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[bookmark: _Toc102012103]Introduction 
      Management accounting aims for identifying the cost pipeline of a business and how these cost pipelines are used to formulate the organizational internal decision-making strategies for the business. It accumulates cost accounting and other accounting data for the betterment of the cost and benefit of the business. When a firm wants to formulate any strategy which is relevant to the business, it must consider the costs of the proposed projects, and then it must identify the benefit of the project (Nixon and Burns, 2012).     
     Managerial accounts determine those costs and how to formulate the internal business strategies by using those costs are identified through this process. In this report, there have given two business scenarios which will be analyzed to show by adopting better management tactics in those businesses. As a result, in the first part of the report, there will be analyzed the budgetary control and costs and actual costs differ from the budgeted costs and the second part contains the profitability analysis and Break-Even analysis by which the business can able to know at which point the firm should produce and sell to earn profit and at which point firm has no loss and profit. 
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[bookmark: _Toc102012105]i) Preparing the monthly budgetary control report by showing the original budget, flexed budget, and variances of Amana Ltd 
         In management, accounting budgeting is one the crucial part for the manager to take an internal decision and formulate competitive business strategies. In this case, the manager must know proper budgeting and must have the prudence for forecasting the future. For the betterment of the company, they introduce a budget for every upcoming year based on previous experience and other quantitative and qualitative data (Fadjar, 2020). In that situation, budgeting becomes the blueprint for the company to formulate the strategies for the company within the given year. A company's ability to perform in the future is relevant to prudent managerial control of the budget. 
       A budget is the plan of actions that should be undertaken by the company through a quantitative formula. Budgetary control is the control mechanism for calculating the planned and actual budget for the company. When a company is getting a rival in the operations, it must scrutinize its plan of action that has been undertaken by the rivals (Firk, Richter and Wolff, 2021). And this scrutinization is only possible when a company can measure the financial and quantitative data for the future. Amana Ltd is one of the companies which has been facing demand and supply shocks since the beginning of the pandemic. After the economic downturn, all businesses are coming into a competitive position and Amana has to do the same job to survive in the market. 
       For those so many reasons, the management of the Amana has come up with the solution to make budgetary control over their operations. This control activity will help the management in controlling costs and where the significant amount of costs deviate from the actual results. Budgetary control also removes one's understanding or views on the results. 
     Most of the cases, a company makes a master budget for its accounting period based on the convenient products and services. When a company does this, they also sub-grouped to the small period such as quarterly or monthly and so on. Those budgets are used as the standard of the operation and for this reason, the company can quantify the difference amount between actual and budgeted. To compare the result, a person can identify the budgetary control and budgetary slack by calculating the variances. 
      Variance analysis is drawn from the budgeted amount and actual amount and to make flex between them, we need to calculate the flexible budget (Firk, Richter and Wolff, 2021). Where two types of variance are analyzed for the budgeted and flexible analysis. When the manager found some variance in the result, they utilized the result based on the situation and try to introduce more and more satisfactory results and can able to know where they need to improve for the overall performance of the situation. 

Amana Ltd
Budgetary Control and performance report
For the month ended April 2020
	
	1
	2 = (1-3)
	3
	4 = (5-3)
	5

	
	Actual Budget
	Revenue and Spending Variance
	Flexible Budget
	Activity Variance 
	Planning budget

	Units 
	80,000 
	 
	Actual Unit 
	
	100000

	Sales  
	£1600,000 
	£400,000 (U) 
	£2000,000 
	500000 (U)
	2500000

	Variable Expenses: 
	 
	 
	 
	
	

	Materials (Table-1) 
	280,000 
	80,000 (U) 
	200,000 
	50000 (F)
	250000

	Labour (Table-1) 
	440,000 
	120,000 (U) 
	320,000 
	80000 (F)
	400000

	Overhead (Table-1) 
	120,000 
	-
	120,000 
	30000 (F)
	150000

	Contribution 
	760,000 
	600,000 (U) 
	1360,000 
	340000 (U)
	1700000

	Fixed overheads: 
	 
	 
	 
	
	

	Warehouse rental 
	170,000 
	30,000 (F) 
	200,000 
	-
	200000

	Insurance 
	100,000 
	- 
	100,000 
	-
	100000

	Fulltime warehouse supervisor salary 
	35,000 
	15,000 (F) 
	50,000 
	-
	50000

	Net Income 
	£455,000 
	£555,000 (U) 
	£1010,000 
	340000 (U)
	1350000






Working: Calculation of the results 
Table-1
	
	1
	3
	5

	
	Actual Budget
	Flexible Budget
	Planning budget

	Units (Q)
	80,000 
	80,000 
	100000

	Sales  
	80000Q * 20 
	80000Q * 25
	100000 * 25

	Variable Expenses: 
	 
