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[bookmark: _Toc100342223]1.0 Introduction:
Budgetary accounting denotes the cost & accounting method in which an entity or organisation would have to determine different areas of forecasted revenue and expenses. Then, the planned spending and earnings are compared with the actual results from time to time (Carroll, 2012). In managerial accounting budgetary accounting methods plays a crucial role. In the first part of the assigned task, initially, the monthly control report demonstrating the original budget, variances and flexible budget would be illustrated. Afterwards, based on the budgetary control report, a report would be prepared for describing the annual performance of Amana’s venture. Moreover, some recommendations would be provided to the CEO of Amana regarding possible areas for improvement. In the final part, through proper scrutinization of the relevant costs and other martial factors, some justified reasonings and recommendations regarding the selection of any of the two online supply chain development options have been provided. 
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[bookmark: _Toc100342225]2.1 Preparation of the Control Report on Original, Flexible Budget & Variances: 
The budgetary accounting system is a crucial accounting application that helps an organisation evaluate and compare its actual and projected financial performance. An organisation would have to project its revenue and expense sources and determine the financing amount to ensure smooth, efficient and cost-effective business operation (Jiambalvo, 2017). Hence, the entity would have to appoint a well-experienced budget manager or accountant to optimise cost allocation & spending and budgeting. 
Initially, the scrutinization of previous representative years’ budgeting statistics, the influence of various environmental factors like recent industry & market performance, economic condition, changes in the organisational strategies would have to be given significant consideration before drafting budgeting working papers & finalising cost allocation (Amasud, 2013). Therefore, the organisation would prepare their initial ‘Original or Planning Budget’. Then, as time passes and some unwarranted and unprecedented significant events occur, the Planning Budget might keep on deviating from the projected actual result. Hence, the manager needs to reconsider those newly arising factors and include their impact on the new budget named ‘Flexible Budget’. ‘Flexible Budget’ denotes the updated budget that shows what the newly predicted cost amount should be provided that the actual level of activity (sales units) is taken under consideration (Hussey and Hussey, 2013). In the flowing figure, the original budget, actual costs, flexible budget, and the variances (both revenue & spending variances and activity variances) are calculated and illustrated. 
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[bookmark: _Toc100337779][bookmark: _Toc102330088]Figure 1: Control Report on Flexible Budget and Actual Results 
Source: Own
Here, at first, by considering the influences of various factors, Amana ltd. prepared its Flexible Budget for the ended month of April 2020. The Actual Results and Flexible Budget are provided in the case. By multiplying the unit selling price by the number of units sold, the Revenue amount of the actual result and the Flexible Budget are calculated which are respectively £1600000 and £2000000. Moreover, the projected expenses are calculated by considering the total unit count of 80000 units.
However, due to the sudden emergence of a totally unprecedented and unwarranted COVID pandemic, the overall global economy, especially the tourism, hospitality and travel industry got hurt very badly. Likewise, the Tourism business of Amana got damaged by the pandemic & its overall actual sales price per unit was reduced to £20 from the Budgeted £25. 
By selecting the actual sales quantity of 80,000 units and projecting that quantity on the per-unit costs of the planning budget, the company can determine the Flexible Budget. The flexible Budget is prepared by re-establishing the budget structure with the updated actual sales quantity. Here, from the figure, the company’s deviation of Net operating profit from the Actual Result to the Flexible Budget is (£455000 - £1010000) = -£555000 (Net Operating Loss). This reduction in actual Net Profit is an Unfavourable result. The Flexible budget shows the reduction of Net Operating Profit of £555000 compared to the Actual Result. 

