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[bookmark: _Toc90729325]Introduction
Management accounting has an important role within the context of all business organisations (Astuty, 2015). This report is going to conduct a detailed analysis and illustration of how management accounting actually helps business organisations. It is going to prepare a control report for a family-owned tourist organisation named Amana Ltd by showing the flexed, actual and actual budgets. Amana Ltd is concerned with selling souvenirs to tourists and operates in various tourist hotspots such as Buckingham Palace, London Bridge, Brighton, Manchester city centre, Birmingham city centre along with Westminster Bridge. Variances in the budgets and actual results of Amana Ltd will be determined. The company’s performance will be evaluated while recommendations will be provided regarding areas of improvement. Conversely, decisions of Amana Ltd are going to be evaluated through the usage of relevant costing while discussing the contribution of management accounting in making decisions under risk.
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(i) Prepare the monthly control report showing original budget, flexed budget, and variances. 
The management accounting department of a company has a number of functions, one of them being the preparation of internal reports (Pasch, 2019). For example, control reports are a form of report that the management accounting department of a company prepares during every month. A control report is a type of management accounting report that is used for managerial control purposes (Endenich and Trapp, 2020). The aim of these reports includes spotting the deviations of a company from budgeted performance without much loss of time in order to take corrective actions. At the same time, control reports are prepared for the examination of the performance of the individuals of a company (Abdusalomova, 2020). In certain organisations, control reports are prepared on a monthly basis as well. In Amana Ltd, the preparation of a monthly control report can be useful for the identification of the differences between the company’s original budget, its flexed budget and finally, its actual results. 
An original budget refers to the financial plan containing budgeted numbers and figures, which had been decided at the beginning of an accounting period based on estimates and assumptions (ABDISA, 2017). This budget acts as the primary source of information based on which budgeted figures and actual figures are compared and contrasted. A flexed budget, which is also referred to as flexible budget, refers to the budget that varies according to the changes in the amount of the actual revenue earned in a company and actual units sold in it (Bragg and Bragg, 2021). This budget makes utilisation of the percentages of revenue for specific expenses made in a company instead of using usual fixed numbers or financial figures. A variance can be defined as the difference between the budgeted figures of a company and its actual figures (Saputra and Putrayasa, 2018). It is a quantitative method, which determines if the differences in budgeted figures and actual figures are favourable in nature or adverse. 
The comparison between the original budget, the flexed budget and the actual results are helpful for finding out the variances of a company (Nuzhna et al., 2019). This comparison and determination of variances is usually called a control report, as it helps in controlling adverse or unfavourable variances. In the following section, there has been a monthly control report prepared for the organisation Amana Ltd considering its original budget, its flexed budget and finally, its actual results –
Control Report of Amana Ltd
	
	Price per unit
	100000 units
	80000 units
	80000 units
	 VARIANCES
	REMARKS

	
	
	Original Budget
	Flexed Budget
	Actual Result
	
	

	
	
	Amount
	Amount
	Amount
	Amount
	Amount
	Amount
	
	

	Sales revenue
	£ 25 
	 
	£ 2,500,000 
	 
	£ 2,000,000 
	 
	£     1,600,000 
	- £ 400,000
	Adverse

	Less: Variable cost of sales
	
	 
	 
	 
	 
	 
	 
	 
	

	Direct material costs
	£ 2.50 
	£ 250,000 
	 
	£ 200,000 
	 
	£ 280,000 
	 
	£ 80,000 
	Adverse

	Direct labour costs
	£ 4 
	£ 400,000 
	 
	£ 320,000 
	 
	£ 440,000 
	 
	£ 120,000 
	Adverse

	Variable production overhead costs
	£ 1.50 
	£ 150,000 
	 
	£ 120,000 
	 
	£ 120,000 
	 
	£ -   
	No variance, favourable

	
	
	 
	£ 800,000 
	 
	£ 640,000 
	 
	£        840,000 
	£ 200,000 
	Adverse

	Contribution margin
	
	 
	£ 1,700,000 
	 
	£ 1,360,000 
	 
	£        760,000 
	- £ 600,000 
	Adverse

	Fixed costs and overheads
	
	 
	 
	 
	 
	 
	 
	 
	

