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[bookmark: _Toc120033216]Introduction
This project related to management accounting will look to study different techniques of management accounting. Preparation of control budgets, evaluation of the key variances, use of the costing methods to assess decisions, etc. will be the areas of focus in this report. The assessment will be based on certain issues of Amana Ltd. which is a family-owned tourist business in England UK. So, in part A, Amana Ltd.’s monthly control reports will be prepared to take into account the original and flexed budgets and variances. These accounting data will be used to formulate an income statement for Amana Ltd for the year 2020. In part B, a company's business decisions will be assessed using a relevant costing method. 
Management accounting is one of the two branches of accounting that adopts and analyzes the information of accounting in a way to help the management of a company in preparing policy frames and taking important business decisions. Planning, organizing, coordinating, directing and controlling, etc. are some of the basic functions of Management accounting (Jha., 1990). Some of these functions will be used here in this project as well.  
[bookmark: _Toc120033217]The answer to Part A
[bookmark: _Toc120033218]Making use of the monthly report
Monthly reports or monthly management report is another financial accounting report produced by the management each month. In these reports, the financial and operational performance of the business is reviewed and assessed. Unlike regular financial statements that are prepared mostly every year, these business performance reports reflect the performance of the company in each month of a financial year. The main objective of monthly reports is to help the management in tracking past and current financial performances and make useful and relevant business decisions. These reports are also important in stating that there is sufficient data to back the decisions taken by the management and these decisions reflect in the financial performance of the company (Ansarada, 2022).  
Now the monthly management report of Amana Ltd will include original and flexed budgets and the variances in the terms of those budgets. 
[bookmark: _Toc120033219]Original budget preparation for Amana Ltd
The original budget of a company is a static one that reflects no change in its figures even if the level of output or costs changes. The income and expenses of an original budget are predetermined and the budget is static irrespective of the changes in fluctuations in the budget. Therefore, if any fluctuations arise in the market, the original budget will not work for the company and a flexed budget has to be prepared in that case (WallStreetMojo, 2022). 
	In the books of Amana limited

	

	Original budget

	Particulars 
	Unit
	Amount (£)

	sold (Unit)
	100,000
	 

	Selling price
	 
	25

	Generated amount from revenue (1,00,000*25)
	 
	2500000

	Variable cost
	 
	 

	Cost of materials = 100000*2.50
	 
	250000

	Labour cost = 100,000*4
	 
	400000

	Overhead = 100,000*1.50
	 
	150000

	Total variable costs
	 
	800000

	Contribution
	 
	1700000

	Fixed overhead
	 
	 

	Warehouse rental Cost
	 
	200000

	Insurance expenses
	 
	100000

	warehouse supervisor salary (full-time)
	 
	50000

	 Fixed cost (Total)
	 
	350000

	Net Profit
	 
	1350000


  
Here, the original budget of Amana Ltd is produced and the terms mentioned in this budget sheds a view on the sales, costs, and profit of the company for a particular financial year. The accounting information used in this budget is subjected to the preparation of the income statement of Amana Ltd. 
[bookmark: _Toc120033220]Flexed budget preparation for Amana Ltd
The Flexible budget accounted for in the monthly report of a company is different from the original budget. A company going through a lot of financial changes during a certain period will always opt for a flexed budget that corresponds to the changes in the company. The effectiveness of a flexed budget is higher than an original budget but the complexity of a flexed budget is higher as well (Indeed, 2022).    
	In the books of Amana limited

	Flexed budget

	Particulars 
	 
	Amount (£)

			Selling unit 
	80000
	 

	Selling price
	 
	20

	Amount generated from revenue (80000 * 20)
	 
	1600000

	Variable cost
	 
	 

	Labour
	 
	440000

	Cost of Materials
	 
	280000

	Overhead
	 
	120000

	Total variable cost
	 
	840000

	Contribution
	 
	760000

	Fixed cost
	 
	 

	Warehouse rental
	 
	170000

	Insurance
	 
	100000

	Full-time warehouse supervisor salary
	 
	35000

	Total fixed cost
	 
	305000

	Net profit
	 
	455000



Amana Ltd.’s business has faced a lot of fluctuations during the time pandemic so the figures have changed in this flexed budget of the company. The sales and revenue of the company have dropped. On the other hand, the variable costs of the company have increased and that figure is greater than the figure for a reduction in fixed costs. As a result, the net profit showcased in this flexed budget is lower than that of the original budget. 
[bookmark: _Toc120033221]Analysis of the variances
A variance in the budgets replicates the differences between the results of a flexed budget and the results of an original budget. If the actual value of sales is included in a flexed budget, then the variance between original and flexible costs increases. Variances of the financial results of fixed and flexible budgets of a company are useful in measuring the profitability and income of the company. Different types of variances can be seen in the context of management accounting. In the case of budgeted variances, total variances are generally higher than budgeted variances (AccountingTools, 2022).   
	In the books of Amana limited

