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[bookmark: _Toc69218069]Introduction
Management accounting helps to present financial information to the managers for internal purposes. They use this information to make key decisions. It encompasses costing, budgeting, forecasting, etc. This report is designed to prepare monthly control reports, performance reports, analyzing key variances, and taking the key decision based on cost analysis. Amana Ltd is a British tourism company that is struggling to generate a good amount of revenue due to Covid-19. To improve its current condition, a monthly control report and performance report is prepared based on actual and flexible budget concepts. After that, recommendations are given to the CEO of Amana. The second part of the report analyzes whether Amana should go for online selling through a website or Amazon. 
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[bookmark: _Toc69218071]Monthly control report
Cost planning is an effective tool to make prudent decisions. Budgeting is the main form of cost planning (Davidson, 2013). Budgeting helps an organization to achieve its goals. It reflects the performance of a company. A flexible budget is a budgeting tool that is adjusted for the number of changes in actual volume (Francia, 2014). It considers fixed and variable costs separately. If managers can find out why there is a deviation between actual and planning budget, they can manage the organization effectively (FRANCISCO, 2019). Amana Ltd is a tourist business situating in England. The company was running successfully but the Covid-19 pandemic had a severe negative impact on the company's business. The monthly control report based on a flexible budget is given below:
[bookmark: _Toc69218152]Table 1: Monthly cost report based on a flexible budget
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Source: Author
The original number of units was 100,000. According to the original budget, monthly 8,333 (100,000/12) units of souvenirs will be sold. But the actual outcome is 6,667 units. Due to the global pandemic, people reduced traveling and the government also imposed many restrictions. That is why the outcome is unfavorable for the company and the revenue is decreased. Variable costs depend on the number of units sold (GAO, 2014).  As the number of units decreased, the variable cost also decreased. The contribution of Amana Ltd shows an unfavorable direction as the revenue decreased. The expected net operating income was £112,494. As the number of units decreased from 8,333 to 6,667, this harmed net operating income. That is why the net operating income is showing an unfavorable direction. The following table depicts the monthly control report based on the actual outcome:
[bookmark: _Toc69218153]Table 2: Monthly cost report based on the actual outcome
[image: ]
Source: Author
The selling price was expected to be £25. But the actual selling price was £20. That is why the actual revenue became £133,340 (6,667*20). Though the number of units sold decreased compared to the actual budget, the variable costs are still in an unfavorable direction. The cost of material and labor increased but the overhead cost decreased. The fixed cost is in a favorable direction. The actual net operating income was £37,717. This is decreased by £74,583. As people had to maintain social distance and the government also imposed restrictions on traveling, the tourism business had to incur a huge loss. 
[bookmark: _Toc69218072]Amana’s performance report
Performance report helps the managers to compare the actual and planned budget. This is done by using activity and revenue and spending variances (Louderback and Holmen, 2013). Performance report also helps them to make effective decisions by identifying why an unfavorable outcome occurred. To track the accurate measure of the company's strategy, this report works as a vital tool for the company (Penno, 2014). Activity variance represents the difference between the original and flexible budget. On the other hand, revenue and spending variance is the difference between actual and flexible budgets (Richard Pearson, Romfh, Habib and Frieling, 2015). Projected sales of Amana Ltd was £2,500,000. But the actual annual sales was £1,600,000.