	Rent paid on warehouse
	
	£ 200,000 
	 
	£ 200,000 
	 
	£ 170,000 
	 
	- £ 30,000 
	Favourable

	Insurance premium
	
	£ 100,000 
	
	£ 100,000 
	 
	£ 100,000 
	 
	£ -   
	No variance, favourable

	Salary of full time warehouse supervisor
	
	£ 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 
	Adverse



The control report prepared for Amana Ltd helps in finding out that there are several variances in the performance of the business organisation. A few of these variances are favourable while few of them are unfavourable. In some cases, no variance could be derived. Such variances might have occurred due to the global pandemic Covid-19.
(ii) Using your control report prepared in (i) above, prepare a report on Amana’s performance during the year 2020.
The preparation of the control report for the organisation Amana Ltd not only helps in finding out the variances in the organisation’s costs but also helps in determining its performance in 2020. According to Grønholdt et al. (2015), the measurement of the performance of a business is important, as it can be helpful for the business in examining its profit generation, its financial position along with the cash flows within its context. In this manner, the performance of a business can be managed in a proactive and efficient way. The section below conducts a detailed evaluation of the performance of the organisation Amana Ltd based on its control report.
In the year 2020, the number of units turned out 80000 units, which is 20000 units lesser than the original budget. Accordingly, it could be determined that the sales revenue as per the flexed budget of Amana Ltd was £2000000, the actual results of which turned out as £400000. This shows an adverse variance between the budgeted sales revenue of the organisation and its actual result, as the actual sales revenue is lower than the budgeted sales revenue. Conversely, the direct material costs of the organisation were £200000 as per budget while the actual results turned out as £280000. As the direct material costs of Amana Ltd exceed the budgeted amount, this variance is also adverse in nature.
The direct labour costs of Amana Ltd also show a similar result. In the flexed budget, the direct labour costs turned out as £320000 while the actual results turned out as £440000. This variance is also an adverse one, as actual labour costs are more than the budgeted ones. However, the variable production overhead costs do not show any variances between the budgeted variable production overhead costs and the actual variable production overheads. As a result, the total variable costs of Amana Ltd indicate an adverse variance of £200000 in the year 2020 from its budgeted total variable costs for this period.
On the other hand, the rent paid on warehouse, which is a fixed cost, shows a variance of £30000 between the budgeted figures and the actual figures. This variance is favourable in nature. It is because the budgeted rent on warehouse was £200000 whereas the actual rent on warehouse turned out as £170000. In case of the insurance premium, which is also a fixed cost, reflects the existence no variance between the budgeted insurance premium and the actual insurance premium. The budgeted insurance premium of the organisation Amana Ltd was £100000, which turned out as the actual insurance premium during the year 2020. 
The salary of full time warehouse supervisor is also one of the fixed costs of Amana Ltd. As per the flexed budget of the organisation, the budgeted figure for this fixed cost was £50000. However, the actual costs for the salary of full time warehouse supervisor turned out as £35000 in reality, which shows a variance of £15000. This variance is variable, as the actual costs are lower than the budgeted costs. As a result, the total fixed costs of Amana Ltd indicate a favourable variance of £45000 in the year 2020 from its budgeted total fixed costs for this period. However, the net profit of the organisation shows an adverse variance of £555000 during 2020. This variance shows that the performance of Amana Ltd has been poor during 2020, as there are great differences between budgeted and actual figures. As a result, corrective measures need being adopted within the organisation for the improvement of its performance in 2021.
(iii) Provide recommendations to Amana’s CEO on areas of improvement.
The consideration and evaluation of the control report prepared for Amana Ltd in addition to the measurement of its performance in 2020 helps in identifying various limitations in its performance. It also shows a number of areas in which the organisation requires to improve its performance. Considering all these aspects, the following is a list of recommendations, which is provided to the CEO of Amana Ltd on the areas of improvement of the organisation –
· To increase the sales revenue of the organisation, the managers at Amana Ltd are suggested on increasing the number of customers through effective marketing activities, communicating more with customers and targeting repeat customers. The prices of the organisation can also be increased in addition to increasing the average size of its transactions and the frequency of transactions in each customer.
· The excess variable costs can be reduced and controlled within the organisation through the medium of lowering the needs of direct labour through automation and streamlining workflows. Spending less on raw materials is also an option for the organisation, which can be done through replacing employees with contract labour, more efficient employee training, reduction of commissions and offering bonuses for better efficiency. To control variable costs, the organisation can also be reducing variable manufacturing overheads such as distribution costs through finding alternate shipping services and such others.
· To increase the net profit of Amana Ltd, the two points mentioned above are going to be effective. The increase in sales revenue and the decrease in variable costs are going to result in an automatic increase in the profit margins of the organisation. Apart from this, strategic innovation, incremental growth and various such aspects can also lead an increase of the net profit of Amana Ltd.
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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.
In the recent years, online sales have increased largely. Mr. Amana has noticed its competitors to sell online in both the UK and the US in addition to other parts of Europe. Due to this reason, the plan is to close three branches for streamlining business activities while moving 50% of their sales to an online basis. This report will be analysing the decision of Mr. Amana regarding going online through consideration of relevant costs and suggest if the organisation should set up own online business or sell through Amazon.
The decision that is being considered in Amana Ltd is the closure of the Birmingham city centre, Manchester city centre and Brighton branches. This is because the closure of these branches is going to streamline the activities of the business organisation and it can move about 50% of their total sales online. However, there are different factors that need being considered prior to the implementation of this decision. One of these factors is the option available to Amana Ltd to set up its own shop online while the other one is the option of the company to sell its products on Amazon directly. These factors available to the company are similar to the “make or buy decision”. As defined by Kenton (2021), make or buy decision refers to the act of selecting between the manufacturing of a product in-house or purchasing it from suppliers externally. However, in the case of Amana Ltd, there is an option between setting up own online store or selling via Amazon. The following is a description of the two options available to Amana Ltd –
Setting up own online store
Cost of the set up of delivery network = £ 150000
Cost of upgrading current website for handling large sales volume = £ 50000
Salary of fulltime IT programmer = £ 35000
As per market research, annual sales guaranteed from setting up own online store is 100,000 units.
Selling via Amazon
Fees needed being paid for Amazon fulfilment = £ 50000
High competition levels between souvenirs of and other online sellers existing on Amazon
Sales guaranteed on Amazon are 65000 units per year, which has the potential of increasing based on demand.
There will be no control of Amana Ltd on the pricing as well as the return policy, as they are entirely controlled by Amazon.
However, the selection of one of these two options available to the organisation can be done through the consideration of the relevant costs related to these two options. According to Bragg and Bragg (2021), a relevant cost can be defined as the cost that is related to only a particular management decision that will be changing during the future due to that decision. In this context, Tuovila (2021) defined relevant cost as the avoidable costs within an organisational context, which are spent only when making particular decisions in a business. The relevant cost concept is concerned with the elimination of unnecessary data, which could be complicating the process of business decision-making. In the section below, the relevant costs of the organisation Amana Ltd have been analysed in detail through consideration of relevant costs –
Analysis of decision of Amana Ltd considering relevant costs
	Details
	Set up own online shop
	Sell via Amazon
	Difference

