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[bookmark: _Toc98862480]Introduction
Management accounting is important within all business organisations. There are several roles of management accounting within organisations and it provides with several techniques that help them in performance management and accomplishment of success (Maheshwari et al., 2021). In this report, there is going to be a detailed discussion made on how helpful management accounting is for business organisations. There is going to be a preparation of control report for an organisation named Amana Ltd, which is a family owned business in England and sells souvenirs to tourists. The business is operating since the past 40 years but has been affected badly because of the Covid-19 pandemic. The report is going to be evaluating the performance accomplished in Amana Ltd while recommending improvement areas. Moreover, relevant costs of the organisation for selling via Amazon and opening its own online shop is going to be considered with analysis of the decision of Mr. Amana to choose between these options.

[bookmark: _Toc98862481]PART A
(i) Prepare the monthly control report showing original budget, flexed budget, and variances. 
There are several reports companies prepare through management accounting for the execution of day-to-day activities and decision-making (Besuglov and Crasselt, 2021). One such report is the control report. A control report is a kind of managerial accounting report that identifies the deviations of a company from its budgeted figures over a period (Bento et al., 2015). It considers the original budget of a company, its flexed budget and finally the actual figures achieved to identify the underlying variances. The original budget is the financial plan that a company prepares at the very beginning of an accounting period (Kren and Kren, 2019). On the contrary, Ghofur et al. (2019) defined a flexed budget as the budget prepared in companies that changes as per changes within the actual units sold in them and the actual costs achieved.
The global pandemic Covid-19 has had several effects on business performance (Hu and Zhang, 2021). In this context, Passetti et al. (2021) mentioned the importance of budgeting and variance analysis to measure business performance and making decisions in this pandemic. It is because budgeting and analysis of variances helps companies in detecting financial problems effectively, based on which decisions can be made for performance improvement. Based on the information available for Amana Ltd, the following is the control report prepared for the organisation 









Control Report prepared for Amana Ltd
	
	Prices charged per unit
	Original Budget @ 100000 units
	Flexed Budget @ 80000 units
	Actual Results @ 80000 units
	VARIANCES
	REMARKS

	
	
	Amount
	Amount
	Amount
	Amount
	Amount
	Amount
	
	

	Revenue from operations
 (or sales)
	£25 
	 
	£2.500.000
	 
	£2.000.000
	 
	£  1.600.000 
	- £400.000
	unfavourable

	Less: Variable cost of goods sold
	
	 
	 
	 
	 
	 
	 
	 
	

	Direct material expenses
	£2.5 
	£250.000 
	 
	£200.000 
	 
	£280.000 
	 
	£80.000 
	unfavourable

	Direct labour expenses
	£4 
	£400.000 
	 
	£320.000 
	 
	£440.000 
	 
	£120.000 
	unfavourable

	Variable overhead costs of production
	£1.5 
	£150.000 
	 
	£120.000 
	 
	£120.000 
	 
	
	favourable

	
	
	 
	£800.000 
	 
	£640.000 
	 
	£       840.000 
	£200.000 
	unfavourable

	Contribution
	
	 
	£1.700.000
	 
	£1.360.000
	 
	£       760.000 
	- £600.000 
	unfavourable

	Fixed costs and overhead expenditures
	
	 
	 
	 
	 
	 
	 
	 
	

	Payment of rent on warehouse
	
	£200.000 
	 
	£200.000 
	 
	£170.000 
	 
	- £30.000 
	Favourable

	Insurance premium paid
	
	£100.000 
	
	£100.000 
	 
	£100.000 
	 
	0
	favourable

	Salary paid to full-time warehouse supervisors
	
	£50.000 
	
	£50.000 
	
	£35.000 
	
	- £15.000 
	Favourable

	
	
	
	£350.000 
	
	£350.000 
	
	£       305.000 
	- £45.000 
	Favourable

	NET PROFIT (OR LOSS)
	
