









MANAGEMENT ACCOUNTING



Name of the student: Mihaela Racu
Student number:1921103
                                                    Module title: LCBB5002


Executive Summary 
The report is explaining the variance between the original and actual budget of Amana ltd. The main aim of the Flex budget is maximize the utilization and mobilization of available resources of Amana Ltd. According to the changes in the cost and revenue structure, there is a decrease noticed in the profit amount and shows a decrease of £895000 from the original budget. Selling through Amazon can be a better option for the firm because in this process, the achievable sales will be 65000 units but the cost of sales will be reduces. It will be also beneficial for increasing the profit margin of the firm. 
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[bookmark: _Toc90897329]Introduction 
Management accounting plays an important role in the effective decision-making process. It helps to collect financial as well as non-financial information of an entity and showcases them with charts and graphs for better visualization. Management accounting helps to measure the performance growth of a business and helps to improve its performance efficiency. The report helps to present the original and fixed budget of Amana Ltd and a variance report has been prepared. The benefits that Amana ltd gets by doing business online have been discussed in the report. 
[bookmark: _Toc90897330]Part A
Amana Ltd is a tourism business based in England and has been doing business successfully for the past 40 years. The Covid-19 pandemic creates a huge impact on the tourism industry and decreases the profitability of Amana Ltd. The variances between the original and fixed budget of the entity have been discussed below. 
 1.Monthly control report 
Original budget 
An original budget is an effective reporting tool that helps to showcase a detailed and forward-looking consolidated budget. It helps to determine how much capital is required in business so the firm can estimate its spending habits and predict the revenue (Afnisah et al. 2020, p.56). It can be effective in tackling short-term as well as long-term obstacles of Amana Ltd. Therefore, the management of Amana Ltd can effectively sport their business issues and make their decisions according to the problems. 
[image: ]
Figure 1: Original budget 
(Source: Self-Constructed)
The above figure showcases an original budget of Amana Ltd for one year of business. According to the original budget, the estimated sales were 100000 units at a price of £25 per unit. Therefore, the estimated sales revenue was £2500000 respectively and for manufacturing those goods the total variable cost was estimated at £800000 respectively. The deduction of fixed expenses from the contribution margin the estimated profit of Amana Ltd reflects £1350000 so the profit per unit reflects £13500000/100000 = £1.35 respectively.
For working: [Refer to Appendix 1]. 
Flexed budget 
A flex budget is prepared for showcasing cost, revenue, and profit that can be expected from a business. It helps to determine expenses through different levels of outputs. The main aim of the Flex budget is helpful in maximum utilization and mobilization of available resources of Amana Ltd. It uses them more effectively for achieving the targeted goal for a period. It can help to create a comparison between actual expenditure and budgeted expenditure for improving the budget structure. 
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Figure 2: Flexed budget 
(Source: Self-Constructed)
The above figure reflects a flexed budget for Amana Ltd that helps to showcase the difference between the actual expenditure and budgetary expenditure. As per the estimated budget the firm estimated that they can face a total production cost of £1150000 but actually they are able to sell 80000 units. For producing and selling those products the total cost they have paid is £1145000 therefore, there is a (£1150000-£1145000-) = £5000 decrease in the production cost. Therefore, as production units get reduced in Amana Ltd, the production cost also decreases in the firm. 
Variances 
The difference between the estimated budget and the actual budget can be effectively done by variance analysis. It helps to reflect how efficiently Amana Ltd controls its unnecessary expenses and mitigates its expenses. The variance between the actual and estimated budget can help the company management to determine their shortfalls and help them to detect which departments are not able to achieve their targets (Sari and Nasution, 2021, p.57). Therefore, a better estimation can be done for preparing the future budget. A variance is the difference between the actual and estimated budget and the result of the difference is considered the variance. When the variance is positive then it is denoting the entity has effectively maintained its budget and when the variance is negative then it is indicating the entity is not able to meet its estimated budgetary structure. 
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Figure 3: Variances in the budget 
(Source: Self-Constructed)
Variance analysis has been presented on the above figure that helps to showcase the variance between the actual and original budget of Amana Ltd. the result of the variance reflects that the entity has estimated that they can sell 100000 units but actually they are able to sell 80000 units. According to that, the revenue falls £900000 respectively from the actual budget. The material and labour costs get exceeded in the actual budget but the overhead expense remains unchanged. According to these changes, the variable cost gets exceeded by £40000 from the original budget. In the fixed cost, there is a decrease of 45000 between the actual and original budget. According to the changes in the cost and revenue structure, there is a decrease noticed in the profit amount and shows a decrease of £895000 from the original budget. 