	Analysis of variance

	Particulars 
	Budgeted amount (£)
	Actual Amount (£)
	Variance

	unit sold= 100,000
	 
	 
	 

	Selling price= 25
	 
	 
	 

	Amount generated from revenue
	2500000
	1600000
	900000

	Variable cost
	 
	 
	 

	Cost of Materials = 100000*2.50
	250000
	280000
	-30000

	Labour = 100,000*4
	400000
	440000
	-40000

	Overhead = 100,000*1.50
	150000
	120000
	30000

	Total variable cost
	800000
	840000
	-40000

	Contribution
	1700000
	760000
	940000

	Fixed overhead
	 
	 
	 

	Warehouse rental
	200000
	170000
	30000

	Insurance
	100000
	100000
	 

	Full-time warehouse supervisor salary
	50000
	35000
	15000

	Total fixed cost
	350000
	305000
	45000

	Net Profit
	1350000
	455000
	-895000



Amana Ltd.’s budgeted variances have showcased that the financial outcomes of the company have been lower in the flexed budget than the figures of the original budget. The company's revenue, variable costs, total costs, and net profit all have fallen in the context of the flexed budget. Quite significantly, the net profit has taken a fall by around 66% if the variance of net profit between the original and flexed budget is assessed.  
[bookmark: _Toc120033222]Income statement making for Amana Ltd
An income statement is a tool of financial management that is used by both internal and external users of a company such as stakeholders, investors, suppliers, lenders, employees, the management itself, etc. Other than budgets, the figures of accounting are also represented through the income statement of the company which shed light on the financial performance of the company in the true sense (Robinson., 2020).
	Amana Limited 

	Income statement for the year 2020

	Sales Revenue
	2500000

	
	

	Variable costs
	

	Cost of materials
	250000

	Cost of labor
	400000

	Other overheads
	150000

	The total cost of goods sold
	800000

	
	

	Gross profit
	1700000

	
	

	Other expenses
	

	Warehouse rental Cost
	200000

	Insurance expenses
	100000

	warehouse supervisor salary (full-time)
	50000

	
	

	Total fixed expenses
	350000

	
	

	Net profit
	1350000


 
Notes on calculation and workings
Revenue/ sales: Sales or revenue is the financial figure that entails the return the company is getting from the sales of the products. When the multiplication of the selling price per unit and selling quantity takes place, the value of the sales of the company is evaluated (Warren, Jonick, and Schneider., 2020). Amana Ltd is selling 100,000 units for £25 to get a total revenue of 100,000* £ 25 = £25,00,000.
Total variable costs: Total cost of labor of Amana Ltd is £4*100,000 = £400,000. 
The total cost of raw materials= is £2.5*100,000 = £250,000.
Total other overheads = £1.5*100,000 = £150,000.
Hence, total variable cost = £400,000 + £250,000 + £150,000 = £800,000.
Gross profit: Gross profit is defined as the difference between the overall revenue and total sales cost or total variable cost. Amana Ltd.’s total revenue is £25,00,000 and its total sales cost is £800,000. Therefore, the gross profit of the company is £25,00,000 - £800,000 = £17,00,000.
Net profit: Subtract the fixed costs from the gross profit to get the net profit of Amana Ltd. Amana Ltd.’s total fixed costs are £350,000 and therefore, the value of net income is £17,00,000 - £350,000 = £13,50,000.
[bookmark: _Toc120033223]Valuable recommendations for the CEO of Amana Ltd
After studying both the original budget and the flexed budget of Amana Ltd, there are quite a few recommendations that can be provided to the CEO of the company. The flexed budget has taken into the changes in market demand and showcased figures accordingly. The costs of production have increased a lot during the pandemic which is understandable but now as the pandemic is over, the company has to find relevant measures to control its costs. The company's number of sales has to be increased too so that more revenue can be generated to cover the cost of production and fixed overheads. The company can start providing some offers to sell more of its products and services and reduce the weight on the inventory. The sales costs can be managed by reducing the import of raw materials and getting suppliers who will provide raw materials at a lower rate than before. Other variable overheads are to be reduced as much as possible.   
[bookmark: _Toc120033224]The answer to Part B
[bookmark: _Toc120033225]Introduction to Online business operations
In the contemporary world of modern business, online business is not only a new one but also has become a reliable one. Web, Internet, extranet, etc. are the bases of online business through which the transaction of products and services are processed online. Purchasing and selling of the products, customer servicing, payment processing, production managing, and all related functions are dependent on the use of the internet. The requirement for new business has increased after the online business has grown. Although there are some issues seen in the online business (Pratt, Cole, and Karjian., 2022).   
[bookmark: _Toc120033226]Critical analysis of option 1
	1st option: If Mr. Amana develops his website for selling products

