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Management Accounting: Impact of Covid-19 on the Tourism Industry



Part A
Introduction
As everyone in the world has come to experience, the economic environment has not been any good since the pandemic reached the UK early in 2020. The situation has been the same in most parts of the world and despite such countries as China having bounced back and working hard to regain normalcy, many others in the world remain in the struggle to recover from the effects of the pandemic (Yeh, 2020). One of the worst affected sectors of the economy in the UK and all over the world is tourism. Due to the pandemic, tourists cannot leave their countries as that would put them and the populations of the host countries at a higher risk of contracting the virus. As a result of that, many companies have fared badly throughout that year. This document assesses how Amana Ltd, a tourist company in the UK, performed in 2020 (Prideaux, Thompson & Pabel, 2020).
1.1 Prepare the monthly control report showing original budget, flexed budget, and variances. 
Original Budget
	
	Original Budget

	Units
	100,000

	Selling Price
	25

	Variable Costs:
	

	Materials
	250,000

	Labour
	400,000

	Overhead
	150,000

	Contribution
	1,700,000

	Fixed Overheads:
	

	Warehouse rentals
	200,000

	Insurance
	100,000

	Fulltime warehouse supervisor salary
	50,000

	Total Sales
	2,500,000

	Total Costs
	2,850,000

	Profit
	(350,000)


Flexed Budget
	Flexible Budget

	
	50%
	75%
	100%

	Units
	40,000
	60,000
	80,000

	Selling Price
	20
	20
	20  

	
	£
	£
	£

	Variable Costs:
	
	
	

	Materials
	140,000
	210,000
	280,000

	Labour
	220,000
	330,000
	440,000

	Overhead
	60,000
	90,000
	120,000

	Contribution
	580,000
	870,000
	1,160,000

	Fixed Overheads:
	
	
	

	Warehouse rentals
	170,000
	170,000
	170,000

	Insurance
	100,000
	100,000
	100,000

	Fulltime warehouse supervisor salary
	35,000
	35,000
	35,000

	Total Costs (A)
	1,305,000
	1,805,000
	2,305,000

	Total Sales (B)
	800,000
	1,200,000
	1,600,000

	Profit (A-B)
	(505,000)
	(605,000)
	(705,000)



Variance
	
	Actual Budget
	Flexible Budget
	Budget Variance 
(Negative variance)

	Units
	100,000
	80,000
	20,000

	Selling Price
	£25
	£20
	£5

	Variable Costs:
	£
	£
	£

	Materials
	250,000
	280,000
	30,000

	Labour
	400,000
	440,000
	40,000

	Overhead
	150,000
	120,000
	(30,000)

	Contribution
	1,700,000
	1,160,000
	540,000

	Fixed Overheads:
	
	
	

	Warehouse rentals
	200,000
	170,000
	30,000

	Insurance
	100,000
	100,000
	-0-

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

	Total Sales
	£2,500,000
	£2,305,000
	£100,000

	Total Costs
	£2,850,000
	£1,600,000
	£625,000

	Profit
	(350,000)
	(705,000)
	(525,000)


1.2 Using your control report prepared in (1.1) above, prepare a report on Amana’s performance during the year 2020. 
The company’s sales reduced significantly over the period, noting that the number of units sold reduced by 20,000 units from what the company had planned in the original budget. The price per unit decreased by £5, largely due to the reduction of demand as the company could not serve international visitors to the UK after the travel restrictions set up by the government to control Covid-19 infections. Inefficiency in the company’s production is a significant issue given that the company’s production system used 30,000 more materials to produce 20,000 souvenir units than what the original budget had indicated. According to the initial budget, the company had projected to use 250,000 material units to produce 100,000 souvenir units but eventually used 280,000 units of material to produce 80,000 souvenir units. Also, the company used 40,000 more units of labor to produce 80,000 souvenir units than the it had planned to use to manufacture 100,000 souvenir units. 
The company had a £540,000 reduction of its contributions from the company’s initially planned £1,700,000 to £1,160,000. The overhead projections reduced by 30,000 while rental costs for warehousing reduced by 30,000, which can be attributed to the company not being able to operate all its branches to anywhere near their capacity. Fixed overhead costs like insurance costs remained constant throughout the financial year. In total, the company spent £2,305,000 to produce 80,000 souvenir units in contrast to £2,500,000 for 100,000 souvenir units that had been projected. The company’s sales also reduced from a projected £2,850,000 to £1,600,000. The company made a loss of £705,000 in 2020. The company’s salary for the fulltime warehouse supervisor reduced by £15,000. The reduced salary cost for warehouse supervisor can be attributed to general inactivity and lack of business requiring the supervisor to report to work every day, thus eliminating some additional earnings on top of the salary such as overtime compensation and paid leaves.