	 
	

	Materials (2.5Q) 
	280,000 
	80000* 2.5 
	100000*2.5

	Labour (4Q) 
	440,000 
	80000*4 
	100000*4

	Overhead (1.5Q) 
	120,000 
	80000*1.5 
	100000*1.5

	Contribution 
	
	
	

	Fixed overheads: 
	 
	 
	

	Warehouse rental 
	170,000 
	200,000 
	200000

	Insurance 
	100,000 
	100,000 
	100000

	Fulltime warehouse supervisor salary 
	35,000 
	50,000 
	50000

	Net Income 
	£455,000 
	£1010,000 
	1350000



   Here, we have assumed that the total quantity produced and sold for each case is Q. To calculate the cost for every cost unit and revenue for a flexible column, we had to take the actual quantity and budgeted rate to compare the result. 
[bookmark: _Toc102012106]ii) Performance report based on the calculation of (i): Amana Ltd
        According to the financial data, the Amana company is getting prepared for the result of the budgetary control. Budgetary control is the control where the company gets the planning data for the betterment of the organization with the deficiencies. If we calculate a budgetary financial statement, initially we will get a financial statement which is relied on the financial data but we don't compare the result based on the financial performance for the year ended with the actual result, it becomes impossible to identify the bottlenecks of the company (Butt, 2010). For, this reason, we made a flexible budget where we used the actual quantity and budgeted rate. By comparing the actual and budgeted rate we get activity variance and by comparing the flexible budget and planned budget, we get revenue and spending variances. A company has to deal with both of those variances.
Here, Revenue and spending variances identify the deficiencies between the actual budget and the flexible budget. In the actual budget how much costs occurred for a specific unit of product and how much price it has been charged for that unit is identified. Revenue variances are the difference between the revenues of the two. Where spending variances are the differences among the related costs. 

Revenue and Spending variances of Amana Ltd: 
        Net this variance is unfavorable for the company because the quantity produced at the actual level and the quantity assumed in the budget are not the same. Here, unfavorable revenue variance is created because the selling price of the planned budget is lower than the price of actually sold units (Lamberton, 2008). As a result, revenue variance becomes, 400000 unfavorable despite the same quantity of units sold. On the other hand, a company can flex this by addressing the actual result based on the budgeted result for the available resources. Unfavorable 400000 means the company is losing to make revenue that amount by adopting the current budgetary control. And total net variance is £555,000 which is also unfavorable.
Activity Variance of Amana Ltd:
       The managerial accountant creates activity variance because of the comparison between the actual and budgeted results. To do that, the accounts make a flex where they bring the figure into a similar quantity to compare the same weighted amount. Activity variance makes the activity similar by introducing a flexible budget (Lamberton, 2008). As a result, Amana Ltd has been able to identify the factors that influence them to make that unavailable results for the company. Here, 20000 activity differs from the budgeted and actual result. The activity variance is £340000 which is unfavorable and indicates the firm incapability of using resources for the company. For this reason, the firm has a very significant amount gap between the results. 
[bookmark: _Toc102012107]iii) Providing recommendations to the CEO of Amana Ltd for areas of improvement
As the revenue and spending variance is very high which indicates the firm could not able to utilize the full amount of resources that is equivalent to the actual result. For this reason, the firm needs to improve areas. There are some pieces of recommendations for the CEO of Amana as follows:
· As the price range of actual and budgeted is not the same and it has created a gap between the amount of actual and budgeted units. 
· Sales units of budgeted and actual are not same too. Here, budgeted sales units have differed by 20000 units which is a very significant quantity to make a difference. Almost 20% of the units were unsold. The CEO should find out whether the sales have decreased for an organic reason or not. If anything happens, then the CEO should find out the reasons for what grounds. 
· In the activity variance, all variable costs become unfavorable and in the revenue and spending variances all fixed costs become unfavourable which indicates that the firm has less control over variable unit utilization based on actual and for the fixed costs, it is assumed that the firm has less control over fixed costs utilization or the firm is unable to utilize the full capacity of the machine and other fixed costs. The CEO should figure out those problems (Pollono and Pupkevičs, 2021). Besides overall report shows that firm is not performing very well and have not well organised to formulate a budget.
· A budget is also a communication from the top tire employees to lower layer employees. If an organisation is unable to formulate strategies or unable to communicate the plan of action from top to bottom, this firm will certainly become bankrupted and progress become slack. For this reason, the CEO should identify the proper way of communication through budgetary control of the firm. 