[bookmark: _Toc100342226]2.2 Preparation of a report on Amana’s performance based on the Control Report: 
The overall annual financial performance determines an entity’s acceptability to the shareholders & various stakeholders (Ferris, 2011). Here, Amana’s annual performance would be scrutinised based on the Control Report of Original Budget, Flexible Budget and Actual results. 
[bookmark: _Toc100342227]Sales: 
Sales revenue consists of two variables- quantity and price. Here, as per Amana’s control report, it forecasted the sales quantity and per-unit price to be respectively 100,000 units and £25/per unit. But the blunt impact of the COVID pandemic lead to a significant deviation of both of these variables related to sales revue. The actual result demonstrates both sales quantity and per-unit price to be lower than the forecasted ones; actual sales units are 80,000 units at £20/per unit price. Evidently, the company drastically failed to accomplish its budgeted sales target. 
[bookmark: _Toc100342228]Fixed Costs: 
An organisation would have to incur an almost similar amount of fixed costs even if its production and operation change their pace or get stopped (Moriarity and Allen, 2013). Likewise, although Amana failed to reach the targeted budgeted sales revenue it still had to incur almost similar costs in some fixed cost areas. For instance, regardless of the budgeted or actual performance, the total insurance cost of Amana in 2020 is £100,000. However, because of the pandemic, the company could justifiably reduce its payment to the real-estate owners (warehouse rental fee) and payment to the warehouse supervisors (supervisor’s fixed salary). 
[bookmark: _Toc100342229]Variable Costs:
Variable costs comparison would help evaluate the actual and budgeted performance. Amana ltd. forecasted its per-unit material cost to be £2.5, per-unit labour cost to be £4, and per-unit overhead to be £1.5. The company’s actual per unit variable expenses are as follows:

	Particulars
	Calculation
	Actual per unit 
Variable Cost (£)
	Budgeted per unit Variable Cost (£)

	Materials
	= (£280000 ÷ 80000)
	3.5/unit
	2.5/unit

	Labour
	= (£440000 ÷ 80000)
	5.5/unit
	4/unit

	Overhead
	= (£120000 ÷ 80000)
	1.5/unit
	1.5/unit


[bookmark: _Toc100342190]Table 1: Actual and Budgeted per unit variable cost 
Source: Own
Here, the actual per-unit material cost of Amana is £3.5 per unit which is £1 higher than the budgeted one. Then, the actual per unit labour cost is £5.5 per unit which is £1.5 higher than the budgeted one. Per unit overhead cost, however, remained unchanged throughout the whole period. In a nutshell, the overall variable cost of the company increased because of the pandemic. Thus, the overall productivity and performance of the company got hurt during the year 2020. 