	
	£1.350.000 
	
	£1.010.000 
	
	£     455.000 
	- £555.000 
	unfavourable




The control report prepared above for the entity Amana Ltd helps in determining the existence of different variances in its financial performance. A handful of the variances are favourable while in certain areas, no variance could be identified between the original, flexed and actual results. Majority of the variances obtained for the entity are unfavourable. Controlling these, resources are in turn going to be beneficial for Amana Ltd to deal with the challenges of the global pandemic Covid-19, a primary factor for the occurrence of variances in this organisation.
(ii) Using your control report prepared in (i) above, prepare a report on Amana’s performance during the year 2020.
In the control report prepared for Amana Ltd, it could be determined that there are several unfavourable variances in the company’s performance. Besides this, the performance accomplished within the company could also be determined. Measuring the performance that a business entity has achieved is important, as it helps in finding out its cash flows, measuring its financial position while evaluating the profit generated within its context (Stojkić and Bošnjak, 2019). This in turn helps in proactive and efficient management of business performance. In the following section, the financial performance that Amana Ltd has achieved has been evaluated through analysing its control report.
During 2020, the number of units in Amana Ltd was 80000 units, which in reality is 20000 units lesser compared to the original budget. This in turn assisted in finding out that the sales revenue the organisation earned as per its flexed budget was £2000000. However, the actual results during 2020 ended up as £1600000, thereby showing an unfavourable or adverse variance between the budgeted sales revenue of the organisation and its actual sales revenue. On the other hand, it could be derived that £200000 is the direct material costs determined in the flexed budget prepared for Amana Ltd. However, its actual results have ended up as £2800000, which yet again reflects an unfavourable variance between the budgeted direct material costs and the actual direct material costs.
A similar type of unfavourable variance can be seen in the direct labour costs of Amana Ltd. The flexed budget that has been prepared for this organisation reflects that its direct labour costs were £320000. On the other hand, the actual results achieved in its context during 2020 are £440000. Since the actual direct labour costs are higher than the budgeted direct labour costs, the variance is opined on being unfavourable as well. However, in case of the variable overhead costs of production, it can be identified that there are no variances. The budgeted variable overhead costs and the actual variable overhead costs are the same. Thus, the total variable costs of Amana Ltd reflect an unfavourable or adverse variance amounting £200000 during 2020 relative to the company’s flexed budget.
Another type of cost spent in Amana Ltd is fixed cost. The consideration of these costs reflects that the rent on warehouse in the flexed budget of the company was £200000, which ended up as £170000 during 2020. On the other hand, the salary paid to full-time warehouse supervisors as per the flexed budget was £50000, which ended up as £30000 in actual. Thus, in both these types of fixed costs, the presence of unfavourable variance can be identified. This is because the budgeted rent on warehouse and the budgeted salary paid to full-time warehouse supervisors are lower as compared to actual costs spent on rent and salary for warehouse supervising.
On the other hand, the consideration of the fixed costs of the organisation indicates that the insurance premium of Amana Ltd as per the flexed budget was £100000. However, the actual insurance premium that the company paid during the year 2020 is £100000 as well. Accordingly, no variance can be determined within the insurance premium of the organisation. Thus, the total fixed costs of Amana Ltd reflect an unfavourable or adverse variance amounting £45000 during 2020 relative to the company’s flexed budget. Based on this, the net profit that has been earned within the organisation during 2020 reflects an unfavourable variance amounting £555000. As a result, this unfavourable variance within the budgeted figures of Amana Ltd and the actual figures achieved in it show a poor performance achieved in the organisation.
Hence, based on the control report of Amana Ltd, the performance achieved during 2020 is considerably poor relative to the budgeted figures. The adoption of effective strategies and measures in this organisation can be helpful in improving its performance in the upcoming years.





(iii) Provide recommendations to Amana’s CEO on areas of improvement.
[bookmark: _Toc90729327]The analysis of the control report prepared for Amana Ltd reflects that the organisation is required to improve its performance considerably, as unfavourable variances in its context are extremely high. In the points below, recommendations have been provided to Amana Ltd’s CEO regarding the areas of improvement –
· The sales revenue achieved in the organisation is recommended to be improved through effective marketing strategies, targeting repeat customers, developing effective customer relations and effective pricing. Besides this, the frequency of transactions made by customers and the average size of transactions is also suggested to be improved. It is because all these strategies are going to improve the customer base and satisfaction of Amana Ltd while increasing its sales volume. This in turn is going to improve the area of sales revenue in the organisation.
· To control and reduce the variable costs spent in it, Amana Ltd is recommended several strategies, which include streamlining and automating workflows, as they are going to reduce the need of excess labour costs. Offering bonuses, hiring contract labour and effective employee training is recommended to spending lesser costs on raw materials. The variable overheads can be controlled and reduced through controlling wastage, achieving better employee efficiency through effective training while lowering production time.
· The strategies mentioned in the above two points are automatically going to be improve the net profit of Amana Ltd. Moreover, the net profit achieved in the organisation is also recommended to be improved through ensuring incremental growth, strategic innovation of products and services along with accomplishing competitive edge through differentiation.

