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Part A
Introduction
Management accounting assists to use effective management-related information which helps in the decision-making of the organization. The objectives of the individual and the company can be completed in the ways given by management accounting. The management and the reporting statements of the company can be attained and understood by following management accounting. Management accounting provides useful information on financial and non-financial statements. Planning, organizing, controlling and decision making are the main role of management accounting.
Control report of Amana Ltd
A control report is prepared to visualize the information of the organization or the company. A control report shows the deviation between the actual results and the planning results (Davis and Davis, 2019). The variance of these results is shown in the control report. In a control report, a flexible budget, original budget, planning budget, and the variances.
Flexible budget: The change in the actual level of activity or the volume is adjusted in a flexible budget. A flexible budget includes actual revenue or the activity. The actual revenues and the costs are included in the flexible budget and these provide actual activity level for the organization for a given period (Drury, 2018). It is used to evaluate the performance and where the actual costs are compared.
Original budget: A original budget is prepared to show the actual costs and revenue and the variance of the organization (Abdusalomova, 2019). The actual returns earned after a specified time level are included in this budget to evaluate the performance of the company.
Planning budget: A plan is made before a period begins. So before starting the operation of the company, a company makes its planning budget before a period begins in the organization (Quattrone, 2016). This budget has validity for the planned level of activity.
Variances: The variance is the difference between the actual level of activity and the planning budget activity of the initial period.
Original budget for Amana Ltd
	Original Budget
Amana Ltd
For the year ended

	Particulars
	

	Budget unit
	100000

	Budgeted revenue (1000*25)
	2500000

	Direct Costs
	

	cost of ingredients (10000*2.50)
	250000

	Labor costs
	400000

	Overhead costs
	150000

	Fixed costs
	

	Warehouse rental
	200,000

	Insurance
	100,000

	Supervisor salary 
	50,000

	Total costs
	1,150,000

	Net operating income
	1,350,000



Amana had made a budget before the business operation. In April 2020, its budget unit was 100,000 and the sales were 25£. In April 2020, budget revenue was £2500000. Its total budgeted direct cost was £755000 and its budget fixed cost was £3,50000. Its budgeted net operating income was £1350000. Like other organizations, Amana had made a budget for its upcoming month April 2020. Because she wanted to evaluate the performance of the planning budget with the actual budget that will be earned in April 2020. It started its operation in full swing but unfortunately, COVID 19 broke out in England.  Amana ltd is a tourists-based family-owned company located in England that sells souvenirs to tourists. But due to COVID 19 pandemic situation, the government of England was bound to impose restrictions on movement and travel, and this causes a huge impact on the tourist industry. Amana ltd faced a huge loss in its business operation due to the Coronavirus. The actual result of Amana ltd in April 2020 was given below:
Actual result of Amana ltd in 2020
	Particular
	Actual result

	Revenue
	1600000

	Direct Costs

	cost of ingredients 
	280000

	Labor costs
	440,000

	Overhead costs
	120000

	Fixed costs

	Warehouse rental
	170000

	Insurance
	100000

	Supervisor salary 
	35000

	Total costs
	1,145,000

	Net operating income
	455,000



Here it is noticeable that the actual revenue was £1600000 after April 2020. The Actual net operating income of Amana ltd in April 2020 was £455000. If we compare the original budget and the actual result of Amana ltd, we can see that the total revenue declined by £900000 than the budgeted and the net operating income declined by £895,000.
Flexible budget for Amana ltd
	                                                                       Flexible Budget
                                                                           Amana Ltd
                                                                  For the month ended

	Particulars
	

	Budget unit
	100000

	Budgeted revenue (1000*25)
	2000000

	Direct Costs
	

	cost of ingredients (10000*2.50)
	200000

	Labor costs
	320000

	Overhead costs
	120000

	Fixed costs
	

	Warehouse rental
	200,000

	Insurance
	100,000

	Supervisor salary 
	50,000

	Total costs
	990,000

	Net operating income
	1,010,000



The flexible budget is created for Amana ltd in which only the budgeted units are changed and the other variables are unadjusted. In the flexible budget. It is noticeable that the budgeted revenue is £2000000 and the net operating income was £1,010,000. In this budget, both the total revenue and the net operating income are less than the original budget.
Variance calculation for Amana Ltd
	
