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[bookmark: _Toc102267376]Introduction
Amana Limited is a family-owned tourist souvenir company in England. It sells tourists souvenirs to the tourists. They have several physical shops in different locations in England. But during the year of the pandemic, the company has struggled with its sales, revenue, and overall performance. 
Management accounting helps the managers to analysis the current situation of the company. Because by the help of the management accounting, the management of the company can identify the issue, can define the issue, then interpret and analysis the factor using several different managerial tools (Atrill and McLaney, 2018). It is to be known that a company has several goals and objectives, and the management of the company has to make plans to stick with its objectives and the target of the company (Hansen et al, 2021). And while accomplishing the objectives, the management needs to ensure that the company is performing well and to ensure that they need to monitor the performance of the company. There are several managerial tools like budget analysis, variance analysis, Break-even analysis, etc.  (Kaplan, 2019). Management accounting report is not reported to the external parties rather the report is used by the management so that the management can take steps to improve the performance of the company.
In this report, the budget analysis of Amana Limited has been performed along with variance analysis. Then based on the analysis, some recommendations have been made. The company has two alternatives to compete with the market and those two are launching a website and using Amazon for online sales. These alternatives have been analysed and recommendations have been made.


[bookmark: _Toc102267377]Budget Analysis of Amana Limited
[bookmark: _Toc102267378]Original Budget and Flexible Budget
[bookmark: _Toc102267379]Original Budget and Variance Analysis
A budget is a managerial tool that has no fixed template or format. The budget is prepared by the management of the company and also reported to the management so that they can monitor and control the activity and performance of the company (Kaplan, 2019). Though there is no fixed template or reporting framework, there are some factors that need to be considered while making a budget. And those are the current market situation. Because if the budget is prepared based on the company’s historical information then it will not be realistic and it will provide the variance which will in turn mislead the management about the performance of the company (RS and Atkinson, 2019). Then the company needs to consider its current capacity. Because a company’s capacity does not always remain the same. Sometimes human capital and resource efficiency increase or decrease. Due to technological advancement, the capacity of the company can also be changed. So, based on these factors, the company should prepare the budget.
Based on Amana’s information, the Original budget and variance analysis have been discussed below:
Given information,
	Details
	Original Budget (£)
	Actual (£)
	Per unit information in Actual

	
	
	
	
	

	Sales quantity
	100,000.00
	80,000.00
	
	

	Sales price per unit
	25.00
	20.00
	20.00
	

	Variables Cost
	
	
	
	

	1. Materials cost
	(2.50)
	(280,000.00)
	(3.50)
	

	2. Labour cost
	(4.00)
	(440,000.00)
	(5.50)
	

	3. Overhead cost
	(1.50)
	(120,000.00)
	(1.50)
	

	Contribution Margin
	17.00
	760,000.00
	9.50
	

	Fixed Costs
	
	
	
	

	1. Warehouse rent Expense
	200,000.00
	170,000.00
	
	

	2. Insurance expense
	100,000.00
	100,000.00
	
	

	3. Fulltime warehouse supervisor salary
	50,000.00
	35,000.00
	
	


Amana Limited’s
	Original Budget and Variance analysis	
	Description
	Original Budget
	Actual
	Variance
	Analysis

	
	
	Information
	
	

	Quantity of sales (A)
	100,000.00
	80,000.00
	20,000.00
	Unfavorable

	Sales price per unit (B)
	25.00
	20.00
	5.00
	Unfavorable

	Total Sales revenue (A*B)
	2,500,000.00
	1,600,000.00
	900,000.00
	Unfavorable

	Less: Variables Costs
	
	
	
	

	Materials cost
	(250,000.00)
	(280,000.00)
	30,000.00
	Unfavorable

	Labour cost
	(400,000.00)
	(440,000.00)
	40,000.00
	Unfavorable

	Overhead cost
	(150,000.00)
	(120,000.00)
	(30,000.00)
	Favorable

	Contribution Margin
	1,700,000.00
	760,000.00
	940,000.00
	Unfavorable

	Less: Fixed Costs
	
	
	
	

	Warehouse rent Expense
	(200,000.00)
	(170,000.00)
	(30,000.00)
	Favorable

	Insurance expense
	(100,000.00)
	(100,000.00)
	-
	No Variance

	Fulltime warehouse supervisor salary
	(50,000.00)
	(35,000.00)
	(15,000.00)
	Favorable

