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[bookmark: _Toc91716905]Introduction
Management accounting is the branch of accounting that deals with financial analysis and decision making from the internal perspective of an organisation. That is, Management Accounting primarily deals with the internal quality control, budgeting and forecasting, financial analysis and decision making for the overall operation of the firm (Ward, 2012). The knowledge and application of Management Accounting in every organisation is at the core of the successful management of the organisation’s operations and quality control. It helps managers to get a clear view about the cost and benefits of the operations in the organisation and take necessary decisions that focuses on maximising the profit of the firm (Jiambalvo, 2019).
In this assignment, I will apply the techniques of Management Accounting tour business named Amana Ltd. As discussed, Management Accounting will definitely help this organisation to manage the operations of the firm more effectively.
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[bookmark: _Toc91716907]Preparation of actual budget, flexed budget, and deviation
An original budget is the budget that a company’s financial managers prepare so that the activities of the organisation can be performed according to the specifications in the budget (Warren et al., 2016). The original budget it is prepared on the basis of historical operational data and other market information which is available.
A flexed or flexible budget is a controlling tool that the management uses to compare the actual result of of organisational operations with the estimated or budgeted figures. To make the comparison logical, managers assign the same weight, i.e., number of units produced actually, to the budgeted figures and measure the variability of the figures, if any (Noreen et al., 2011).
The table below analyses the manufacturing information of Amana Ltd. It measures Amana’s flexible budget according to its original budget and compares the flexible budget with the actual result to find the variation.
	Particulars
	Original Budget
	Flexed Budget
	Actual Result
	Deviation

	Units
	100,000
	80,000
	80,000
	

	Selling price
	25
	25
	20
	

	Sales revenue
	2,500,000
	2,000,000
	1,600,000
	(400,000)

	Variable costs:

	Materials
	250,000
	200,000
	280,000
	(80,000)

	Labour
	400,000
	320,000
	440,000
	(120,000)

	Overhead
	150,000
	120,000
	120,000
	0

	Contribution
	1,700,000
	1,360,000
	760,000
	(600,000)

	Fixed overheads:

	Warehouse rental
	200,000
	200,000
	170,000
	30,000

	Insurance
	100,000
	100,000
	100,000
	0

	Supervisory salary
	50,000
	50,000
	35,000
	15,000



Computation
Figures of the original budget are according to the given units and per unit prices. The given sales unit is 100,000 and the selling price is 25 pounds. In the calculation of flexed budget, the given unit is 80,000 and all other variable cost figures are based on this sales unit, with the selling price of 20 pounds per unit. And the actual result is as given in the question. The deviation figures are calculated as the difference between the figures of flexed budget and the actual result.

[bookmark: _Toc91716908]Preparation of an income statement for measuring financial performance
An income statement is the best representative of an organisation’s financial performance (Weil et al., 2013). It consists of all revenue items and income items which result in the firm’s profits or losses. Below is the income statement of Amana Ltd based on the given data in part (i).
	Amana Ltd
Income Statement
For the period ending December 2020

	Sales revenue
	1,600,000

	Variable costs:
	

		Materials
	(280,000)

		Labour
	(440,000)

		Overhead
	(120,000)

	Total variable costs
	(840,000)

	Contribution margin
	760,000

	Fixed overheads:
	

		Warehouse rental
	(170,000)

		Insurance
	(100,000)

		Supervisory salary
	(35,000)

	Total fixed overheads
	(305,000)

	Total direct costs
	(1,145,000)

	Gross profit
	455,000



Computation
This income statement is based on the actual production and sales data for the year 2020. The number of units produced and sold is 80,000 at a price of 20 pounds per unit. The difference between sales revenue and total variable cost is the contribution margin which is 760,000 pounds. After detecting the total fixed overheads of 305,000 from the contribution margin, we get a gross profit of 455,000 pounds.