2. Preparing a control report on Amana Ltd during 2020
Ongoing Covid-19 has a great impact in every sector but it hits the tourism sector most. The reason is it restricts all kinds of cross-border operations and closes the international borders (Mishra, 2018, p.57). Also, restrict people from going outside and impose a lockdown in the whole country. Amana Ltd is from the tourism industry so it also gets impacted by the Covid impact. As per the budgetary analysis, it is found that the profitability of the entity is decreased by £895000 than their estimated one. 
According to the sales report there is a 90000 units difference from its estimated sales and actual sales. The estimated sales by the management were 100000 units but because of covid they were only able to manage a sales of 80000 units, therefore, there is a total 20000 units decrease in the sales volume. According to the ongoing situation, the management needs to estimate their sales volume by taking a more realistic approach. Therefore, it will be beneficial for them in achieving their targeted goal without falling into their targeted budget. 
According to the expenditure analysis variable expenses of Amana Ltd increased. The main reason behind the increase is that there are lots of restrictions regarding covid-19 and also an increase in the transportation cost. As a result, now the suppliers need to pay more to deliver raw materials to Amana Ltd so the raw material cost increases. The labour cost increases in the entity but the overhead expense get reduced in 2020. Therefore, there is a total £40000 increase notice in the variable expenses. 
The fixed expenses are effectively controlled by the management of Amana Ltd and some of the fixed expenses like warehouse rental and salary of the supervisor get reduced in this accounting period.  
3. Recommendation for improving the performance of Amana Ltd
There is a decrease in the sales volume of Amana Ltd, therefore, the CEO of Amana needs to make some strategies for increasing their sales volume. It is recommended to the CEO that they can build local partnerships with the other hospitality businesses that will help them to acquire their customers and will be effective in increasing their sales volume. 
The second thing the CEO of Amana needs to focus on is their variable expenses. There is a hike notice in the variable costs like raw material cost increases in 2020. Therefore, it is recommended to the CEO that improving relationships with their raw material suppliers can be an effective solution. In this process, they can get some additional discounts from their suppliers that will help them to reduce the cost of production. It is also recommended that technological involvement in Amana Ltd can help to increase their productivity level and can mitigate the chances of errors. It also helps to reduce expenses like workers' health insurance and reduce the wastage of raw materials. 
It is also recommended to the CEO of Amana that by changing its payment terms they can effectively increase its cash inflows. Like, they can offer some percentage of discounts to their consumers or clients for doing early payments. In this process, they can improve their cash inflow level and maintain an adequate cash balance in their hand. It will help them to utilize those funds at the correct time at the correct place. 
It is also recommended to the CEO of Amana Ltd that they need to change their pricing strategy. Like, they can use a competitive pricing strategy for their business. In this process, they can effectively set their product price after doing proper market analysis. They need to set their product or service price lower than their competitors that will help them to attract customers from its competitor's business. Also, helps to attract investors towards the business and increase the investment opportunities for the firm. 
Also, Amana Ltd needs to continue its budgetary process that will help to estimate the expected expenses of a business. Therefore, it helps them to be aware of their expenditures and do an adequate amount of reserve so the expense portion can manage properly. It will help them to tackle any unusual situation without facing lots of trouble and also helps to increase the efficiency of the business. 
[bookmark: _Toc90897331]Part B 
1. E-Commerce 
Electric Commerce (E-Commerce) is the service for buying and selling any product or service. In this process, the buying and selling activities are done via electronic networks and through internet networks (Bhatti et al. 220, p.1449). In this process, the users get different opportunities in buying and selling products without any face-to-face meetings. It makes the business simpler and makes the daily lifestyle more enjoyable. There are several advantages also in the E-Commerce business-like faster buying facilities so the customers need to spend less time in their shopping. It helps to provide affordable advertising and marketing facilities. 
2. Evaluating the decision for shifting towards E-Commerce 
Online marketing or E-Commerce marketing is one of the fastest-growing marketing strategies in the business industry. The market reach can effectively extend by E-Commerce businesses and also helps to increase the potential customer base. The corona pandemic changes the nature of the whole E-Commerce business and increases the overall E-Commerce business (Leo et al. 2019, p.29).  In the Covid situation, Amana Ltd faces a huge amount of loss therefore, the firm has decided on two new marketing strategies by that they can effectively improve their sales and profit volume. 
In the first strategy, the management of Amana Ltd has decided to open their own website and do their business through that website. In the second strategy, they have decided to sell their product through Amazon. There are different benefits of both of these strategies like in the first strategy they can improve their own market valuation and can get recognition in the market. In the second option, they need to provide fewer expenses for their marketing work. 
