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[bookmark: _Toc67327369][bookmark: _Toc66721300]Introduction 
According to the accounting theory, the application of Management Accounting can be very efficient and beneficial in relation to the process of business decision making. Furthermore, with the implementation of business accounting principles and good financial discipline business organizations can achieve long-term sustainability. Apart from that, Management Accounting introduces techniques for business budgeting which is also crucial for the efficient operation of a business. The development of a budget can also help in analysing the process of business development in order to invest the planned financial resources in the most efficient way. 
According to the provided scenario, the report below is providing the presentation of two different approaches related to business budgeting along with the calculations related to the business performance of Amana Ltd. The second part of the report is providing clarifications related to the process of business expansion.  
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[bookmark: _Toc67327371][bookmark: _Toc66721302]PART A
According to the provided scenario Amana Ltd is a family-owned souvenir selling business operating in the United Kingdom (UK). The company used to operate in various tourist hotspots across England such as: London Bridge, Buckingham Palace, Westminster Bridge, Brighton, Manchester city centre and Birmingham city centre. 
The overall volume of the business revenue and profitability in the last 40 years provided a good positioning for the business along with efficient business strategy and rational financial performance that provided sustainability. Because of the recent COVID-19 pandemic situation the overall financial performance related to the business has decreased significantly which had a negative impact on the business. The government decided to impose unprecedented restrictions and introduced strict measures such as a national lockdown which had a negative impact on the business nationwide. The management of Amana Ltd has decided to try and adapt to the new pandemic situation and made a decision to reorganize the business in an attempt to improve the profits and control the decline in revenue. In order to that the owners of the company have decided to hire a new manager who can help them with that task.



Answer to question 1
[bookmark: _Toc66721303]The management of Amana Ltd required a monthly control report which is a business performance report and a financial statement that is being prepared by an external or internal expert on a monthly basis. The purpose of these reports is to assess and review the operational and financial performance of the business and to assist the management in making informed business decisions (Seal, 2018). In order to adapt to the new situation caused by the pandemic Amana Ltd has to analyse its business performance and plan their next moves in terms of investments, costs, and budgeting more carefully. The analysis of variance can be defined as an analysis of the difference between actual and planned numbers. The summed amount of all variances provides an overall view of the under-performance or over-performance for a particular time period. Companies assess the favourability for each item by comparing original budgets to actual budgets (Emsley, 2000). In order to understand why the actual budget is different from the original one the new manager of Amana Ltd needs calculate the variances in the budget by creating a flexible budget. It is adjusting the original budget to the actual production or sales volume (Seal, 2018). For example, Amana Ltd.’s original budget was estimating to sell 100,00 units of products, but in reality, they have sold only 80,000 units. The new manager has to create a flexible budget that will rearrange the original budget to represent the new number by making all the necessary adjustments to the expenses and sales based on the unexpected change in the volume (Seal, 2018).  Table 1 below represents the calculations and all the necessary adjustments to the original, flexed, and actual budgets.

	Items
	Cost per Unit
	Original budget
	Flexed budget
	Actual budget
	Variance
	Favourable/ Unfavourable

	Units
	
	100,000
	80,000
	80,000
	
	

	Selling price
	25
	25
	25
	20
	
	

	Revenue
	
	£2,500,000
	£2,000,000
	£1,600,000
	£400,000
	Unfavourable

	Less: Variable costs:
	
	
	
	
	
	

	Materials
	2.50
	£250,000
	£200,000
	£280,000
	(£80,000)
	Unfavourable

	Labour
	4
	£400,000
	£320,000
	£440,000
	(£120,000)
	Unfavourable

	Overhead
	1.50
	£150,000
	£120,000
	£120,000
	£0.00
	

	Contribution
	17
	£1,700,000
	£1,360,000
	£760,000
	(£600,000)
	Unfavourable

	Less: Fixed overheads:
	
	
	
	
	
	

	Warehouse rental
	
	£200,000
	£200,000
	£170,000
	£30,000
	Favourable

	Insurance
	
	£100,000
	£100,000
	£100,000
	£0.00
	

	Fulltime warehouse supervisor salary
	
	£50,000
	£50,000
	£35,000
	£15,000
	Favourable

	Net Profit
	
	£1,350,000
	£1,010,000
	£455,000
	(£555,000)
	Unfavourable


Table 1 
(Source: Created by the Student)

