in the assignment. The budget shall be evaluated by preparing a flexed budget and an actual budget to reveal the outcome on profit under dissimilar situation. In addition to, the variances such as material, labour and overhead variance shall be estimated from the information computed in the actual and original 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 statement has been made by changing the standard number of units into actual units and then multiplied them with standard cost of material, labour and overhead per unit. As per the variance report shows an unfavourable variance of £155,000, which denotes that it has suffered a 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 performance0
This report has been prepared assuming the profit or loss that the company would suffer if it would be able to achieve the standard units sold. It calculates the difference in sales revenue and costs if 100,000 units were sold. The numbers of units are multiplied with actual cost incurred in material and labour for each unit. This flexed budget displays a negative variance of £250,000. 
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
	80000
	1.5
	-120000

	Contribution
	
	
	760000

	
	
	
	

	Fixed overheads:
	
	
	

	Warehouse rental
	
	
	-170000

	Insurance
	
	
	-100000

	Fulltime warehouse supervisor salary
	
	
	-35000

	Profit
	
	
	455000



The above report is an income statement of Amana ltd prepared from the information given. It shows the gross profit or contribution and the operating profit earned by the company. GP or gross profit, also known as “contribution” is calculated by deducting the entire variable and direct expenses incurred in the production process. These expenses include raw material expenses, wages paid to labour expenses and overheads incurred directly for the product. The statement states that in order conduct sale revenue of £1,600,000 the company has to spend £600,000 on its direct expenses which means £760,000 is the gross profit. When GP is divided by sales, GP margin is calculated which gives an idea of the variable costs at a particular amount of sales. In this case the GP percentage of Amana ltd is 47.5%, which means the company sells their products almost at double of the variable cost incurred.
The fixed cost or the expenses which are not directly incurred in manufacturing, however, without these expenses the sale of goods was not possible. Therefore, these costs are further deducted from the gross profit and the resulting figure is the net profit. The figure of NP is divided by the turnover to derive at NP margin. The NP margin indicates the net income that can be earned by the company at a particular amount of sale revenue. In the case of Amana ltd, 28.44% is the NP margin. 
According to the budget prepared by Amana ltd, it is denoted that the company has not been successful in achieving their budgeted targets. The cost per unit of material and labour was also more than what was shown as expectations in the budget. However, the net profit and gross profit margin of the company are very high which denote that the company has performed their operations very efficiently. Perhaps, it was the budget which was prepared with such overestimated figures. 
(iii) Recommendations to Amana`s CEO on areas of improvement
The forecasting and budgeting tool despite of being effective for keeping a control over the expenses and managing cash flows, it certainly has some limitations and drawbacks. When budgeted goals are not fulfilled by management, managers and the employees are discouraged despite of their being careful in following the budgeting standards (Weigel and Hiebl, 2018). This affects other operations of the organisation leading to their poor performance as well. A budget also impacts on the liquidity of an organisation apart from affecting its profitability and efficiency. Even if the management is diligent with their operations and in controlling the budget the dynamicity of business environment can cause the budget to land off its tracks (Petite, 2020). The following recommendations shall help Amana ltd to improve their results:
(a) Realistic targets: The foremost thing a company should know is its capability of performing its operations. An average sized enterprise engaged in manufacture of goods cannot plan to generate millions of items for consumption each month if its capacity of plant and machinery permits much less input at a time. Therefore, the objective that will be set initially by the company to accomplish should be realistic and achievable (Becker et al., 2016). Amana ltd should keep its own abilities in mind while preparing their budgets.
(b) Flexibility: The administration should be aware of that a budget should be reviewed regularly and should also be altered if necessary. Budgets are a prediction and all figures placed in the budget plan are estimates presumed by the rational manager preparing it; however, there is a very high likelihood of things to not go as per the preparation of the manager, regardless of the efficiency with which they have tried to anticipate the future (Van Roestel, 2016). Any unexpected modification or any spontaneous event may cause the management to lose control over their budget to wasting all efforts of anticipating the future. Therefore, the budget should be adaptable to change, revised on a regular basis and altered whenever needed (Radu and Giju, 2015). 
(c) Communication and coordination: Budget are prepared by top level management however; it is executed over the whole entity (Goretzki and Messner, 2016). It is applied on all functions taking place at the various management levels. Cash flow targets are maintained for all departments to manage the expenses that are to be tracked by each member of staff. Therefore, it is vital for the top management to constantly communicate with the lower and middle management levels to figure out whether they are able to perform their operations according to the budget (Grossi et al., 2016). If there are any concerns with any division, the board should coordinate with such division and recognize its inconveniences so that success can be achieved by the business concern as a whole.
(d) Supervision: When communication with other departments is proving to be ineffective, the management can always make a supervision team especially for supervising the budget (Nugraha and Wibowo, 2020). The function of these supervisors can be performed by the head of each unit or department. These managers should have authority to make decisions. These supervisors or managers will be in touch with each other to be familiar with the issues faced by each division and whether they are able to complete their actions as per the budget (Miller, 2018). They should arrive at solutions together and coordinate if a setback concerns more than one department. 
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The tables below show the sales revenue and the expenses incurred in conducting the online business under both options. 
	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 demonstrates that if the Amana ltd opts to operate their business through their delivery network, a sale of 100,000 units is assured which generates total revenue of £2,500,000. It would have to invest in lay down a delivery network, pay salary to IT professional and pay costs of upgrading the current website. The above-mentioned expenses are compulsory and necessary as Amana ltd will have to set a delivery network that will ensure the picking up of goods from storage house and transport them to the customers. The present website surely needs improvement as the present website consist only information about the goods and services offered by them. The website shall have to install a dashboard for customers where they can create a virtual cart of the goods that they want to buy. Each customer would have an account in the company`s website which would make it easier to serve the customer better. It will contain the name and images of a large variety of brands and commodities to pick from and the website shall be very smooth in functioning so that customers do not experience any troubles in utilizing the website for browsing and shopping. Lastly, an IT professional will be hired who shall manage the website and can act in response to the difficulty of customers and those people that have posted any complaints while browsing on the website of Amana ltd. The company should be very active in answering the queries and complaints and also consider the suggestions made by the customers as they see the website from a different point of view and could give valuable advices. After all the above expenses Amana ltd shall make 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 statement estimates the revenue if Amana ltd opts to conduct business through Amazon platform. As compared to the first report very few expenses are incurred here which only include the fulfilment fees charged by Amazon. However, it assures a turnover of £1,625,000 by selling of 65,000 units and there is a good possibility of the number of units to be sold to be increased in the next years. 