Own website 
[image: ]
Figure 4: Own website cost
(Source: Self-Constructed)
On the above figure, the own website cost of Amana Ltd has been showcased. It reflects that the total cost the firm needs to provide for creating its own websites are delivery network of £150000, current website of £50000 and for IT developer they needs to provide £35000 respectively. Therefore, the total cost needs to pay for building own website is £235000 respectively. In this process, they can meet sales of 100000 units. 
Amazon 
[image: ]
Figure 5: sales through Amazon cost
(Source: Self-Constructed)
Amana Ltd needs to pay only £50000 for fulfillment fees for selling through the Amazon website. In this process, the achievable sales will be 65000 units and the sales can be improved by potential demand. Therefore, in comparing both strategies choosing Amazon can be a better option for the firm. 
The reason for selling through Amazon is lower cost in this platform. Also, Amazon is one of the top E-Commerce businesses all over the globe. Therefore, they already have a huge customer base so Amana Ltd gets all of those customers and can effectively increase their sales volume. Shifting to online marketing can be an effective idea for Amana Ltd and in this process, they can effectively increase their market capitalization. Also, the marketing activity will be far better in this process and less cost consuming. The fulfillment cost in Amazon is £50000 and there are no other costs so the firm can save (£235000-£50000) = £185000 respectively and that will be a huge saving for the business. They can utilize this amount in the other important areas and improve their business structure and activities. 
3. Decision-making abilities under risk situations
Risk management has a great role in the decision-making process. It helps to create a constant focus on measuring, detecting, reporting and managing the business operations more effectively (Pournader et al. 2020, p.900). It helps to determine the potential risk in Amana Ltd and increase the productivity of the business. With risk management, it is found that Amana Ltd faced a huge risk because of Covid, and with proper risk management the impact of the Covid issues can be mitigated. 
The management of Amana Ltd can effectively detect the economical, environmental, political, and social risks in the business. In this process, Amana Ltd can identify the potential risks first, then they will analyse those risks, and after that, they will evaluate the risk with their ranking and in the final stage identify potential solutions for mitigating consequences of those risks. The actual sales volume of Amana Ltd is not achieving their targeted sales volume. Therefore, it creates a potential risk for sales. Therefore, the management has decided to shift their business through an E-Commerce platform and that will help them to mitigate the risk on sales volume. 
There are some recommended steps that Amana Ltd needs to consider of mitigating their risks
There is a supply chain risk found in Amana Ltd. The recent ongoing Corona pandemic devastatingly impacts on the global economy and disrupt the supply chain process (Borkovskaya et al. 2018, p.05027). Therefore, imporving relationship with suppliers can be an effective idea for mitigating the supply chain risk. 
Amana Ltd needs to identify the nature of their business that will help them to understand their cost structure on a better note. Therefore, in the next budgeting period, they can estimate their cost and expenses more realistically. 
When the owners of the firm clearly identify the potential risk areas of their business then they can rectify those areas and improve their performance effectively. It will also help to reduce the wastage of raw materials. It also helps to create a better working environment for the workers and increase the productivity of the business. The motivation of the workers can also be improved when they work in a lower-risk environment and give their full effort to fulfilling the business goal. 
[bookmark: _Toc90897332]Conclusion 
The report helps to conclude that budget is an effective tool for managing the funds and resources effectively. It also helps to reduce the cost of business and increase the profit marking ability. The estimated sales by the management were 100000 units but because of covid they were only able to manage sales of 80000 units, therefore, there is a total 20000 unit’s decrease in the sales volume. Selling through Amazon can be an effective solution for Amana Ltd for taking their step in the E-commerce market because the cost of doing business through Amazon is less than creating own website. 
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'COMPUATION OF BUDGET AND VARIENCE of AMANA LTD.

100000 (Original budget) 80000 (Actual) varience (100000-80000) = 20000
PARTICULARAS PRICE UNITS AMOUNT _|PRICE UNITS [AMOUNTE _|PRICE UNITS variance AMOUNTE
SALES 25| 2500000 20| 1600000/ 5| 900000]
LESS:VARIABLE EXEPNSES
MATERIAL 25 250000 35 280000 -1 -30000
LABOUR 4 400000 55 440000 -15 -40000
OVERHEAD 15 150000 15 120000 0 30000
TOTAL VARIABLE COSTS 8 800000 105 840000 25| 40000
CONTRIBUTION 17 1700000 760000 940000
LESS:FIXED COSTS
'WAREHOUSE RENTAL 200000 170000 30000
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FULTIME SALARY TO SUPERVISOR. 50000 35000 15000
TOAL FIXED COSTS 350000] 305000] 45000
PROFIT 1350000 455000 895000
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Computation of flexible budget of Amana Ltd.
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