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Executive Summary
Management Accounting helps the analysts to analyze a company’s current situation while comparing the budget with the actual cost. Through managerial accounting, the management of the company can take the managerial decisions because unlike financial accounting it not just focuses on the monetary values rather non-financial values also. In this report, flexible budget, actual budget and the actual expense will be analyzed for Mr. Amana. In the first part, monthly control report of Mr. Amana’s business has been prepared and based on the report potential possibilities and recommendation has been made. In the second part of the report, recommendation has been whether Mr. Amana should go for online business or not.
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Introduction
Management accounting is a tool for management to take financial and non-financial decisions for the business. It helps the management to take efficient decisions in favor of the organization. Internal team of the organization use the accounting to take decision (Atrill and McLaney, 2018). Objective of management accounting to collect all the relevant supporting document whether for financial or non-financial decision making and then make the decision efficiently.
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Mr. Amana is a family-owned tourist business at England selling souvenirs to the tourists. COVID-19 has affected so many business industries around the world. Tourism sector is one of them. Mr. Amana is operating her business through physical shop. There have been provided their costs along with the related budgets. Amana Limited’s monthly control report has been prepared below:
	Description
	Original budget (1)
	Flexible budget (2)
	Activity variance (1-2)
	Actual cost (3)
	Cost Variance (2-3)

	Units
	100,000
	80,000
	
	80,000
	

	Variable cost
	
	
	
	
	

	Materials (N 1) 
	250,000
	200,000
	50,000 (F)
	280,000
	(80,000) (U)

	Labor (N 2)
	400,000
	320,000
	80,000 (F)
	440,000
	(120,000) (U)

	Overhead (N 3)
	150,000
	120,000
	30,000 (F)
	120,000
	-

	Total variable cost
	800,000
	640,000
	160,000(F)
	840,000
	(200,000) (U)

	Fixed cost
	
	
	
	
	

	Warehouse rent
	200,000
	200,000
	-
	170,000
	30,000 (F)

	Insurance
	100,000
	100,000
	-
	100,000
	-

	Supervisor salary
	50,000
	50,000
	-
	35,000
	15,000 (F)

	Total Fixed cost
	350,000
	350,000
	-
	305,000
	45,000 (F)

	Total overhead cost
	1150,000
	990,000
	160,000 (F)
	1145,000
	155,000 (U)




Supporting calculation
	N 1: Cost of Materials
	Calculation
	Amount

	Original budget
	100,000*2.50
	250,000

	Flexible budget
	80,000*2.50
	200,000.