	Total Fixed cost
	(350,000.00)
	(305,000.00)
	(45,000.00)
	Favorable

	Profit
	1,350,000.00
	455,000.00
	895,000.00
	Unfavorable







Note 1: Sales Revenue
	Description
	Original Budget
	Actual
	Variance
	Analysis

	
	
	Information
	
	

	Quantity of sales (A)
	100,000.00
	80,000.00
	20,000.00
	Unfavorable

	Sales price per unit (B)
	25.00
	20.00
	5.00
	Unfavorable

	Total Sales revenue (A*B)
	2,500,000.00
	1,600,000.00
	900,000.00
	Unfavorable



Note 2: Variable costs
	
	Original Budget
	Actual
	Variance

	Analysis

	Less: Variables Costs
	Per unit
	Total
	Per unit
	Total
	
	

	Materials cost
	(2.50)
	(250,000.00)
	(3.50)
	(280,000.00)
	30,000.00
	Unfavorable

	Labour cost
	(4.00)
	(400,000.00)
	(5.50)
	(440,000.00)
	40,000.00
	Unfavorable

	Overhead cost
	(1.50)
	(150,000.00)
	(1.50)
	(120,000.00)
	(30,000.00)
	Favorable



Note 3: Fixed Costs
	Less: Fixed Costs
	Original Budget
	Actual
	Variance
	

	Warehouse rent Expense
	(200,000.00)
	(170,000.00)
	(30,000.00)
	Favorable

	Insurance expense
	(100,000.00)
	(100,000.00)
	-
	No Variance

	Fulltime warehouse supervisor salary
	(50,000.00)
	(35,000.00)
	(15,000.00)
	Favorable

	Total Fixed cost
	(350,000.00)
	(305,000.00)
	(45,000.00)
	Favorable





[bookmark: _Toc102267380]Flexible Budget and Variance Analysis
A flexible budget basically adopts the quantity of the actual revenue or cost and compares only the price elements (Scapens, 2019). Here the quantity is as same as the actual just the prices are different. Because it is to be known that sales revenue and variable costs vary with the quantity sold. So, if the budgeted quantity is different from the actual one, there will be must variance. To ignore the impact of the quantity, flexed budget is used. 
Given information,
	Details
	Original Budget (£)
	Actual (£)
	Per unit information in Actual

	
	
	
	
	

	Sales quantity
	80,000.00
	80,000.00
	
	

	Sales price per unit
	25.00
	20.00
	20.00
	

	Variables Cost
	
	
	
	

	1. Materials cost
	(2.50)
	(280,000.00)
	(3.50)
	

	2. Labour cost
	(4.00)
	(440,000.00)
	(5.50)
	

	3. Overhead cost
	(1.50)
	(120,000.00)
	(1.50)
	

	Contribution Margin
	17.00
	760,000.00
	9.50
	

	Fixed Costs
	
	
	
	

	1. Warehouse rent Expense
	200,000.00
	170,000.00
	
	

	2. Insurance expense
	100,000.00
	100,000.00
	
	

	3. Fulltime warehouse supervisor salary
	50,000.00
	35,000.00
	
	





Now,
	Description
	Flexible Budget
	Actual
	Variance
	Analysis 

	Quantity of sales (A)
	80,000.00
	80,000.00
	-
	

	Sales price per unit (B)
	25
	20
	5.00
	Unfavorable

	Total Sales revenue (A*B)
	2,000,000.00
	1,600,000.00
	400,000.00
	Unfavorable

	Less: Variables Cost
	
	
	
	

	Materials cost
	(200,000.00)
	(280,000.00)
	80,000.00
	Unfavorable

	Labour cost
	(320,000.00)
	(440,000.00)
	120,000.00
	Unfavorable

	Overhead cost
	(120,000.00)
	(120,000.00)
	-
	No Variance

	Contribution Margin
	1,360,000.00
	760,000.00
	600,000.00
	Unfavorable

	Less: Fixed Costs
	
	
	
	

	Warehouse rent Expense
	(200,000.00)
	(170,000.00)
	(30,000.00)
	Favorable

	Insurance expense
	(100,000.00)
	(100,000.00)
	-
	No Variance

	Fulltime warehouse supervisor salary
	(50,000.00)
	(35,000.00)
	(15,000.00)
	Favorable