[bookmark: _Toc100342230]2.3 Recommendation to the CEO on Amana’s area of improvement: 
The budgeting manager of an organisation needs to recommend some area of improvement to the organisational decision-makers based on the deviation of the actual result, Flexible Budget and Original Budgeted performance (Han and Lobo, 2018). For instance, if the budgeted performance of an entity shows lower costs than the actual costs or higher revenue than the actual revenue, then the company is facing unfavourable conditions; hence, some positive improvements and changes in policies would be recommended for these costs. On the contrary, if the budgeted performance of the entity shows higher costs than actual costs or lower revenue than the actual revenue, then the company is facing favourable conditions. In such favourable cases, the budgeting manager would not have to worry too much. The Control Report of the Original, Flexible Budget & actual cost demonstrated in figure-1 clarifies all these favourable and unfavourable conditions. 
For instance, as per the control report, the company’s all the changes in the fixed expenses related to the venture like Warehouse Rental, Insurance expense, Warehouse Supervisors’ salary had been comparatively lower and favourable in the ‘Actual results’ than that of ‘Original and Flexible Budgets’. Hence, The CEO would not have to concentrate its focus on these costs. 
However, with regards to the variable expenses, except for the overhead expenses, other expenses like Materials and labour expenses had increased in the Actual results compared to the Original forecasted costs. Hence, these unfavourable changes arising from increasing costs would have to be taken under series consideration by the management and decision-makers; they would have to recommend what should the improvement options. In that case, the company might try to change and update its marketing strategies, selling strategies, and operational strategies to boost up its reduced sales to tackle the unfavourable increasing cost condition (Schultz, 2018). 
Finally, the discrepancy between the sales revenue of Amana ltd.’s Original C and the actual result also clarifies that the resulting impact of the COVID pandemic led to the reduction of actual revenues compared to the Original budgeted amount of revenue. Hence, this unwarranted deviation created an unfavourable situation for the business of Amana ltd. Hence, the CEO of the company would need to give special focus on this area to further boost up the sales and revenue. 
Thus, Amana Ltd.’s CEOs would be recommended to direct their focus on those areas of the Revenue and expense deviations from the budgeted performance to actual results where changes lead to an unfavourable situation. Then, through proper evaluation of the problems and implementation of constructive & efficient improvement mechanisms, these unfavourable situations can be neutralised or transferred into favourable situations. 
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A business needs to ensure retention of competitiveness, sustainability, and enhancement of competitive advantages (Black and Miller, 2012). Hence, it needs to comply with the updated changes in business operational strategies. Likewise, a business, to retain its competitiveness in this tech-based world economy, would have to adopt online communication technologies and an online platform-based supply chain. However, the organisation can either develop its own online delivery network mechanism (delivery platform) or outsource the delivery activities from an external entity. However, in such cases, various crucial influencing factors like costing, bargaining power retention and control retention and other issues need to be taken into consideration (Powell and Hulad, 2013). Now, in the following case of Mr Amana, through proper scrutinization of these mentioned factors, justified reasonings and recommendations regarding the selection of any of the two online supply chain development options would be provided.
[bookmark: _Toc100342232]3.1 Justified recommendation on the selection of an online selling & delivery platform: 
Due to intense digitalisation and the enhancement of communication technologies, most of the businesses have shifted their offline sales to online-platform-based sales (Bailey, 2013). Likewise, Mr Arman has decided to shift its 50% sales to the online platform. However, he has two feasible options; one is to create its own online selling network and another one is to use Amazon as an outsourcing channel for online selling. In this circumstance, a comparative analysis of the advantages and disadvantages of these two options would help decide the selection of the best feasible option.
[bookmark: _Toc100342233]Cost Consideration: 
The fundamental influencing factor in the decision making regarding the selection of a standard online supply chain & delivery platform is the Cost consideration. A logically driven manager would, based on an initial brief evaluation, would tend to select that option that costs lesser (Rich, 2015). 
Here, considering the cost consideration, the cost comparison of Amana’s projected new online platform and Amazon Online platform are as follows:
	Particulars
	Own Customised Online Platform
	Outsourcing Amazon’s Online Platform

	Cost Consideration 
	(Delivery network setting cost + Cost of upgrading current website + Annual Payment of IT programmer) 
= (£150000 + £50000 + £35000) 
= £235000
	(Amazon Fulfilment fees) 
= £50000