[bookmark: _Toc98862482]PART B
An analysis of Mr Amana’s decision to go online and advise if they should set up their own online shop or sell on Amazon. You should take into consideration all the relevant costs.
[bookmark: _Toc90729328]The buying and selling of goods online have increased remarkably in the past few years (Cavallo, 2018). In case of Amana Ltd, the business owner Mr. Amana has noticed that its competitors are selling online not only within the UK but also in other parts of Europe and the USA. This report is going to analyse the decision of Mr. Amana to go online through considering relevant costs of going online. It will also be suggesting if own online business should be opened or if sales must be made via Amazon.
In Amana Ltd, competitors are now noticed to sell its goods online not only within the UK but also in other parts of Europe and the USA. However, to start its sales online, Mr. Amana has decided about the closure of its three branches, which include the Manchester city centre branch, Brighton branch and Birmingham city branch. Closure of these three branches is going to streamline the activities that are presently performed in Amana Ltd and this can move approximately 50% of the total sales of the organisation online. However, prior to implementing this decision, several factors need to be considered. 
For example, it is essential to consider whether Amana Ltd should be setting up its own online shop or whether it should be selling its products online via Amazon. These options or factors for decision-making at Amana Ltd resemble a “make or buy decision”. According to Li and Huang (2019), a make or buy decision is the process of choosing between the manufacture of a company’s products in-house or purchasing products from external suppliers. However, in Amana Ltd, the two options include setting up its own online shop or whether it should be selling its products online via Amazon. The following is an evaluation of these two options available to the company –
Setting up own online store
Costs needed to set up own delivery network = £150000
Costs for upgrading present website to handle huge sales volume = £50000
Salaries payable to a full-time IT programmer = £35000
According to market research conducted, the annual sales guaranteed from the set up of own online store is 100000 units.
Selling via Amazon
Fees required to be paid to Amazon for fulfilment fees = £50000
Sales guaranteed by Amazon is 65000 units each year that can be increased depending on demand.
There is high competition level between souvenirs of Amana Ltd and various other sellers on online platforms.
Amana Ltd is not going to have any control on neither pricing nor return policy of products since they are entirely controlled by Amazon.
As a result, Mr. Amana is planning to close three existing branches of the organisation and shift 50% of its sales online. 
Choosing any one of these two options that are available to Amana Ltd can be done via considering relevant costs related to these two options. As defined by Karpac and Bartosova (2020), relevant costs are the costs spent within businesses related to only a specific management decision, which is going to change in the future because of that decision. On the contrary, relevant costs are the avoidable costs of a business entity that can be spent only when any specific decision is being made within its context (Ovezmyradov, 2021). The concept of relevant cost is associated with eliminating unnecessary data that can complicate the process of making business decisions. In the following section, the relevant costs of Amana Ltd has been evaluated for both the options available to the organisation –
Analysis of the decisions of Amana Ltd based on relevant costs
	Details
	Setting up of own online shop
	Selling through Amazon
	Differences

	Costs needed for setting up the delivery network
	£150.000
	£-
	£-

	Costs to update the website to handle large volume of sales
	£50.000
	£-
	£-

	Salaries paid to a full-time IT programmer
	£35.000
	£-
	£-

	Fees for Amazon fulfilment 
	£-
	£50.000
	£-

	Total relevant costs
	£235.000
	£50.000
	- £185.000



Considering the relevant costs of the organisation reflects that if Amana Ltd sets up its own online store, the relevant costs within it are going to be £235000. On the other hand, if the organisation decides to sell online, the relevant costs within its context is going to be £50000. In case if the organisation chooses to set up its own online store, it has to spend an excess amount of £185000. However, if it decides to sell via Amazon, there are guaranteed sales valuing 65000 units in a year. The sales made by the organisation can also be increasing with an increase in the demand of its products. However, in Amazon, there are high competitive levels and Amana Ltd is going to lose control on the pricing as well as return policy.
In case if the option of opening its own online shop is chosen, there is a guaranteed sale of 100000 units per year. Moreover, Amana Ltd is going to have full control over the pricing as well as return policy of its products. However, the relevant cost analysis for this option reflects that the organisation has to spend huge costs if this option is selected. Economic conditions have turned out being quite uncertain because of the outbreak of the global pandemic Covid-19. In such conditions, investing such a huge amount of money might not be a good decision for Amana Ltd. As a result, by taking into account all relevant costs, Amana Ltd is recommended on choosing the option of selling through Amazon and rejecting the option of opening its own online shop.
Hence, this report helped in finding out that it is going to be beneficial if Amana Ltd chooses selling via Amazon rather than choosing the option of opening its own online shop. At the same time, the importance of relevant costs as a concept in management accounting could be evaluated and its significance in business decision-making could be analysed.

[bookmark: _Toc98862483]Conclusion
[bookmark: _Toc90729329]Therefore, this report assisted in finding out that management accounting is advantageous for business entities in a number of ways. Controlling unfavourable variances and efficient business decision-making are the two main ways in which management accounting could be determined as useful from the scenarios of Amana Ltd. Preparation of this company’s control report reflects various unfavourable variances. To control these variances, recommendations have been provided to Amana Ltd to improve its performance during the forthcoming years. Conversely, considering relevant costs assisted in finding out that selling via Amazon is a better option rather than choosing the option of opening its own online shop.
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