	Total Fixed cost
	(350,000.00)
	(305,000.00)
	(45,000.00)
	Favorable

	Profit
	1,010,000.00
	455,000.00
	555,000.00
	Unfavorable



Note 1: Variable costs
	Original Budget
	Actual
	Variance
	Analysis

	
	Per unit
	Total
	Per unit
	Total
	
	

	Materials cost
	(2.50)
	(200,000.00)
	(3.50)
	(280,000.00)
	30,000.00
	Unfavorable

	Labour cost
	(4.00)
	(320,000.00)
	(5.50)
	(440,000.00)
	40,000.00
	Unfavorable

	Overhead cost
	(1.50)
	(120,000.00)
	(1.50)
	(120,000.00)
	(30,000.00)
	Favorable

	Total
	(640,000.00)
	Total
	(840,000.00)
	
	



[bookmark: _Toc102267381]Budget Analysis
Amana Limited has an unfavourable contribution margin and unfavourable profit. It means that the company’s performance has not met the expectation of the management. The reasons for unfavourable variances have been analysed below:
Revenue Unfavourable Variance:
1. Original Budget
	Description
	Original Budget
	Actual
	Variance
	Analysis

	
	
	Information
	
	

	Quantity of sales (A)
	100,000.00
	80,000.00
	20,000.00
	Unfavorable

	Sales price per unit (B)
	25.00
	20.00
	5.00
	Unfavorable

	Total Sales revenue (A*B)
	2,500,000.00
	1,600,000.00
	900,000.00
	Unfavorable



2. Flexible Budget
	Description
	Flexible Budget
	Actual
	Variance
	Analysis 

	Quantity of sales (A)
	80,000.00
	80,000.00
	-
	

	Sales price per unit (B)
	25
	20
	5.00
	Unfavorable

	Total Sales revenue (A*B)
	2,000,000.00
	1,600,000.00
	400,000.00
	Unfavorable



Both budgets have shown unfavourable variance.
· First reason for the unfavourable variance is the quantity. The company has budgeted that it would be able to sell 100,000 units of souvenirs but in real, the company has sold 80,000 units of souvenirs. This is because of the pandemic. People were not able to come out and as a result, the company could not meet the sales target.
· Second reason is the selling price. From the flexible budget, the impact of the sales price is quite clear. As the actual sales price was lower than the budgeted sales price, an unfavourable variance occurred (Weetman, 2011). It is the principle of economics that when demand falls, the price automatically falls to meet the market equilibrium price. 
Variable Cost Unfavourable and favourable variance
1. Original Budget
	
	Original Budget
	Actual
	Variance

	Analysis

	Less: Variables Costs
	Per unit
	Total
	Per unit
	Total
	
	

	Materials cost
	(2.50)
	(250,000.00)
	(3.50)
	(280,000.00)
	30,000.00
	Unfavorable

	Labour cost
	(4.00)
	(400,000.00)
	(5.50)
	(440,000.00)
	40,000.00
	Unfavorable

	Overhead cost
	(1.50)
	(150,000.00)
	(1.50)
	(120,000.00)
	(30,000.00)
	Favorable



2. Flexible Budget
	Original Budget
	Actual
	Variance
	Analysis

	
	Per unit
	Total
	Per unit
	Total
	
	

	Materials cost
	(2.50)
	(200,000.00)
	(3.50)
	(280,000.00)
	30,000.00
	Unfavorable

	Labour cost
	(4.00)
	(320,000.00)
	(5.50)
	(440,000.00)
	40,000.00
	Unfavorable

	Overhead cost
	(1.50)
	(120,000.00)
	(1.50)
	(120,000.00)
	(30,000.00)
	Favorable

	Total
	(640,000.00)
	Total
	(840,000.00)
	
	



