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Introduction
Planning of various activities and ensuring the systematic working of an organisation's activities are ensured by budgeting. It is a coordinated exercise and a combination of the workers' recommendations of various levels of management. This assignment has been prepared to illustrate the use of various types of budgets such as actual budgets, flexed budgets and original budgets. It also demonstrates the preparation of various control accounts illustrating the different variances such as "material, labour and overhead variances". Various types of budgets shall be evaluated by preparing an actual and flexed budget to disclose the effect on profit under different situations, demonstrating the change in a company's performance. 
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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 the 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 account has been prepared by changing the average number of units into actual and then multiplying them with "standard cost" of material, overhead and other variable expenses per unit. As per the variance report, a negative variance of £155,000 is suffered.
	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

The above statement has been prepared to calculate the profit or loss which the company would earn or suffer if it sold the number of units it planned in its budget to sell. The statement illustrates the revenues and costs that are to be incurred when a total of 100,000 units were sold. This is achieved by multiplying the number of units with the actual material and labour cost per unit. 
Variances
	Material variance
	Amount 

	The budgeted amount for 80,000 units
	200000

	Actual amount for 80,000 units
	280000

	Variance (unfavourable)
	-80000

	
	

	Labour variance 
	Amount 

	The budgeted amount for 80,000 units
	320000

	Actual amount for 80,000 units
	440000

	Variance (unfavourable)
	-120000

	
	

	Overhead variance
	Amount 

	The 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 the 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 an "income statement" of Amana ltd made from the data given. It displays the contribution or gross profit and the net profit earned. Gross profit is also known as "contribution" and is computed by subtracting the full direct and variable expenses incurred in production. These costs include material expenses, labour wages and other overheads incurred directly for the commodity. In order to generate sales revenue of £1,600,000, Amana ltd has to incur £600,000 on its direct costs, and £760,000 will be earned as the gross profit. When gross profit is divided by total revenue and multiplied by 100, the GP ratio is calculated, which provides an idea of the quantum of the variable expenses at a given amount of sales. In this case, the GP margin of the company is 47.5%, which denotes that it sells its finished goods at almost double the cost.
The fixed expenses are not incurred directly in production; however, the sale would not be possible if these expenses were not incurred. Therefore, these expenses are deducted from the GP, and the ending figure is the operating profit. The figure of net profit is derived by dividing with the turnover to arrive at net profit. The "net profit margin" indicates that the net income can be earned by Amana ltd at a given amount of sales. The NP margin of Amana ltd is 28.44%.
As per the budget prepared, it is evident that the company is not very successful in achieving its budgeted targets. The cost per unit of labour and material was also more than what was expected in the budget. However, the gross profit and operating profit margin of Amana ltd are very high, indicating that the company's functions have been performed efficiently. Perhaps, the budget was prepared with overestimated figures and was unrealistic, so the company could not achieve its targets.
(iii) Recommendations to Amana's CEO on areas of improvement
The budgeting and forecasting tool controls the expenses and handles cash flow very efficiently, but this tool certainly has many limitations and drawbacks. The managers and employees are disappointed and discouraged when they cannot accomplish the targets set by exhaustive planning of budget (Van der Stede, 2015). This puts an impact on other functions of the business concern leading to its unprofitable performance as well. The budget impacts the profitability of a business entity apart from affecting its efficiency and liquidity. Despite being prepared with due diligence and regularly controlled by the management, a budget can get off track due to the dynamicity of the business environment (Becker et al., 2016). These recommendations shall assist Amana ltd in improving their performance and budgeted result:
(a) Realistic targets: The first thing a company should be aware of the capability of performing its functions. A regular-sized business concern engaged in the production of goods cannot function to generate millions of finished goods when the capacity of its plant does not permit such high levels of production. Therefore, the company's targets to achieve them must be according to its capacity and realistic (Weigel and Hiebl, 2018). Highly optimistic targets tend to use up most of the company's resources to achieve them (Yılmaz, 2018). This negatively impacts the company's reputation when the stakeholders realise that its management was unable to achieve its goals.
(b) Flexibility: The management should be conscious that a budget plan should be reviewed continuously and revised if required. A budgeted plan is a forecast, and all figures and information are placed in that plan are estimates assumed by the manager preparing it; however, there is a very high probability that the figures do not take place as per the manager's plans, irrelevant of the effectiveness with which the future was tried to be anticipated (Di Francesco and Alford, 2016). Any spontaneous or unexpected modification may cause the manager to lose control over the budget, resulting in wastage and forecasting future activities. Therefore, the budget plan should be flexible to variations, reviewed regularly, and revised whenever necessary (Lorain et al., 2015). 
(c) Communication and coordination: The management makes the budget at the top level; however, it is implemented over the whole organisation (Shin and Yun, 2017). It applies to all the functions occurring at the various levels of management. A specific target of cash flow is predetermined for all departments to handle their costs that need to be constantly supervised by the managers and employees. Therefore, it is fundamental for the management to continuously communicate with the middle and lower management levels to evaluate whether they can perform their operations as per the plan prepared in the budget (Miller, 2018). If there are disputes among the departments, the board and management should coordinate with those departments and be familiar with its difficulties to achieve its goals with their combined efforts.
(d) Supervision: When coordination and communication with departments are not very effective, the management can practise supervision over the various departments implementing the budgeting plan (Zor et al., 2019). This function can be performed by the manager of each department who is conscious of all the functions and costs being incurred and should make decisions. These managers should be in constant communication with each other so that they are well-known of the issues faced by each department and if they can execute their actions as per the budget plan (Asumta et al., 2016). They should coordinate and arrive at answers as a team if a hindrance concerns more than one department. 
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Task 2
Due to the pandemic, the business of Mr Amana has not been displaying promising sales figures due to the lockdown imposed in several areas. Besides, it is also unsafe for the management personnel to leave their houses to perform business operations. Therefore, comprehending Amana ltd has decided to conduct their business and sales through online platforms.
The usage of the internet has seen tremendous growth in recent years, and the number of users now is more than ever. People perform all their operations through online platforms such as selling and purchasing products, outsourcing business activities, consulting services and teaching through online classes. With these statistics, selling through online platforms does not seem to be the last resort for a company, but rather like an opportunity to grab on to. 
There are two options with Amana ltd to perform their business online:
Option A: Conduct business through own website
Option B: Conduct business through Amazon
The following table shall analyse the costs and revenues to be incurred and earned from each of the options, and then the company shall be advised of the best option to conduct their business operations.
	Budgeted profit
	Amount£
	Amount£ 