After calculating and adjusting the original and actual budgets the new manager of Amana Ltd analysed that many of the variances are unfavourable for the business. His conclusion is that the attempt of the owners of Amana Ltd to reduce the prices of their products in order to increase the revenue was unfavourable for the business. In addition, the owners incurred less revenue and have actually increased their costs of materials and labour which are unfavourable for the company as well.
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Answer to question 2 
The new manager of Amana Ltd was asked by the owners of the company to prepare an annual report for the whole 2020 year. The manager analysed the annual financial performance of the company and presented the results. His conclusion is that the company has taken a big hit on the revenue. From one point of view the COVID-19 pandemic affected the overall performance of the business. On the other hand, the decision of the owners to reduce the price of their products in order to increase the revenue was crucial for the drop in the revenue for 2020. By decreasing the prices of the souvenirs Amana Ltd was trying to increase the revenue and remain competitive on the market, but in reality, the company incurred losses and, in the end, their variable costs have increased (Alegre and Sard, 2017).
[bookmark: _Toc66721307] 
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The revenue generated by a business is determined by the quantity that has been sold and the selling price. The owners of the business need to have in mind that their business is product-based and the cost materials is of great significance and it must be controlled more efficiently (Weustink et al., 2000). 
In 2020 Amana Ltd.’s cost of materials has increased and the fact that their main products are souvenirs they must ensure that the cost of materials is kept under control, but without making compromise with the quality. The new manager’s suggestion for the owners is to change their suppliers and find new ones that can prove good track records. In this way the business can achieve long-term sustainability and increase their revenue.

[bookmark: _Toc66721308][bookmark: _Toc67327378]PART B: 
The present COVID-19 pandemic situation has a crucial impact on businesses worldwide. Having that in mind it appears that the level of readiness of business organisations to increase their online presence plays an important role for the sustainability and continuity of a company in the present volatile environment (Priambodo, 2021). Mr. Amana is considering to close the shops the company owns in Manchester, Brighton, and Birmingham in order to streamline the business. In addition, he is considering to move 50% of the sales from those shops online. Mr. Amana realized that his competitors are trying to adapt to the pandemic situation and are selling their products online to the American, European, and British markets. Until now Amana Ltd has been trading only in their physical stores despite that the company has its own website, but it is mainly used as a channel for marketing. The owners have two options to consider. The first option is investment in their own website and upgrade it so that it can take the expected trading volume. The second option for Amana Ltd is to sell their products on Amazon. According to Daniel Tolstoy (2021), the way of doing business has changed in the last two decades. Small and medium enterprises (SME) need to adapt to the new conditions of doing business and increase their online presence in order to be successful. In addition, by switching to online trading the key advantages that are revealing for a business are the reduced time processing, reduced cost, increased productivity, increased sales, increased customer loyalty, and extended market reach (Priambodo, 2021). The new manager was given the task to analyse the two options and advise the owners which option would be better for the company. The pros and cons for the two options are presented below.

Option 1 – Investing in the company’s website
As mentioned above Amana Ltd has its own website, but it is mainly used for marketing purposes. In order to start selling their products online the company needs to make investments and upgrade the website in order to handle the expected volume of sales. The costs that will be incurred for upgrading the company’s website are presented below in Table 2.

	Item
	Cost

	Cost of setting up delivery network
	£150,000

	Cost of upgrading current website to handle large volume of sales
	£50,000

	Total Initial Costs
	£200,000

	Add: Annual salary of a fulltime IT programmer 
	£35,000

	Total costs for the first year
	£235,000


Table 2: (Source: Created by the student)

According to Table 2 above the total initial costs with setting up the company’s website will cost £200,000. In addition, the company needs to hire a fulltime IT programmer to maintain the website. His salary will be £35,000 per year. The company conducted a marketing research which showed that the guaranteed sales would be 100,000 units per year.

Option 2 – Selling the products Amazon
The second option for Amana Ltd is to accept the terms and conditions of one of the global leaders in online trading Amazon. The costs that will the company incur by choosing this option will be £50,000 for fulfilment fees. Amazon can guarantee 65,000 units in sales annually with a potential increase if there is higher demand for the products. 


	Investing in the company’s website

	Pros
	Cons

	Control over pricing and return policy
	Higher initial costs

	Higher number of guaranteed sales
	

	Selling the products Amazon

	Pros
	Cons

	Lower initial cost
	Higher level of competition

	
	Lower number of guaranteed sales

	
	Lack of control over pricing and return policy


Table 3: (Source: Created by the student)

Table 3 above illustrates the pros and cons for both options that Amana Ltd has. The new manager of the company has analysed the data and advised the owners of the business to accept the terms and conditions of Amazon. The main points in favour of that decision are presented below.