· Material cost and labour cost both have unfavourable variance because of the high unit costs. In actual the cost, the material price has been increased by 40% and due to this reason, despite selling lower quantities, in case of the original budget, the cost has an unfavourable variance. Labour cost has been increased by 38% from the original budget. The reason for the increase in these costs is the post-pandemic inflation increase and the supplies also want to compensate for the loss that occurred during the pandemic period. There is another reason and that is the management’s estimate (Bromwich and Bhimani, 2015). From the budget analysis, it has been observed that the budget is not market-adjusted rather it has been prepared based on the historical information of the company. 
· Overhead cost has favourable variance because the cost is lower than the budget. It is because the management has estimated this cost as per the market information. This is the reason, in the original budget there is favourable variance and in the case of a flexible budget, there is no variance.
Fixed costs and Variance Analysis
The company has three fixed costs and among those two costs (rent and salary) have favourable variance. It means that the company has incurred fewer fixed costs. It is appreciable as the company has sold less; it had incurred fewer fixed costs. But this has not occurred according to the cost behaviour. As per the cost behaviour, fixed costs should have no variance. Because regardless of selling, fixed costs remain fixed for a long time. But here there is a pandemic impact. The company has reduced the salary of the manager and most probably it has also managed to pay less rent during the COVID period. Due to these reasons, it has incurred favourable variance. 
After analysing, all the variances, it is clear that the reason for poor performance is the pandemic and the reason for this much high variance with the budget is the poor forecasting of the management.
[bookmark: _Toc102267382]Recommendations
1. The management needs to be efficient and knowledgeable about the current market situation.
2. Budget should be revised if any undesired circumstances are incurred along with proper justifications (Ahrens and Chapman, 2017).
3. The management should monitor and control the budget and the variance monthly so that monthly variance can be addressed by the management. 
4. Production department and Sales department should be given monthly or weekly targets and then based on the target the management should monitor the activity of the respective departments.
5. The management should check periodically the market condition so that they can adjust their plan according to that.
[bookmark: _Toc102267383]
Amana Limited’s Alternatives analysis
Amana Limited is a family-owned tourist souvenir selling company. Currently, the company is operating through their several physical shops. Due to the pandemic period, the company has faced low-profit margins and low sales revenue. Then the management of the company has analysed the market situation and found that the company’s competitors are selling through online. Actually, during the COVID Period, people could not go out. As a result, they prefer online shopping. So, instead of shopping from outside, they started to order products through online. As a result, the competitors of Amana have managed to earn standard sales revenue.
Now, Amana is also thinking about selling online and also wants to close three of its branches. The company is assuming that it will be able to shift 50% of physical sales to online. So, the company has two options to go online. Either the company can use its own channel, or it can enlist itself in Amazon.
If the company wants to establish its own delivery channel and wants to use its own website, then it will be incurring the following initial investments:
	Cost
	Amount

	Cost of setting up a delivery network
	150,000

	Cost of upgrading the current website to handle the sales volume
	50,000

	
	200,000



And then it will be incurring, £35,000 monthly cost to the IT operator as the salary expense. And if the company can successfully its own channel, then it will be able to sell 100,000 units of products annually. So, if the company will be able to sell at the current market price of £20, then the sales revenue of the company will be £2000,000 (2 million). As there is no other cost information, it has been assumed that the company will be able to manage a 40% to 50% profit margin. If the company uses its own website, then it will get the following benefits:
1. The company will have sole control over the website. In the case of online, it is necessary to have sole control over the selling channel. Because this is an emerging platform. In the near future, people may not want to go to the physical shop to save time.
2. It can establish itself as a brand. When people will buy from their online channel, they will share their experience with others and in this way, the company will be able to get a huge market.
3. The company can also sell the product internationally. As a result, it can grow in the international market also.
4. The company can follow its own pricing strategy as per the market demand as it will have the sole control of the website (Burns and Scapens, 2020).
5. It can develop its own customer and return policy.
But at the same time, the company may face the following challenges:
· If there any disturbance occurs in the delivery chain or on the website, there will be a huge loss. And the company would not get any compensation for that.
· To be in this competitive market, it will always have to ensure the quality otherwise the customers will go to the competitors (Weetman, 2011).
· This alternative requires a huge amount of investment. And if the company has no its own fund then it will not be able to fund this alternative or it will have to take the loan and will be incurring extra financing costs.
 If the company wants to use Amazon, then it will require:
 Only £50,000 Amazon fulfilment fees. And there is no mention of another relevant cost. And this platform ensures the company that it will be able to sell 65,000 units annually and the sales will be increasing based on the market demand. 
The benefits of this source are:
1. The company requires less amount of initial investment so its payback period will be less than the first alternative.
2. As Amazon will provide the delivery facilities if any accident occurs or the portal is down, then the entire responsibility will be on Amazon.
Limitations of this sources are immense competition, less control in the sales, etc. 
[bookmark: _Toc102267384]Recommendations and Conclusion
As the two alternatives have different investments and different flows of cash so the company now should consider the opportunity cost. As the company has not sold through online, first of all, it should create an online customer base and then should consider the long-term investment. If it chooses Amazon, it can have an online experience at a low cost and from there it can learn how to deal with customers in online. So, it should choose second option.
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