	Revenue from operations
	
	2500000

	Less: Expenses
	
	

	Setting up a 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

If the company wishes to perform their business operation through their delivery network and website, it has to incur expenditures. They shall have to create their delivery network through which goods shall be delivered to the doorstep of the online customer. The current website is to be upgraded, which involves adding the thousands of pictures of products offered by the company. The website should be customised to become simple for the customer to view, select and buy the products without any hassle. It should also consist of an online payment method as cash on delivery is not safe given the current scenario. Any troubles with the website shall be handled by an IT professional who shall also be engaged in constantly upgrading the website and improving it for the smooth experience of customers. A sale of 100,000 units is guaranteed if the company conducts business from this website.
	Budgeted profit
	Amount£
	Amount£ 

	Revenue from operations
	
	1625000

	Less: Expenses
	
	

	Amazon fulfilment fees
	50000
	50000

	
	
	1575000


Table A: Budgeted profit under Option B

Under Option B, there are not many expenses to be incurred as the goods will be sold by the platform of "Amazon". A sale of 65,000 units is assured when the "Amazon platform" is used, and a fulfilment fee of £50,000 has to be paid to the company for using their platform.
	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:
	Material (100000*2.5)
	250000

	Labour (100000*4)
	400000

	Overhead (100000*1.5)
	150000



1. 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
A profit of £1,115,000 is made under option A, and £705,000 shall be earned under the second option. It can be seen which option is profitable. The figures of material and other variable expenses per unit were taken as mentioned in the previous task. Fixed expenses were charged to the profit and loss account in both cases as the company needed to obtain insurance for their goods and store them safely in the warehouse in both cases. However, few things should be noted here:
· The risk factor in Option A is higher
· Option B has the potential to increase the sale of goods depending on demand
· The expenses under Option A can increase in the next years.
· Freedom of practising own business through own methods can be achieved under Option A.
When the company is listed on Amazon, it will have a better chance of making its brand name known to its customers. However, it shall also be facing high competition due to other well-established brands on Amazon. However, the company shall earn better sales by operating through its website. Since the company is earning higher profits from this source, the company should advertise their products and brand on various social and online streaming platforms and provide attractive discounts to new customers. The company shall also have independence in forming their business policies for returning their products and fixing their prices. 
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The recommendations provided to Amana Ltd to prepare their budgets and control them shall assist the company in achieving their desired goals. Variances calculated through flexed and actual budget have specifically pointed towards the areas that the company needs to focus on and enhance those areas of cost. Besides, from the second task, it has been advised to the company to conduct their business through online platforms by upgrading their website as through the analysis it has been displayed that this option has shown more promising results. The company will lose its control over pricing and return policies on using the Amazon platform. 
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