[bookmark: _Toc91716909]Recommendations for Amana Ltd to bring improvements in its business
Looking at the business condition of Amana Ltd in 2020, there is no doubt that the firm needs to improve and become more efficient than before. Below are some recommendations based on Amana’s flexed budget and actual result causing the deviation in some figures that Mr Amana can work on.
First of all, Amana needs to investigate the division in its number of units actually sold. There can be seen a negative deviation of 20,000 units sold from what was originally estimated to be 100,000. To address this issue, Amana needs to perform market analysis and find out why people bought less than what was actually budgeted. After finding out the reason of decreased sales, i.e., better market offering by competitors or or low-quality products from Amana, it must take necessary correcting steps to solve various problems causing decreased number of units sold (Duck, 2011).
Next, Amana needs to be informed why it had to sell its products at 20 pounds per unit instead of 25 pounds as originally estimated. The decrease in price is almost 20% which is a bad sign for the financial performance of Amana. Also, Amana needs to investigate why its sales units decreased despite reducing the selling price per unit.
As a result of of decreased sales units and reduced selling price, the net revenue of Amana has seen a negative deviation of 400,000 pounds which accounts for 20% of the estimated revenue according to the flexible budget prepared in in requirement (i). This decrease revenue is obviously not a good sign for Amana in the long run (Magar and Shinde, 2014). Therefore, the internal control department of Amana must look into this matter and solve the problem as soon as possible.
To increase its sales units, Amana first needs to identify the reason of decreased sales and then perform the following activities:
· Performing intensive marketing and advertising
· Offering quality products than before
· Understanding competitors’ strategies and formulating counter strategies
· Changing physical warehouse locations to where people visit more often
· Shifting some of the supply chain process to online and website-based selling
To achieve a better contribution from its sales revenue, Amana needs to take special care of its variable cost items. It is seen that the the estimated material cost for 80,000 sales units should be 200,000 pounds. But Amana in curse and additional 80,000 in materials. This increased additional cost accounts for about 40% of the original estimated cost. This increase in material cost is huge and it must be controlled with proper corrective measures. It is recommended that Amana change its supplier of the whole supply change that causes the material cost to be higher. Also, Amana needs a better monitoring office inventory management system.
The labour cost of Amana has also increased by 120,000 pounds which is about 38% of the original estimation. One reason behind this overstatement may be attributable to employing more labourers than required. For this, the cost of per unit labour increases. To avoid overemployment of labours and keep the labour productivity at the efficient level, proper human resource management actions must be needed.
There is no recommendation regarding other overhead costs because there is no change in this figure which indicates that the actual amount equals the estimated amount.
Finally, Amana must perform market research to find out what changes have been brought about in the market mechanisms due to the Covid-19 effect. For example, the increased material cost can be attributed to the lower supply of raw materials which is the result of inefficient supply chain disrupted by the Covid-19 pandemic. Also, the decrease in number of units sold and the selling price can be attributed to the decreased demand of tourism services that is directly influenceable by the the national restrictions imposed by the UK government so that the spread of the Covid-19 pandemic can be controlled.
Because the coronavirus pandemic has shaped the manager of the provision of services and delivery of products in a different way, Amana must shift toward selling its products and services using digital media such as its specialised and customised websites, online platforms, social media marketing, and other intangible supply chain media.
Mr Amana needs to invest more in in internal controls and waste management. Besides, the firm needs to focus on strategic management and marketing approaches (Ansoff et al., 2018). Whereas the competitors have already gone online, Amana is still lagging behind. To make sales more dynamic and regular so that the variation can be reduced, Mr Amana should use digital media for the provision of service.