	Flexible budget
	Original budget
	Variance
	Favorable/
Unfavorable

	Budgeted revenue
	2000000
	2500000
	-500000
	U

	Direct Costs
	
	
	0
	

	cost of ingredients 
	200000
	250000
	-50000
	F

	Labor costs
	320000
	400000
	-80000
	F

	Overhead costs
	120000
	150000
	-30000
	F

	Fixed costs
	
	
	0
	

	Warehouse rental
	200,000
	200,000
	0
	

	Insurance
	100,000
	100,000
	0
	

	Supervisor salary 
	50,000
	50,000
	0
	

	Total costs
	990,000
	1,150,000
	-160000
	U

	Net operating income
	1,010,000
	1,350,000
	-340000
	U



In the variance calculation, we can see that budgeted revenue is unfavorable for the company. The direct costs of the company are less than those of the original budget. Though these costs are less, the units are less than those of the original. That’s why the net operating income is less than the flexible budget. So, the net operating income of the Flexible budget is unfavorable.
Amana’s performance during year 2020
Amana had prepared an original budget for the month April 2020. But the actual result was different from the original budget. 
Budgeted performance of Amana Ltd
For the month ended April 2020
	Particular
	Actual result
	Revenue and spending variance
	Flexible budget 
	Activity variance
	Original budget

	Budgeted revenue
	1600000
	-400000
	2000000
	-500000
	2500000

	Direct Costs
	0
	
	0
	

	cost of ingredients 
	280000
	80000
	200000
	-50000
	250000

	Labor costs
	440,000
	120000
	320000
	-80000
	400000

	Overhead costs
	120000
	0
	120000
	-30000
	150000

	Fixed costs
	0
	
	0
	

	Warehouse rental
	170000
	-30000
	200,000
	0
	200,000

	Insurance
	100000
	0
	100,000
	0
	100,000

	Supervisor salary 
	35000
	-15000
	50,000
	0
	50,000

	Total costs
	1,145,000
	155000
	990,000
	-160000
	1,150,000

	Net operating income
	455,000
	-555000
	1,010,000
	-340000
	1,350,000



The performance is evaluated for Amana Ltd. Here it is found that actual revenue was £1600000 and the net operating income was £455,000 which is less than those of the original budget was made in April 2020. Here the revenue and spending variance is calculated in which the net operating is unfavorable because the net operating income of the flexible budget was higher than the actual. In the performance evaluation, the activity variance is also calculated in which the net operating income of the flexible budget was £160000 less than the original budget.
Recommendations to Amana’s CEO on areas of improvement
Amana Ltd cannot make the budgeted profit made in April 2020. There is a variance between the original budget and the actual result. This discrepancy was created due to COVID 19 pandemic situation. If Amana ltd wants to increase its revenue and net operating profit, it should have to improve its sales unit. Keeping all the variables constant, can improve its sales area. We can see its improvement here.
	Units                                                     120000
	Price or unit
	

	Selling price/ revenue
	25
	3000000

	Variable costs
	

	Materials
	2.5
	300000

	Labor
	4
	480000

	Overhead
	1.5
	180000

	Fixed cost
	

	Rent
	170000
	170000

	Insurance
	100000
	100000

	Supervisor salary
	35000
	35000

	Net operating income 
	
	1265000



Here it is noticeable that keeping all the variables constant, only the sales unit will be increased by 120000. The total revenue will be £3000000 and the net operating income will be £1265000. If it does this, its net operating income will beat the original budgeted net operating income. Amana ltd can increase its sales unit in following ways:
1. Revaluating the offer proper communication with the customers
2. Making an outstanding sales plan
3. Adjusting with the marketing strategy
4. Improving the SEO of the company
Alternatively, Amana Ltd can offer its products and services on the online platform. It will be effective for Amana Ltd. Because due to COVID 19 pandemic situation, people stay at home and they do not go out of the home unnecessarily. So, it can make an online platform and website in which the customers will be available to search and get the necessary information. The customers can accept the offer and can get the souvenirs easily from here. So, by increasing its sales, Amana ltd can move its some portion of sales to the online platform.
Part B
Analysis of Amana’s decision to go online or sell on Amazon
Analysis of Amana’s decision to go online
Most of the competitors of Amana ltd have sold their products or services online. And so, Amana is deciding to go online and move 50% of its sales. Before going to an online sales platform, Amana has analyzed its costs. The costs are given below: 
	Particulars (costs)
	Amount (£)