Pros and cons for choosing to sell products on Amazon
Lower initial cost 
The current situation with the COVID-19 pandemic has a crucial impact on the business worldwide. All the business worldwide are affected in some way. Amana Ltd took a big hit on their revenues and most of the capital incurred during the summer of 2020 is already depleted. Having that in mind it appears that selling products on Amazon would benefit the business without stressing additionally the financial situation of the company. In this way Amana Ltd will be able to reorganize and set a new strategy in order to adapt to the new reality in doing business during the COVID-19 pandemic.

Higher exposure to potential customers
Amazon is one of the global leaders in online trading and the company’s exposure to the users of the trading platform would be very beneficial for the company. The owners of the company target customer groups are consumers in the, USA, and UK. Amazon e-commerce platform is well recognized in these countries which can potentially result in increasing demand for the products of Amana Ltd. 

Potential increase of sales in the future
As a partner Amazon guarantees 65,000 units of sales annually which can potentially increase if there is a demand for the products. Amana Ltd should focus on the quality of the products in order to guarantee higher demand in the future and achieve long-term sustainability. 

As in every new business initiative there is always a risk when a company is evaluating if it should invest in one project or another. There would always be pros and cons which would favour one of the projects (Priambodo, 2021). The new manager of Amana Ltd was hired to solve such issues and part of his analysis is analysing the cons that are unfavourable for choosing Amazon which are presented below.



Higher level of competition
As one of the leaders in the global online sales Amazon is cooperating with many businesses. According to their website (2021), only for 2020 the company has invested more than £75 million to support small businesses globally. It is part of their culture to support businesses cooperating with them to grow. Amazon should be considered as a partner that can help the company to achieve long-term growth.

Lower number of guaranteed sales
Despite that Amana Ltd is guaranteed to sell only 65,000 units of their products on their website this con should be considered as an opportunity for the business to prove that their products have good quality. In this way they can promote their brand, expand their customer base, and achieve sustainability.

Lack of control over pricing and return policy
Despite the lack control of pricing and return policy Amana Ltd should consider this as an opportunity and see this con from the perspective of customer retention and satisfaction. With good quality products and efficient system for selling goods online the company shouldn’t worry too much about customers returning goods. Amana Ltd should concentrate on finding suppliers with good track record history that can deliver good quality materials and increase their customer’s satisfaction level and retain them.  
[bookmark: _Toc66721309][bookmark: _Toc67327379]Conclusion 
COVID-19 pandemic disrupted the way businesses operate worldwide. It has become a great challenge not only to operate a business, but to retain it as well. Amana Ltd is a good example what kind of challenges organizations are experiencing and what strategies should be implemented in order to achieve sustainability. The application of Management Accounting practices can be very beneficial for every business. Applying effectively good accounting practices and keeping under control variable and fixed costs is crucial for the successful operation of any business. Management accounting good practices can help the management of a company in the decision-making process and increase potential revenues and react efficiently to challenges such as a global pandemic.


References
Alegre, J., and Sard, M. (2017) ‘Price strategies by German and British tour operators in Mallorca’, Journal of Hospitality and Tourism Management, 33, pp. 93-102.
Amazon, (2021) About Us.
Available at: https://blog.aboutamazon.co.uk/supporting-small-businesses/2020-amazon-uk-sme-impact-report (Accessed 15 04 2021).
Emsley, D. (2000) 'Variance analysis and performance: two empirical studies', Accounting, Organizations and Society, 25(1), pp. 1-12.
Priambodo, T. et aI. 2021. 'E-Commerce Readiness of Creative Industry During the COVID-19 Pandemic in Indonesia', Journal of Asian Finance, Economics and Business, 8(3), pp. 865-873.
Seal, W., Rhode, C., and Garrison, R. (2019) Management Accounting. 6th ed. London: McGraw-Hill Education.
Tolstoy, D. et al. (2021) 'The development of international e-commerce in retail SMEs: An
effectuation perspective', Journal of World Business, 56, p. 101165.
Weustink, I. et aI. (2000) 'A generic framework for cost estimation and cost control in product design', Journal of Materials Processing Technology, 103, pp. 141-148.








2