[bookmark: _Toc69218154]Table 3: Performance report
[image: ]
Source: Author
Due to the COVID-19 pandemic, the demand for traveling decreased (Ntounis et al., 2021). The fixed cost items went in a favorable direction for the company. The budgeted fixed cost was £350,000. But the actual fixed cost was £305,000 which showed a favorable balance for the company. The net operating profit was expected to be £1,350,000. But the activity variance is showing an unfavorable amount of £340,000. The revenue and spending variance is showing an unfavorable balance of £555,000. Thus performance report helps to perform a more effective analysis compared to the control report. 
[bookmark: _Toc69218073]Recommendations to Amana’s CEO
The tourism industry is affected severely due to the global pandemic (Khan and Hashim, 2020). Though Amana LTD was operating successfully in the tourism sector, the global pandemic changed the situation dramatically. It had reduced the revenue of the company. As a result, the net operating profit is also reduced. If the company fails to take prudent decision to restore its position in the market, it will not be able to sustain in future (Ogbeide, 2020). Amana’s CEO can adopt the following recommendations to improve its performance:
First of all, the company has to restore the confidence of travelers. IATA and WTTC have provided basic guidelines to ensure a safe journey for travelers. Currently, travelers are confused regarding the safety measures adopted by different companies (Sharma and Nicolau, 2020). If they are ensured that they will not be contagious and Amana maintains safety regulations strictly, they will be comfortable while visiting. Implementing new security measures has become the crying need for the company. It should implement a hygiene program for employees too. If it promotes social distance, it will be able to reduce the contagious effect. Adopting digital methods of communication has become a vital strategy. If employees and customers are connected via the online platform, it will be the safest procedure. Online business is not severely affected negatively due to the pandemic (Ulak, 2020). That is why during the pandemic, the profits of online businesses hardly went down. Moreover, customers also feel more comfortable performing online transactions as they do not have to go out. It should implement digital check-ins, digital management, and greater automation to provide a safe and secured journey to travelers. One of the major benefits of the online platform is it requires a little number of fixed costs. When fixed cost is reduced, it will have a positive impact on net operating profit (Rose, 2014). Amana should improve its website so that potential customers do not find difficulties in gathering information. But another thing it should be noted that the overhead expense of a company decreases when sales are decreased (Tetzlaff, 2014). Without identifying the reasons, it will not be able to control its overhead expense. Amana should focus on sustainability rather than overcrowding strategy. This “new normal” strategy has become popular in many countries and this is the future of the industry when the pandemic will be controlled. Proactive communication and restoring trust have become crucial areas to improve for the company. Thus the demand will be increased as customers will gain confidence to take service from them. Amana should focus on luxury and business travelers. These groups of people can maintain social distancing easily. Moreover, when the vaccine will be reached to them, they will take them and they will resume traveling as soon as the restrictions on traveling are lifted. As these travelers prefer customized experiences, they should be given proper facilities to increase their satisfaction. Special offers can be given to them that are tailored according to their needs for example giving LOS offer or staycation offer, etc. (Sharma, Thomas and Paul, 2021). It can also introduce a flexible cancellation policy so that customers are given an incentive to book their services. This will increase brand loyalty as customers are given the stress-free opportunity.