	N 2: Cost of Labor
	Calculation
	Amount

	Original budget
	100,000*4
	400,000

	Flexible budget
	80,000*4
	320,000



	N 2: Cost of Overhead
	Calculation
	Amount

	Original budget
	100,000*1.50
	150,000

	Flexible budget
	80,000*1.50
	120,000
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Amana Limited is a family-based souvenir selling business. They have several physical shops in different places like Brighton, London Bridge, Westminster Bridge, Buckingham Palace, Birmingham City Centre and Manchester City Centre. They are operating their business through physical shop along with a website, but they are not operating through their website directly.
In the previous requirement, the variance of Amanda Limited has been prepared. From the variance calculation, several things have been observed and those analysis has been shown below:
In the variance analysis, two types of variance have been analysis. One is called activity variance which has been calculated through deducting flexible budget from actual budget (Bromwich and Bhimani, 2020). Difference between flexible budget and static budget is the amount of quantity. In case of flexible budget, there has been used the actual quantity sold so that it can identified with budgeted rate of cost and actual unit sold whether the cost will be high or not (Weetman, 2011). So, from the activity variance following things have been observed:
· Materials cost has been decreased as less units has been sold compared with the budgeted selling unit. Because of this the variance is favorable. As the material rate is as like as budgeted rate, because of low selling unit cost has been reduced.
· Labor cost is also low because of the same reason as material cost.
· Overhead cost has also been decreased by 30,000 which is indicating a favorable variance as compared with the static budget the amount is low.
· As we can see, there is no change among fixed costs because fixed costs always remain fixed and it don’t fluctuate along with the quantity sold. 
So, it has been seen that because of low units have been sold, the direct costs are favorable as these are related with quantity, but fixed costs haven’t changed. If we observe it from another way (From performance point of view), Amanda Ltd. Didn’t performed efficiently as it can’t sell as or more than its budgeted quantity. The reason behind this is the pandemic situation, because of lockdown there were not enough tourist as a result actual quantity sold is less than the projected one.
Another variance is cost variance, which have been calculated to find out whether Amanda Ltd. was efficient enough while operating its business (Hansen et al, 2021). Cost variance have been calculated through deducting actual cost from the flexible cost (RS and Atkinson, 2019). The reason behind using flexible budget in this variance to find out the exact variance of cost while the quantity is same. So, from the cost variance calculation following points have been found out:
· As the unit sold is fixed, but in actual 80,000 higher material cost has been incurred. This may occur due to the pandemic situation. Because of lockdown, it was difficult to find all the required materials. Due to this, material cost has been decreased.
· Labor cost has also increased. The reason behind this is as for a specific period of time a portion among the employees were unemployed or due to lockdown, it was difficult for them to reach to the workplace, they have higher their charged.
· Among the fixed costs, it can be noticed that rent and supervisor salary has been increased and due to this we have observed an unfavorable variance in case of fixed cost. 
As the budget has been prepared before the pandemic has occurred, so it is not management inefficiency that they haven’t prepared the budget after considering the industry and market situation. Due to unavoidable circumstances, Amana Ltd. has faced unfavorable cost variance.
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From the above variance analysis, it can be concluded that the company has faced unfavorable variance due to unavoidable circumstances. But there are also some areas where Amana Ltd. should work for their improvement. In the pandemic situation as we have witnessed so many negative GDP around the world at the same several companies have been moved back with their strategies and have been able to handle the situation. Amana Ltd. also has areas of improvement and also strategies to follow. Those have been mentioned below:
· As we can see material cost has been high due to the pandemic and lockdown situation. There are so many companies around the world who have made agreements wit their supplier to avoid price increasing issues, these types of agreement are called framework agreement, or they make contracts with the supplier mentioning the price rate. Amana Ltd. should also make such kind of agreements to avoid these kinds of unavoidable circumstances.
· To make agreement with the potential suppliers they can perform supplier vetting so that they can identify which supplier will be able to provide products at reasonable price.
· Labor cost is also fluctuating. Amana Ltd. should also work in this area. If the labor cost becomes high that will increase the souvenir price also as a result people will reluctant to buy. They can contract with some skilled and efficient labor and fixed their wages.
· Amana Ltd.’s overhead cost is also high. Overhead costs are those cost which are related to operating expense and indirectly related to the product cost. They should also work on these increasing overhead cost as these costs are increasing the cost price of souvenir. Though in the lockdown situation the actual cost is lower than the budgeted one.
· Amana Ltd. can reduce their warehouse cost as the situation is not normal, they can stock little products and try to sell them all. Because high inventory will increase their warehouse cost also will have impact on their liquidity.
· Amana Ltd. should also try to boost their sales as only increasing sales can change the situation drastically. They can arrange for social media promoting, TV advertising and also can add another product line which will help them to catch another market.
Amana Ltd. has faced difficulties due to pandemic and also not having backup plan for any unavoidable situation. Every company should have an alternative plan to reach to their consumers. But Amana hasn’t yet made any plan. They should incorporate the mentioned strategies as soon as possible to make the situation favorable for the business and operation of the company.
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In the previous part, it already has been discussed that Amana Ltd. has faced so many difficulties due to the COVID-19 situation. During the pandemic situation, so many industries have been affected and several companies have been shut down due to decrease in selling. Amana Ltd. has business of selling souvenir which is directly related to the tourist. As we know, during the year 2020, entire world was in lockdown. People can’t move from the home to another place due to the situation. And this has affected Amana Ltd. so much and their sales decreases. Many companies have started to implement their alternative plan to grow their businesses. So, Amana Ltd. is also planning to incorporate some strategies to continue their operation. As we don’t know when the world will become heal and people will be able to travel. The company wants to close three of his physical shop of three different places and wants to move 50% sales to online. This strategy will incur some costs. Cost-benefit analysis have been performed below to find out whether going online will be feasible for this company. The company has two options and for each of the option the analysis has been performed below:
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In addition to the material, labor, other direct costs and fixed costs, Amana Ltd. will incur additional fixed cost to sell products through online. All costs break down have been mentioned below:
Variable Cost:
	Variable costs
	Calculation
	Rate per unit

	Materials
	280,000/80,000
	3.5

	Labor
	440,000/80,000
	5.5

	Overhead
	120,000/80,000
	1.5

	Total variable costs per unit
	10.5


 


	Fixed costs
	Total amount

	Warehouse rent
	170,000

	Insurance
	100,000

	Supervisor salary
	35,000

	Cost of set up delivery network
	150,000

	Cost of upgrading current website
	50,000

	Salary of IT programmer
	35,000

	Total variable costs per unit
	540,000


Fixed Costs:

Total Costs:
	Total costs
	Calculation
	Rate per unit

	Total variable costs
	100,000*10.5
	1050,000

	Total Fixed costs
	
	540,000

	Total costs
	1,590,000



Total Revenue:
	Total revenue
	Calculation
	Rate/unit

	Selling price
	
	20

	Selling unit
	
	100,000

	Total revenue
	100,000*20
	2000,000



As we have considered all the fixed cost that Amana will incurred after going for online selling. So, here we can see that Amana will incur £410,000 profit after considering all fixed and variable cost of Amana Limited. 
But there have been mentioned that Amana will close three of his shop. So, if we assume that rent and supervisor expense are related to those three shops then after closing shop of the Brighton, Birmingham city Centre and Manchester city Centre branches, the company will not incur the rent and supervisor salary expenses. Then the total cost will be (1,590,000-170,000-35,000) = £1385,000. Then the profit will be £615,000. So, in both cases, Amana will incur enough profit to survive in the market.
Let’s analysis cost-volume-profit analysis.
Let’s assume that the rent cost and salary of supervisors are not related to those three branches which has been considering closing. Then the BEP will be:
	Descriptions
	Calculation
	Amount

