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[bookmark: _Toc112925364]Introduction 
This management accounting report is made for the UK based company called Amana ltd. The business has the idea of placing interesting retail spaces in some of the most touristic locations in England. Now the CEO of the company Mr. Amana has reqested a detailed report for the current performance of the business in the Post-Covid period, where the business experienced some challenges due to the negative trends in the economy and social measurements taken by the local and other governments which affected the hospitality and tourism industry.
The company has been running for many years as its main products are souvenirs for tourists.
Mr. Amana want to understand the performance of the business by using monthly control report showing original budgets, flexed budgets, actual budgets and variances.
1. Monthly Control Report 
Before going into discussion about the budgets of Amana’s business lets explain in few lines what are budgets and how can be used by the business.
In order to estimate its performance, the business should set goals and objectives in terms of financial results. That involve cost, sales and profit/loss for the business.
In this means the use of budgets is very useful because it shows the actual difference between targeted results and the actual results for a period of time (Ameen & Tan, 2017). The budgets are crucial tool for the business in its controlling and decision-making process (Rhode and Garrison, 2019).  Moreover the budgets are very effective when it comes to motivation of the people in the organization (Ameen & Tan, 2017). That is why the one who set budgets must be very much aware of the organizational mission, vision and available resources (Atrill and McLaney, 2009).
So the importance of the budgets for Amana ltd is huge and therefore the business should implement budgeting function. Moreover with that report the business can identify areas where improvement is needed. Any problems related to the cost of the business can also be found and then fixed.
The budgetary is important in this direction. It is used to control the organizational activities. Here is the Monthly control report for the company.

	Original Budget

	
	Amount (£)

	Revenue: 100,000 units x £25
Materials: 100,000 units ×£2.5
	2,500,000
250,000

	Labour: 100,000 units ×£4
	400,000

	Overheads: 100,000 units x 1.5
Contribution 
	150,000
1,700,000

	Fixed Overhead
Toral Cost
	350,000
1,150,000

	Profit
	1,350,000



Flexed Budget
	Flexed Budget

	
Revenue: 80,000 units x £25
	Amount (£)
    2,000,000

	Materials: 80,000 units ×£2.5
	200,000

	Labour Cost: 80,000 units x £4
	320,000

	Overheads 80,000 units x £1.5
Contribution
	120,000
1,360,00

	Fixed overheads
	350,000

	Total cost

	990,000


	Profit
	1,110,000



Actual Monthly budget




	Actual Budget

	
Revenue: 80,000 units x £20
	Amount (£)
    1,600,000

	Materials: 80,000 units ×£3.5
	280,000

	Labour Cost: 80,000 units x £5.5
	440,000

	Overheads 80,000 units x £1.5
Contribution
	120,000
760,000

	Fixed overheads
	305,000

	Total cost
	1145,000

	Net Profit
	455,000



Variances 
	Items
	Cost per unit
	Original (£)
	Flexed (£)
	Actual (£)
	Variance
	

	Units
	
	100,000
	80,000
	80,000
	
	

	Selling price
	25
	25
	25
	20
	5
	UF

	Revenue
	
	2,500,000
	2,000,000
	1,600,000
	(400,000) 
	UF

	Variable costs:
	
	
	
	
	
	

	Materials
	2.50  
	250,000
	200,000
	280,000 
	(80,000) 
	UF

	Labour
	4
	400,000
	320,000
	440,000
	(120,000) 
	UF

	Overhead
	1.50
	150,000
	120,000
	120,000
	0
	

	Contribution
	17
	1,700,000
	1,360,000
	760,000
	600,000
	UF

	Fixed overheads:
	
	
	
	
	
	

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

	Insurance 
	100,000
	100,000
	100,000
	100,000
	0
	

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

	Profit 
	
	1,350,000
	1,010,000
	455,000
	555,000
	UF


2. Performance Report for 2020th 
The Report was done including all budgets. The final results are confirming that the pandemic has affected the business for souvenirs and Amana ltd in particular in a negative way. Starting with the original budget against the flexed budget we will see that there is decrease in the total cost in the flexed budget comparing to the original budget but that is due to the decline in sales numbers, which in turn lead to smaller profit for the business.
Then the actual budget is showing even more drastic decline in net profit due to the increased cost for materials and labor. Fixed cost is favorable so everything is ok there.

3. Areas for Improvement in Amana ltd
As it can be seen that the business could look for increasing online sales in order to bring the number of sales up. Nowadays e-commerce platforms are providing almost unlimited opportunities for the business and Amana ltd should explore such options. Moreover during the pandemic has been noted that online sales has been growing because of the social distance measures imposed by the governments (Priambodo et al., 2021).

Nowadays the tariffs and taxes from China are increasing and so that brings the cost up for the business. Because of this the business should explore other opportunities for manufacturing its souvenirs. In Europe there are some destinations that may be suitable for the business like Bulgaria, Romania or Turkey. The transportation cost will be much lesser if the business work with manufacturer from Europe. In the end the company may benefit from better quality of the goods, which can give a chance to put the prices up and achieve better contribution margin.
Although, there is always an option to go and deal with the current supplier and try to negotiate better deals since the business has been working together for many years. As Amana business is planning to increase the sales, the owner Mr. Amana may use that as a argument for lowering the prices of the suppliers.

4. 