	Expenses 
	Amount (£)

	Setting up a new delivery network
	150000

	Salary of IT programmer
	35000

	Upgrading the website and handling the charge
	50000

	Total expenses
	235000

	Estimated Sales, Mr. Amana can get
	 

	Units = (1,00,000)
	 

	Selling price (per unit)
	20

	Total Sales amount
	2000000

	Net profit = Sales - expenses
	1765000



The first option the company has while shifting into an online mode is to set up its website and start selling products through that website. It is guaranteed that 100,000 products will get sold with a selling price of £20 to generate total sales of £2,000,000. But the cost of the start-up has a high value as shown in the table. The company has to pay the IT programmer who is assigned to set up the website, website handling charges, and setting up a new delivery network will cost quite a bit. Here, the total value of start-up costs is £150,000+ £35,000+ £50,000= £235,000. So, the company will have a profit of £2,000,000- £235,000= £1,765,000.
[bookmark: _Toc120033227]Critical analysis of option 2 
	2nd Option: If selling through Amazon

	Expenses 
	Amount (£)

	Fulfillment fees of Amazon
	50000

	Estimated sales 

	 

	Unit = 65000
	 

	Price per unit
	20

	The total value of sales
	1300000

	Net profit= Amount of Sales - Expenses
	1250000



Amana Ltd.’s option 2 is regarding the sale of products through the Amazon app. Amazon is currently one of the biggest online business platforms. The sellers and buyers both have become very much habituated to the trends of Amazon. Amana Ltd.’s cost structure initially will be as given in the table above. The company has to spend £50,000 to fulfilling the registration fee. It is guaranteed that the company will get to sell 65,000 products on Amazon. So, keeping the selling price at £20 per unit, the company will earn a revenue of £13,00,000 and a profit of £12,50,000 from the sales of 65,000 products. Here, the initial cost is lower than that of in case of setting up your website but the value of net profit will be much lower as well. 
[bookmark: _Toc120033228]Recommendation about undertaking a better option 
When a company sets up a new business, it always opts for a safer option. Here, Amana Ltd is only switching its business from offline to online mode because of the getting affected of the pandemic. Here, the company is given to choose between two options, and both are considered from two different contexts. If the company is looking for profit, then option 1 will be more suitable than option 2. If the company wants to play safe, then Amana Ltd. should go for option 2. Option 1 which is to set up the company's website will help the company to get more net profit than that option 2. But setting up a website to sell products is not an easy task because the start-up costs will be higher for the company and at the moment, Amana Ltd’s financial status is not in the best position. The company performed poorly financially in the year 2020. So, carrying up such high start-up costs may not be possible for the company. Also, the financing options may be limited for the company. On the other hand, selling through Amazon will require lower start-up costs that will be easier for the company to cover. But in this case, the company will receive a lower net profit as well. Selling through the company's website will be a long-term option for the company while Amazon sales will be for a temporary period. So, the management of the company must assess both options critically and then make the decision.  
[bookmark: _Toc120033229]Conclusion
The tasks related to the business of Amana Ltd. are now completed and there are quite a few things that need to be concluded in this part. The internal members of Amana Ltd. can go through the budgets and variance analysis to assess the actual dispersion of the company's financial performance during the covid. An income statement is prepared as well using the information of the original budget that will be reported to the investors, suppliers, and lenders so that they can make better strategies and decisions regarding the business of Amana Ltd. A plan has been already proposed, which is to shift the business towards an online mode. Having an own website and operating through that will give higher profit margins to the company but selling through Amazon is a much more reliable and less risky option to start with an online business.  
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