[bookmark: _Toc69218108]Figure 1: Recommendations to the CEO
Source: Author
Focusing on niche products will help the company to restore and strengthen its position against rival groups. They can charge a premium price to the travelers if they can provide differentiated services to the travelers. Moreover, luxury and business travelers will give more emphasis on health and safety measurements as they are more conscious (Uğur and Akbıyık, 2020). If these are ensured, they will pay a premium price for their service without further negotiation. As revenue is a function of price and quantity when unit price is increased revenue will be increased too (Soobaroyen and Poorundersing, 2018). It can modify its marketing plan to increase travel demand. A month-to-month marketing plan will help to maximize its profits. It can shift between the upper funnel and lower funnel target. During the 1st phase, it will focus on generating brand awareness. In the 2nd phase, it will focus on in-market customers. In the 3rd phase, it can focus on niche customers and adjust its strategy according to the evolving demand.  It should be connected with previous customers through email. It can notify its offers and procedures through email so that it can capitalize on the opportunity. Thus it can generate more profits during this hard time. 
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[bookmark: _Toc69218075]Analysis of two options available to Amana
Amana experienced a negative impact on sales due to COVID 19. The tourism industry is severely affected as people stopped traveling due to the coronavirus. To stop transmission of this virus, the government imposed restrictions on traveling and this harmed the sales of tourism companies (Chemli, Toanoglou and Valeri, 2020). From the previous analysis, it is found that the expected revenue was £2,500,000 but the actual sales were only £1,600,000. Many companies had to shut down their business due to huge losses. Those who are still in the market are struggling with their operations (Uğur and Akbıyık, 2020). It is the right time to change their strategy to move towards sustainability.  Most of the companies shift their business to an online platform as online business was not severely affected by the pandemic. This also helped them to reduce their fixed costs. As Amana's performance has deteriorated during this pandemic, it also started to think of going online.  That is why Amana decided to change its strategy. There are two options available for Amana. One of them is selling online and another one is selling on Amazon. 
[bookmark: _Toc69218076]Selling online through Amana’s website
If Amana chooses to sell online by developing its website, it will have to incur some costs. Most of the companies go online to sustain themselves in the market. But going online is not free of cost. Initially, they have to incur some costs to set up the system (Kalpan and Atkinson, 2014). Amana will experience this too.  It will have to set up a delivery network that will cost £150,000. To improve the current website, it will have to incur £50,000. This will require the appointment of an IT programmer who will monitor these activities. His salary will be £35,000 per annum. The guaranteed sales are expected to be 100,000 units annually. In the previous year, the sales were 80,000 units. When the online system will be introduced, the sales will not increase dramatically as Covid-19 is still prevailing and most of the countries have not lifted travel restrictions. The total cost of implementing this online system will be £235,000. If the selling price £25, the revenue will be £2,500,000. If the selling price remains at £20, the revenue will be £2,000,000. But only 50% of sales will be transferred online. That is why revenue will be £1,250,000 if the price is £25, and £1,000,000 if the price remains at £20. After subtracting the total costs from the total revenue, the net profit becomes £615,000 if the price is £25. If the price remains at £20, the net operating profit becomes £365,000. But the company has moved only 50% of its sales online. The remaining 50% of sales will come from the regular procedure. Total net operating income generated from online and offline sales is £1,160,000 when unit price assumed to be £25 and £660,000 when unit price is assumed to be £20. The fixed cost is assumed to be £305,000 for offline activity. 
[bookmark: _Toc69218155]Table 4: Sales through website
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[bookmark: _Toc69218156]Table 5: Sales from offline activities
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[bookmark: _Toc69218077]Selling on Amazon
If Amana decides to sell on Amazon, it will have to provide a fee of £50,000 to Amazon. Amana will face high competition as there are many other rivals of Amana who are also selling souvenirs on the Amazon platform. That is why its sales unit will reduce to 65,000 units. Unlike selling on website option, it will not have to incur additional fixed costs. So the fixed cost will be saved by £185,000 (£235,000-£50,000). But its sales unit will be decreased by 35,000 units due to competitive rivalry. The total variable cost is (£2.5+ £4+ £1.5) = £8. Again net operating profit is calculated using selling price of £25 and £20. The net operating profit is £1,055,000 when the unit price is £25. But when the unit price remains at £20, the net operating profit becomes £730,000. 
[bookmark: _Toc69218157]Table 6: Selling on Amazon
[image: ]
Source: Author
But total net operating profit generating through Amana’s website strategy is £1,160,000 when the price is £25. This is greater than the income generated from selling on Amazon by £105,000. If the price is assumed to be £20, Amana can generate a net operating profit of £660,000 by selling on the website. But if it sells through Amazon, the net operating profit becomes £730,000. This is greater than the income generated from selling on the website by £70,000. Moreover, the COVID-19 effect had affected the sales of offline companies negatively. Though Amana is expecting to sell 50,000 units through its website and 50,000 units through its traditional approach, the sales are not guaranteed as the pandemic is still prevailing. If sales units are decreased, it will have less operating profit compared to that of selling on Amazon. Moreover, if its sales on Amazon, it will have to incur only £50,000 fixed cost. It can get a huge number of customers through this marketing strategy. Though the competitive rivalry is very strong in the Amazon platform, it is still guaranteed of selling 65,000 units of souvenirs. So it is recommended that Amana should introduce selling on Amazon as it will be able to reduce its fixed cost and will be able to generate higher net operating profit in the future. 