[bookmark: _Toc112925365]Part B
1. [bookmark: _Toc112925366]Online expansion 

As we mentioned it earlier in the report an online expansion is absolutely “must” condition for the business since it can bring a numerous opportunities and benefits for the organization. It is understood that this will require resources and efforts, however in a long run that transition of the business model will increase the profit of the organization. 
We really welcome the idea of Mr. Amana for his company; however we suggest to make the transition carefully with allowed time. In this direction we may suggest to the business to evaluate a certain time for that transition like 6 to 12 months. Throughout this period the business will build its delivery network that will cost £150,000  and upgrade its current website, which does not have the capacity to deal with large number of orders, plus it has to be modernized in terms of design and other features. 
Also the members of the company should get trained and become familiar with all new systems and procedures that such transition is bringing to the business operation.
The full-time programmer that has to be added to the team will cost £35,000 per year. Even being experienced the programmer needs time to get used to the new environment.
As a result of the transition the business will secure a minimum of 100,000 sales annually which will be very important in such difficult times.
2. [bookmark: _Toc112925367]Online Shop set-up
If we apply the Relevant Cost concept we can compare how the transition of the company will change the business in terms of revenue, cost and profit. The relevant cost describes the avoidable cost, that may arise from decisions taken by the management. 
First of all we need to understand the variable cost for the business and apply it to the new sales figures based on the given projections.  
To find out what will be the variable cost for the business after the transition we need to evaluate what is the variable cost per unit for the 80,000 units sold and then apply to 100,000.
840,000/80,000 = 10.5 per unit.
The relevant cost concept is applicable when is applied for period of time. In this case we will use a 5 years period.
Furthermore the relevant cost method do not consider sunk cost, which is the cost that remain same for the different options or money that has been invested already. Such cost is not relevant to the decision and we will not include it to this analysis.
	
	Old model
	After Transition
	Difference 

	Revenue 
	80,000 x £20 = 1,600,000
1,600,000 x 5 = £8,000,000
	100,000 x 20 = 2,000,000
2,000,000 x 5 = £10,000,000
	 
£2,000,000


	Variable cost
	£840,000 x 5 =4,200,000
	£1,050,000 x 5 = £5,250,000
	(£1,050,000) 

	Programmer salary
	0
	
£35,000 x 5 = £175,000
	(£175,000)

	Delivery Network cost
	
	£150,000
	(£150,000)

	Website upgrade
	
	£50,000
	(£50,000)

	
	
	
	£575,000 



The above relevant cost analysis are showing the difference of £575,000 in favor of the decision to move the business into a 50% online operation. This result is a mainly because of the increased number of sales. As stated by Priambodo et al. (2020) the businesses can expand both on a national and international level without spending large number of resources, but at the same time reach large number of customers, therefore achieve greater profitability. Moreover the e-commerce platforms are very usefull way to speed up processes, manage workflow, serve more customers and optimize the paperwork management (Priambodo et al., 2020). 
Finally, In a long run the business is able to achieve a competitive advantage through the adoption of e-commerce.
Here the only negative side of the business transition to online business model is the initial cost for setting up the network and website upgrade of total amount of 200,000 pounds.
3. [bookmark: _Toc112925368]Online Store vs Amazon 
Since we validated the decision of Mr. Amana to change the business model and go into the unlimited opportunity that internet offer, we need to compare that model with another very effective way of selling retail goods on the online market. This is through established selling platforms. In this particular case we need to evaluate the opportunity to sell on Amazon.
Amazon is a American based business founded by Jeff Bezzos back in 1994th. The platform offer opportunities to businesses to sell products worldwide (Sell on Amazon | Build Your Ecommerce Business, 2022). Amazon has created a platform that provide a big number of useful tools for the sellers. There is also seller mobile application through which the business can control its activities better. Also there are guides, educational resources and analytical software available to the businesses (Sell on Amazon | Build Your Ecommerce Business, 2022).
In the table bellow we aim to compare the both options from which the Amana’s owner can choose from.

	
	Amazon
	Own Website
	Difference 

	Revenue 
	65,000 x £20 = 1,300,000
1,600,000 x 5 = £6,500,000
	100,000 x 20 = £2,000,000
2,000,000 x 5 = £10,000,000
	 
£3,500,000


	Variable cost
	£682,500 x 5 =3,412,500
+£50,000 = £3,462,500
	£1,050,000 x 5 = £5,250,000
	(£1,787,500) 

	Programmer salary
	0
	
£35,000 x 5 = £175,000
	(£175,000)

	Delivery Network cost
	
	£150,000
	(£150,000)

	Website upgrade
	
	£50,000
	(£50,000)

	
	
	
	£1,337, 000 



From the above comparison we can see the difference between the two options for the business of Amana. It is evident that the variable and fixed costs are bigger when it comes to operating with own e-commerce platform, rather than using Amazon, however the sales numbers are far more when the business using its own website. In the end the decision for Mr. Amana seems not hard as with own website, the company will generate £1,337, 000 more net profit by using own website, than using Amazon platform.
Finally we would conclude that the business has to act fast enough in order to survive in this highly unstable and competitive environment. The idea of moving 50% of its business online is a very clever decision and so the business should make sure that the transition will be made quick enough in order to get more sales as soon as possible.
The business should also optimize its manufacturing process. 
Finally when it comes to the decision, whether to choose Amazon rather than own e-commerce platform, we would suggest not to do it at the moment and stick to the idea of building own website. Although Amazon is a very well-established business that can bring a lot of sales to the business and also provide a number of useful tools, the given projections are showing better financial results in favor of the own website and so we must accept that.
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