	Costs related to the set up of delivery network
	£ 150,000
	£  -
	£      -

	Costs for updating the present website for handling large sales volume
	£ 50,000
	£  -
	£      -

	Salary of one fulltime IT programmer
	£ 35,000
	£  -
	£      -

	Amazon fulfilment fees
	£      -
	£ 50,000
	£      -

	Total relevant cost
	£ 235,000
	£ 50,000
	- £ 185,000



The consideration of all relevant costs of Amana Ltd shows that in case if the organisation sets up an online store of its own, the relevant costs are £235000. However, if it decides on selling online, the relevant costs are only £50000. If the option of setting up own online stores is selected, Amana Ltd has to spend an excess of £185000. Selecting the option of selling via Amazon shows guaranteed sales of 65000 units per year. Sales can be increasing with increase in demand. However, competitive levels are high on Amazon and there will be no control of Amana Ltd on the pricing and return policies if sold through this website. 
On the other hand, guaranteed sales per year are going to be 100000 units and there is going to be full control on the pricing and return policies. This control to be remaining with Amana Ltd is a major advantage of setting up own online shop. However, costs are huge in this option. Since the global pandemic Covid-19 has made the overall situation uncertain, making such a huge investment might not be a good opportunity for the organisation. Due to this reason, by considering all relevant costs, it is advised that selling via Amazon is a better option for the organisation than setting up its own online shop.
Thus, from the findings of the report, it can be stated that it would be better for Amana Ltd to sell via Amazon instead of setting up their own online store. On the other hand, it could be realised that relevant costs is an important management accounting concept and helps considerably in terms of making business decisions.
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Thus, from this report, it could be determined that management accounting helps an organisation in different types of ways, which include controlling variances and making business decisions. The control report prepared for Amana Ltd shows that the performance of Amana Ltd has been poor during 2020, as there are great differences between budgeted and actual figures. However, the recommendations provided can help the organisation in improving its performance in the upcoming years. On the other hand, the consideration of relevant costs for Amana Ltd helps in finding out that it is going to be better for the organisation to sell via Amazon instead of setting up their own online store
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