[bookmark: _Toc69218078]Conclusion
Management accounting helps managers to take effective decisions. By analyzing the internal data, they can identify what measures should be taken to maximize profit. The same thing was done by Amana's manager. By analyzing the performance report of Amana, it is found that the company's net operating income was reduced. Due to the global pandemic, its sales were hit negatively and selling price also decreased from £25 to £20. To improve its condition, it decided to change its strategy. it can sell online through its website or it can sell on Amazon. From the cost and scenario analysis, it is recommended that it should sell on Amazon.
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Targetting luxury and business travelers
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image3.emf
a b-a b c-b c

Unit price (£) Original budget (£) Activity variance (£) Flexible budget (£) Revenue and spending variance (£) Actual outcome (£)

Particulars 100,000 20,000 U 80,000 80,000

Units

Revenue (Price*Units) 25 2,500,000                 500,000 U 2,000,000                 400,000 U 1,600,000              

Variable cost

Materials 2.5                250,000                    50,000  F 200,000                    80,000 U 280,000

Labour 4.0                400,000                    80,000  F 320,000                    120,000 U 440,000

Overhead 1.5                150,000                    30,000  F 120,000                    _ 120,000

Contribution 17                 1,700,000                 340,000 U 1,360,000                 600,000 U 760,000

Fixed costs

Warehouse rental 200,000                    _ 200,000                    30,000 F 170,000

Insurance 100,000                    _ 100,000                    _ 100,000

Fulltime warehouse supervisor salary 50,000                      _ 50,000                      15,000 F 35,000

Total fixed cost 350,000                    _ 350,000                    45,000 F 305,000

Net Operating income 1,350,000                 340,000 U 1,010,000 555,000 U 455,000

Amana Ltd

Performance report for 2020
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Particulars Unit price (£25) Unit price (£20)

Units 100,000           100,000                

Revenue (Price*Units) 1,250,000        1,000,000              

Variable cost

Materials 125,000           125,000                

Labour 200,000           200,000                

Overhead 75,000            75,000                  

Contribution 850,000           600,000                

Fixed costs

Delivery network 150,000           150,000                

Upgrading current website 50,000            50,000                  

Salary of IT 35,000            35,000                  

Total fixed cost 235,000           235,000                

Net Operating income 615,000           365,000                

Amana Ltd

Sales through website
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Particulars Unit price (£25) Unit price (£20)

Units 50,000                        50,000                    

Revenue (Price*Units) 1,250,000                   1,000,000               

Variable cost 400,000                      400,000                  

Contribution 850,000                      600,000                  

Fixed costs 305,000                      305,000                  

Net Operating income 545,000                      295,000                  

Net operating income from both online and offline activities 1,160,000                   660,000                  

Amana Ltd

Sales from  offline activities


image6.emf
Particulars Unit price (£25) Unit price (£20)

Units 65,000                                             65,000                  

Revenue (Price*Units) 1,625,000                                        1,300,000              

Variable cost (£8) 520,000                                           520,000                

Contribution 1,105,000                                        780,000                

Fixed costs 50,000                                             50,000                  

Net Operating income 1,055,000                                        730,000                

Amana Ltd

Selling on Amazon
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a b a-b

Particulars Unit price (£) Original budget (£) Flexible budget (£) Variance (£) Favorable or unfavorable

Units 8,333                             6,667                     1,666             Unfavorable

Revenue (Price*Units) 25 208,325                         166,675                 41,650           Unfavorable

Variable cost

Materials 2.5 20,833                           16,668                   4,165             Favorable 

Labour 4 33,332                           26,668                   6,664             Favorable 

Overhead 1.5 12,500                           10,001                   2,499             Favorable 

Contribution 17 141,661                         113,339                 28,322           Unfavorable

Fixed costs

Warehouse rental 16,667                           16,667                  

Insurance 8,333                             8,333                    

Fulltime warehouse supervisor salary 4,167                             4,167                    

Total fixed cost 29,167                           29,167                  

Net Operating income 112,494                         84,172                   28,322           Unfavorable

Amana Ltd

Mothly control report (Flexible budget)
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a b a-b

Particulars Unit price (£) Original budget (£) Actual (£) Variance (£) Favorable or unfavorable

Units 8,333                             6,667                     1,666             Unfavorable

Revenue (Price*Units) 208,325                         133,340                 74,985           Unfavorable

Variable cost

Materials 2.5                  20,833                           23,333                   (2,501)            Unavorable 

Labour 4.0                  33,332                           36,667                   (3,335)            Unfavorable 

Overhead 1.5                  12,500                           10,000                   2,500             Favorable 

Contribution 17                   141,661                         63,340                   78,321           Unfavorable

Fixed costs

Warehouse rental 16,667                           14,167                   2,500             Favorable

Insurance 8,333                             8,333                     (0)                  

Fulltime warehouse supervisor salary 4,167                             2,917                     1,250             Favorable

Total fixed cost 29,167                           25,417                   3,750             Favorable

Net Operating income 112,494                         37,923                   74,571           Unfavorable

Amana Ltd

Mothly control report (Actual outcome)