[bookmark: _Toc91716912]Conclusion
In this assignment divided into two parts, I have prepared various control reports in part A and recommended what changes in the business strategy Amana Ltd should bring about. The basis of my recommendation was the deviation in Amana’s operating activities figures such as sales and variable costs. In part B, I have analysed Amana’s decisions to modify its strategic business units based on its relevant costs and recommended which decision should be best for the business to become profitable in the long run.
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The decision that has been taken by Mr Amana to move around 50% of their sales revenue from the offline mechanism to the online mechanism is better. The reason is that in today's business world most of the sales revenue of any type of business organization come from the online mechanism and the reason behind this is that this online mechanism helps this Amana Ltd to provide the required goods and products to the doors of their customers or the clients within very shortest and weakest possible time (Bhimani, Datar, Horngren and Rajan, 2020). And for this reason, the customers and the clients can be able to get their demanded products and services at their home within very shortest possible time and this will increase their buying mechanism from this Amana Ltd and eventually it will help this Amana Ltd to achieve its target profitability and sustainability for its upcoming business days. The company's Brighton Birmingham City center and the Manchester City center branches are able only to cater to around a limited area or very limited section of people. 
While Mr Amana could enjoy a very much higher level of loyalty based on the presence of the offline stores the potential to reach the newer and higher level of customer basis would be very much low for these offline stores (Bhimani, Datar, Horngren and Rajan, 2020). In addition, there are some associated expenses with the physical stores like the salary of the store manager, salary of the salespersons, the maintenance cost of the stores and that decoration cost of the products and services in their stores. That is why by shifting around 50% of the sales revenue to the online mechanism by the online model that will be targeted on the UK Europe and the US, this Amana Ltd has a very much high level of potentiality to increase the market share and the sales revenue exponentially and also it will increase the customer base for having an effective and efficient sustainable business operation (Horngren et al., 2020). In addition, at the same time, this Amana Ltd can be able to take strategic reposition for its remaining offline stores so that it can be able to cater for different types of domestic customer bases and the company's loyalists.

For shifting to the online mechanism, Mr Amana has two options for choosing the online sales mechanism or channel. When Mr Amana will set up one dedicated online retail store it will guarantee the sale of around 100,00 units annually. However, it will incur a very much high level in terms of setup cost which is around GBP 200,000. In addition, this online sale mechanism will have an annual cost of GBP 35,000 for the salary of an information technology expert for the operation and maintenance of the online sales channel and the main thing is that this cost is sort of a recurring cost for this Amana Ltd annually. On the other hand, Mr Amana has one more option or an alternative way for this online shifting from the offline store retailing. The second alternative is that the company can be able to sell its products and services through the Amazon incorporation and this would entail around the cost of GBP 50,000 which is one kind of recurring cost, and this will be payable annually to the Amazon incorporation. However, this Amazon incorporation mechanism for the online sales channel will provide a guaranteed sale of around 65,000 units per annum.
From the above analysis, it can be said that if this Amana Ltd chooses to move into an online mechanism through its online website their development and its online model then it will have to incur the cost of around GBP of 235,000. And in addition, it will generate sales of around 100,000 per annum. On the other hand, if this Amana Ltd chooses to switch to Amazon incorporation online mechanism, then it will have to incur one kind of recurring cost of around GBP 50,000. And this will generate sales of around 65,000 units per annum. That means from the cost perspective, the cost of choosing the method for going through the online model of the Amazon incorporation is lower than the cost of setting up own online mechanism model of that business organization (Horngren et al., 2020). That means it can be said that in terms of the relevant cost for the alternatives for moving from the offline selling mechanism to the online selling mechanism, Mr Amana needs to choose the online model of Amazon incorporation as it has a lower cost in comparison with another model.
Apart from the decision that has been taken based on the relevant cost structure of the alternatives for moving into the online selling mechanism Mr Amana needs to analyze other factors in terms of brand loyalty and brand awareness in different target regions (Harahap, 2019). That means Mr Amana needs to analyze whether the targeted area’s people are preferring the offline mechanism or the online mechanism and which online model. Based on those qualitative factors the person needs to devise his final decision (Burney, 2019).
Above all keeping, in all the sectors that have been presented above, the best approach for Mr Amana would be to consider choosing the selling mechanism via the Amazon incorporation for the first two or three years (Burney, 2019). When the products brand awareness and brand image will be significantly increased in the targeted areas then that person can be able to consider for switching to the dedicated and own online mechanism for this Amana Ltd (Harahap, 2019).
l
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