	Delivery network set up
	1,50,000

	Upgradation of current website 
	50,000

	Salary (IT programmer) 
	35000

	Total cost
	2,35000


 
For this online platform, the above-mentioned will be taken under consideration. Because without these costs, online business will be impossible. A network should be developed in which the customers will be delivered their products and it will be costing £150,000. Amana ltd has a website on its business name, so this website should be upgraded with including all the facilities and services delivered by it. On this website, their products and services must be displayed. The up-gradation of the current website will be costing £50,000. IT programmers must be hired to monitoring and solving any problems occurring in the online platform of Amana ltd. They will develop a better platform and solve any problems arising. For IT programmers’ duties, they should be salaried amounting to £35000. 
It is estimated based on the market research that the guaranteed sales will be 100000 units annually. The estimated sales units are favorable for the company. If these units are continued, Amana ltd will be successful. If we assume that the price of the souvenirs may be £25 or £20 per unit. Now assume the price per unit £ 25 and the total revenue will be 100000*25 equal to £2500000. Assuming price per unit £20 and the total revenue will be 100000*20 equal to £2000000. The net operating income of Amana ltd is calculated below:
When the price per unit is £25
	Particulars 
	Amount (£)

	Total revenue (25*100000)
	2500000

	Costs:
	

	Delivery network set up 
	150000

	Upgradation of current website 
	50000

	Salary (IT programmer) 
	35000

	Net operating income 
	22,65000



When the price per unit is £20,
Calculation of net operating income:
	Particulars 
	Amount (£)

	Total revenue (20*100000)
	2000000

	Costs:
	

	Delivery network set up 
	150000

	Upgradation of current website 
	50000

	Salary (IT programmer) 
	35000

	Net operating income 
	17,65000



It is found that the net operating income will be 17,65000 or 22,65000 at the price of 20 or 25 respectively. This income will be 50% of total sales without an online platform. 
Analysis of Amana’s decision to sell on Amazon
Besides going on the online platform, Amana ltd has another choice to sells on Amazon. It can sell its product directly to Amazon. So, it should pay Amazon fulfillment fees amounting to £50,000. Here, there is a high level of competition between Amana souvenirs and other sellers on these platforms. It is expected that the guaranteed sales will be 65000 units. If we assume that the price of the souvenirs may be £25 or £20 per unit. Now assume the price per unit £ 25 and the total revenue will be 65000*£25 equal to 1625000. Assuming price per unit £20 and the total revenue will be 65000*20 equal to 1300000. The net operating income of Amana is calculated here: 
	Particulars 
	Amount (£)
	Particulars 
	Amount (£)

	Total revenues (£25 per unit)
	1625000
	Total revenues (£20 per unit)
	1300000

	Cost: Fulfillment 
	50000
	Cost: Fulfillment 
	50000

	Net operating income
	1575000
	Net operating income 
	1250000



It is noticeable that Amana will get £1575000 net operating profit at £25 per unit of sales if it goes to Amazon for sale. Again, it will get £1250000 net operating profit at £20 per unit of sales if it goes to Amazon for direct sale. Both of these net operating incomes will be less than the net operating profit of Amana if it goes online platform. Besides Amana will face a Lack of control over pricing and return policy in Amazon which will be one of the biggest problems for Amana.
Advice for Amana Ltd
Due to COVID 19 pandemic situation, Amana Ltd.’s revenue falls because the government of England imposed restrictions on travel. Amana’s revenue took a big hit in April 2020 as tourists could not travel for the Easter holidays, sales picked up slightly in the summer of 2020. So Amana chooses an alternative way to beat the competitors and the market. It wants to go on an online platform or Amazon. Its 50% of sales will be moved to the online platform. It is found that both the online platform and Amazon will generate more income than the income before entering into online and amazon. It is noticeable that the net income of Amana in 2020 was 4,55000. But if it goes in online and amazon it will generate 22,65000 and £1575000 net operating income at the price of £25. Both of these alternatives are attractive but Amana should set up its online shop without going to amazon. Because online shop will give more profit than the amazon and the amazon have a problem that Lack of control over pricing and return policy. Besides Amana can diversify its product and sell these products in its online shop. It will be able to display the product's features, advantages, price, and other issues online by which the customers will know about the products. So, the advice for Amana is that it should set up its own online platform business.


Conclusion
Management accounting shows the internal performance of the company by preparing performance evaluation measures such as an original budget and an actual result. The actual result shows what is gained from the operation. The actual result is compared with the original budget and the variance is found. Amana’s actual result was not favorable and it expects that its sales will be increased if it goes to the online platform.
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