[bookmark: _Toc100342191]Table 2: Cost-Comparison of Amana’s Own Platform and outsourced Amazon platform 
Source: Own
The illustrated cost comparison shows that outsourcing an external online platform is way cheaper than developing Amana’s own platform. Hence, based upon cost consideration Amazon might a suitable option. However, many other factors also need to be taken into intense consideration. 
[bookmark: _Toc100342234]Demand and Sales Quantity Consideration:
The demand for a product and sales growth is largely influenced by the performance of the platform through which these products or services are offered (Markuleta and Errandonea, 2018). Hence, annual demand for products is demonstrated through a quantifiable measurement scale, ‘Annual quantity of units sold’ which could be used as a better comparison factor among two or more options. 
In the following case, if Amana decides to launch its products in its sole-developed & customised online platform, based on the market-industry & product research, its forecasted online sales amount would be almost 100,000 units annually. On the contrary, if Amana decides to rather outsource the Amazon platform its guaranteed sales amount, considering the intense competition with other competitors existing on the platform, is predicted to be almost 65000 units per year. Moreover, some potential growth in sales and product demand are also forecasted to be seen on the Amazon platform. However, considering this comparison of the forecasted units sold, Amana’s own platform seems to be much more preferable as it guarantees (100000-65000) = 35000 units excess sale.  
[bookmark: _Toc100342235]Consideration of control over operation, maintenance, pricing & return policy: 
An entity launching its own operation is expected to hold much control over the operation, its maintenance, its policymaking and policy up-gradation (Hise, 2010). All these benefits might influence the top executives and decision-makers to create their own online platforms. For this reason, many growing business organisations are tending to update their own website or develop their own smartphone-based apps for conducting selling and product delivery online.  
Here, Mr Amana wants to evaluate its option to develop its own online selling network by encountering some lavish expenses. If the company could bear these expenses and build the network, it would be able to customise the website interface based on its personal preferences and in a customer-friendly manner. Moreover, the firm would be able to update the discounts, pricing policy, and return policy as per its own wish and advantages. Thus, throughout the whole operation, the company itself would possess full control which would ensure a competitive advantage. 
On the flip side, if Amana wants to use Amazon’s online network system, it would have to face some limitations related to internal control and operations. Moreover, all types of rules, regulations and policies enabled by Amazon might not be suitable or favourable for Amana’s business. For instance, there might be some inventory related regulations, total goods stock related limitations, pricing & discounting policies and so on. Furthermore, in various circumstances of environmental changes or economic & global crises, the company policy might be highly detrimental to Amana’s business. In worst cases, Amazon itself might tend to impose its bargaining power and try to manipulate products price or ban products of Amana from its site, thus causing a huge shock to its business. Thus, throughout the whole operation, Amana would possess very little or no control which would hamper its competitive advantage.
[bookmark: _Toc100342236]Recommendation:
Thus, by evaluating the Cost comparison, growth of demand & sales consideration, and control over the operation, maintenance, pricing & return policy, it can be recommended that Amana introduce its own online platform instead of using Amazon’s platform. Although, considering the cost perspective, setting up own platform is comparatively costly, in the long term this platform would be cost-efficient along with providing those other benefits like higher sales growth, and increasing control over operations, policies & strategies. Hence, Amana is justifiably recommended to launch its own online selling network. 


[bookmark: _Toc100342237]4.0 Conclusion:
An organisation needs to create a financial budget and update the forecasted amount by comparing it with the actual results. Thus, Actual Budget and Flexible Budget calculations contribute to efficient financial resource allocation (Otley, 2014). In the first part of the report, a control report is prepared by showing the original budget, forecasted budget and ‘Revenue & Activity variances. Due to Covid Pandemic, the company's actual sales quantity, revenue, and net operating profit are way worse and unfavourable than the Original and Flexible Budgets. Moreover, some variable expenses are comparatively higher in actual results which makes the result unfavourable. Hence, the CEO of the company would be recommended to use policies & strategies to shift the unfavourable situation to favourable ones by boosting up sales & minimising expenses. Then, in the next part, Amana decided to enrol on an online platform to enhance its sales quantity. Hence, out of two feasible options, based on scrutinization of various factors like costing, control & maintenance, sales growth and the demand condition, the sole-made online platform of Amana is recommended for conducting online selling & delivery. 
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(1) Actual Results 

(£)

Revenue & 

Spending 

Variances (1)-(2)

Impacts* 

(2) Flexible 

Budget (£)

Units Sold 80,000 0 80,000

Per unit selling price 20 25

(a) Revenue 1600000 -400,000 U 2000000

Minus: (b) variable Expenses

Materials 280000 80,000 U 200000

Labour 440000 120,000 U 320000

Overhead 120000 0 120000

(c) Contribution Margin (a) - (b) 760000 -600,000 U 1360000

Minus: (d) Fixed Expenses

Warehouse Rental 170000 -30,000 F 200000

Insurance 100000 0 100000

Fulltime warehouse supervisor salary 35000 -15,000 F 50000

Net Operating Income (c) - (d) 455000 -555,000 U 1010000

Impacts*: U = Unfavourable; F= Favourable

Amana Ltd.

Control Report on Original, Flexible Budget

For the ended month April 2020
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