[bookmark: _Toc102012108]Part-B
The covid-19 pandemic affected the most the tourism and other related sectors. Here, related sectors are those which are depending directly on tourism. Amana Ltd is one of those sectors. As this pandemic has shifted the customer from offline to online, the company is planning two options for restructuring its business strategy. The first one is to sell products online and the other is selling through Amazon by introducing a minimum commission and other benefits. Considering the options
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First, we need to identify the relevant cost for the company if they chose the first option. 
Here, is the relevant cost will be as follows 
Selling Online
	
	 Amount (£)

	Units sold (Q)
	100,000 

	Sales revenue 20Q
	£2000,000 

	Variable Expenses: 
	 

	Materials (3.5Q) (Table-2)
	350,000 

	Labour (5.5Q) (Table-2)
	550,000 

	Overhead (1.5Q) (Table-2)
	150,000 

	Contribution 
	950,000 

	Fixed overheads: 
	 

	Warehouse rental 
	170,000 

	Insurance 
	100,000 

	Fulltime warehouse supervisor salary 
	35,000 

	Other Costs
	

	Delivery network
	150000

	Website handling 
	50000

	Salary of IT programmer
	35000

	Total additional cost
	540000

	Net Income 
	£410,000 



Per unit variable costs calculation based on the actual result
Table: 2
	1
	2
	3
	4= 2/3

	Particulars
	Costs 
	Unit
	Per unit cost 

	Materials 
	£280,000             
	80000
	3.5 

	Labour 
	£440,000                
	80000
	5.5 

	Overhead 
	£120,000     
	80000
	1.5 

	Total VC
	10.5



According to profit, the company should accept the project. Because, if the firm is unable to make a net profit by introducing online sales, then, it will not be the same for the company. After adopting the project, the projected revenue will increase significantly and in near future, more people will for online purchases and that's why there have also some objective criteria to invest in Online selling. But for the current year, the company will experience half of the sales will be made online, that's why the firm must introduce online selling. Now, it seems that the firm is experiencing a reduction in profit if they proceed online. 
By considering BEP analysis of Option-1
VC = £10.5
Total Fixed cost = 540000
Per unit selling price = £20 
So, BEP = 




=
= 
= 56822.10526 
= 56822 units (rounded)
Here, the firm has to sell 56822 units of products if they want to bring Break-Even Point. And in that situation, the firm can able to sell 56822 * £20 = 1136440, and the profit-generating unit will be 43178 units. And that quantity is also considered the safety stock of the company. 


[bookmark: _Toc102012110]Option-2
Selling into Amazon
	
	 Amount (£)

	Units sold (Q)
	65000 

	Sales revenue 20Q
	£1300,000 

	Variable Expenses: 
	 

	Materials (3.5Q) (Table-2)
	227500 

	Labour (5.5Q) (Table-2)
	357500 

	Overhead (1.5Q) (Table-2)
	97500 

	Contribution 
	617500 

	Fixed overheads: 
	 

	Fulfillment benefit
	50000 

	Insurance 
	100,000 

	Total fixed cost
	150000

	Net Income 
	£467500 



Since the company has not experienced any fixed costs if they go to Amazon except those fulfillment benefits and Insurance costs. If they go to Amazon, they will have higher profits compared with the online.
By considering BEP analysis of Option-2
VC = £10.5
Total Fixed cost = 150000
Per unit selling price = £20 
So, BEP = 

=
= 
= 15789.47
= 15790 units (rounded)
Here, the unit sold is 65000, and from which 15790 are the Break-Even Point units. So, the safety stock will be 65000-15790 = 49210 units 
By comparing these two options 
	
	Option-1
	Option-2

	Unit sold
	100000 units
	65000 units

	BEP unit
	56822
	15790

	Safety stock 
	43178
	49210



So, based on the safety stock the firm needs to sell through Amazon.



[bookmark: _Toc102012111]Conclusion

        Every organisation has a profit-earning capacity if they properly utilize the costs and benefits of the company. Management accounting systems are used to identify the bottleneck of the company used in the operation by identifying the costs and benefits. Amana Ltd has been facing COvid-19 since 2020 and now it has some bottlenecks in the operation (Scapens, 2012). For this reason, the company has to identify the reasons why the firm is availing of the opportunity from the budgeted sales and actual sales and why the budgeted amount significantly differs. Another important aspect of the company through accepting two option of the company and selling it. 
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