	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
In both the income statements, instead of recording the amount of sales the figure of budgeted profit computed in Table A and B has been posted. In the profit and loss account the various expenses have been deducted from budgeted profit to arrive at net profit. It has been assumed that all the costs of materials, labour and overhead are unchanged as extracted from the budget prepared in Task 1. One unit of material is purchased for £2.5; production of one unit involves £4 of wages to be paid to the workers; £1.5 is incurred for each unit as overhead. 
The fixed costs have been incurred on rent of warehouse, insurance of goods and salary of warehouse supervisor. After deducting all the expenses, the statement has disclosed 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 income statements it is evident that Amana ltd should set up its own online business platform for conducting business. If the company wants to shift their focus to other business ideas or diversify their operations option B would suitable it. 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. Besides, when the responsibility of marketing and delivering the product lies with Amazon the company shall have a lot of spare time and revenues to spend or invest in other projects. However, if the company selects to expand the existing business and conduct business using their own website and not Amazon, they must conduct operations with utmost care and ensure that the customers do not have any grievances regarding the products or the functioning of company website. The company that provides better services to its customers, even if its products are not as good as the company`s competitors are preferred by customers. Amana ltd should make special section that shall only be made to solve customer grievances. Since the business is online based, there will be several instances of exchange of products and some customers may also demand refund for the product purchased by them. These complaints should be handled carefully and keeping the sentiments of a customer in mind. This shall spread the word about the company being “customer caring” and it shall improve its brand value and reputation. It will result in attracting more and more potential customers. 
The option of Amazon is less risky and shall probably provide better returns in the future, but starting their own delivery network and website shall provide better turnover and profits to the company at present. The company can suffer losses in the future but if it follows the suggestions given above it shall be able to build goodwill in the market leading to its sustainable success. 
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Subsequent to the preparation of a variety of budgetary statements and variances it is monitored that Amana ltd has been hit with the consequences of the pandemic. The budgeted reports exhibit many adverse variances and several operational areas of the manufacturing process that insist concentration and enhancement. Therefore, the business entity has been recommended conduct their business on online platforms through their official website following the suggestions stated in the assignment for accomplishment of sustainable success controlling unfavourable variances.
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