	Total fixed cost
	
	540,000

	Total variable costs per unit
	
	10.5

	Selling price per unit
	
	20

	BEP (Quantity) (Horngren et al, 2020)
	= Total fixed costs/ (selling        price – variable cost)
= 540,000/ (20-10.5)
	56,842 units

	BEP (amount)
	= 56,842*20
	£1,136,842



From the above calculation we can see that if Amana incurs all the fixed costs, it will have to sell 56,842 units to cover all the costs and after that quantity it can have (2,000,000-1,136,842) £863,158 profits.
Let’s consider, rent and salary expense will not incur after closing the three branches:
	Descriptions
	Calculation
	Amount

	Total fixed cost
	(540,000-170,000-35,000)
	335,000

	Total variable costs per unit
	
	10.5

	Selling price per unit
	
	20

	BEP (Quantity)
	= Total fixed costs/ (selling        price – variable cost)
= 335,000/ (20-10.5)
	35,263 (unit)

	BEP (amount)
	= 35,263*20
	£705,260



If Amana will not incur those fixed costs, then if it sells 35,263 units, it will be able to cover all its related costs and can have profit of £1,294,740. So, in both cases, Amana will incur profit.
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Amana limited has another option to boost the sell and that id selling products through Amazon. If it uses Amazon as a selling tool, then it will not incur those fixed cost which will be incurred by Amana Ltd. if it sells though its own channel. But it will incur some other types of fixed costs. Cost benefit and CVP analysis of this option have been discussed below:
Fixed costs (considering all fixed costs):
	Fixed costs
	Amount

	Fulfillment fees
	50,000

	Insurance
	100,000

	Rent
	170,000

	Salary
	35,000

	Total Fixed costs
	355,000



Total costs:
	Total Fixed costs
	355,000

	Total variable costs (65,000*10.5)
	682,500

	Total costs
	1,037,500



Cost-benefit analysis:
	Total costs
	1,037,500

	Total Revenue (65,000*20)
	1,300,000

	Benefit (1,300,000 - 1,037,500)
	262,500





If we assume that, rent and salary expense will not incur:
Fixed costs:
	Fixed costs
	Amount

	Fulfillment fees
	50,000

	Insurance
	100,000

	Total Fixed costs
	150,000



Total costs:
	Total Fixed costs
	150,000

	Total variable costs (65,000*10.5)
	682,500

	Total costs
	832,500



Cost-benefit analysis:
	Total costs
	832,500

	Total Revenue (65,000*20)
	1,300,000

	Benefit (1,300,000 - 832,500)
	467,500



So, from the cost benefit analysis it can be concluded the Amana Ltd. will incur benefits but the amount is low as they can’t sell more due to high competition at Amazon.
Let’s analysis Cost-Volume-Profit analysis:
	Total fixed cost (considering all costs)
	
	355,000

	Variable cost
	
	10.5

	Selling price
	
	20

	BEP (Quantity)
	= Total fixed costs/ (selling        price – variable cost)
= 355,000/ (20-10.5)
	37,368(unit)

	BEP (amount)
	= 37,368*20
	£747,368

	Total fixed cost (without considering rent and salary)
	
	150,000

	Variable cost
	
	10.5

	Selling price
	
	20

	BEP (Quantity)
	= Total fixed costs/ (selling        price – variable cost)
= 150,000/ (20-10.5)
	15,789(units)

	BEP (amount)
	= 15,789*20
	£315,789



So, from the above analysis it can be concluded if the company incurs all fixed costs, it will have to sell more to pay all the cost and the profit will be very little as the quantity is very little on the other hand if it incurs only two expenses BEP quantity is less and it can have more profit.
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From the above analysis, there is significant differences has been observed between these two options. Those are:
· If Amana sells its products through online, it will have to sell less quantity because of extreme competition and on the other hand it can initially sell 100,000 from online selling using own channel.
· We have calculated both cost benefit and cost-volume-benefit. And these analyses have been performed while considering all relevant costs. And in both cases, it has been observed that Amana will earn more if it uses its own online network rather Amazon.
· Though, in case of online selling it will have to sell more to cover all the relevant costs but still after covering all the costs, Amana will earn around 8 million to 12 million but id it goes for Amazon it will earn  approximately 5 million to 9 million.
· Amana will not have any kinds of control over the pricing in Amazon and it also can’t fix the return policy. In other words, Amazon will be a partial controller of the company.
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Amana Ltd should sell through its own online network because after all the analysis have been performed it can be assured that the company will truly be able to boost the sales and also can earn three or four times higher than the previous one. Moreover, it also needs not to lose control over its operations. So, Option 1 is best for Amana Ltd.
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