	
	Actual Budget
	Flexible Budget
	Budget Variance 

	Units
	100,000
	80,000
	20,000

	Selling Price
	25
	20
	(5)

	Variable Costs:
	£
	£
	£

	Materials
	250,000
	280,000
	(30,000)

	Labour
	400,000
	440,000
	(40,000)

	Overhead
	150,000
	120,000
	30,000

	Contribution
	1,700,000
	1,160,000
	540,000

	Fixed Overheads:
	
	
	

	Warehouse rentals
	200,000
	170,000
	30,000

	Insurance
	100,000
	100,000
	0

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

	Total Costs
	2,500,000
	2,305,000
	100,000

	Total Sale
	2,850,000
	1,600,000
	625,000

	Profit
	350,000
	(705,000)
	525,000


The company made a loss of £705,000 at the close of financial year 2020. 
1.3 Provide recommendations to Amana’s CEO on areas of improvement. 
The company has fared in ways that can be comparable to others in the market. However, there are some areas that need to be improved if the company wants to avoid being in a similar situation in the future (Gössling, Scott & Hall, 2020). For instance, the company used more labor to produce less units of its souvenirs than it had initially planned. Labor costs are some of the factors that determine how successful a company becomes in business. With an initial plan being to use 400,000 units of labor to manufacture 100,000 units of souvenirs, the company had a 4:1 ratio of units of labor to units of souvenir. In the end, the company was using 440,000 units of labor to manufacture 80,000 souvenir units, which was a ratio of 5.5:1 for labor used to manufacture the products and the products that the company actually sold. This makes it inefficient for the company because increasing labor costs without a similar increase in the sales or price of the product means that the company’s net profit is reduced so that the company can cover the extra units of labor (Gössling, Scott & Hall, 2020).
At times when the company’s products have a severely limited demand because they are not available to customers outside the UK, and since consumers in the UK cannot purchase the company’s services in large numbers in part due to the dire economic circumstances created by the pandemic and also because social events are not recommended in the country for health conditions, the price of the souvenirs has also declined. Reducing demand and price means that the company requires to reduce its supply of souvenirs in the market. An oversupply of souvenirs would lead to the company flooding its own market, and according to the law of demand and supply, that would lead to further lowering of the prices. For this reason, the company requires to reduce some of its variable expenses in order to remain productive and profitable. 
The circumstances in the market mean that the company is not only using more units of labor to manufacture less products. Instead, the company is also using more materials to manufacture fewer units of the product. The company requires to streamline its production to make it efficient such that the highest amount of the product is manufactured from the least possible number of materials and labor. This means the company may need to revamp its manufacturing processes as well as its systems. One of the effects that strategy this would have is that some of the company’s employees would be considered surplus to requirement and, therefore, the ratio of labor units to souvenir units would be reduced. This strategy has the potential to make the company profitable, and then once the situation in the market improves, or when the company establishes its business through an online platform, the employees that have been laid off would be re-hired and the company can resume production as planned before the pandemic. 
Part B
For companies like Amana Ltd and all others in the travel and tourism sectors, Covid-19 pandemic and its consequential devastation of trade and commerce has come as a warning that the industry could be disrupted in a major way without warning. This is one of the worst hit economic sectors all over the world by the pandemic and the World Travel and Tourism Council (WTTC) warns that the pandemic could lead to more than 50 million jobs being lost globally in this industry alone (Uğur & Akbıyık, 2020). The ripple effect of those job losses may be more significant than the 50 million jobs because the industry reaches out to other sectors of the market which will also be affected. This means that the industry collectively, and the individual members in the industry, have to come with solutions to the current problem for the sake of the survival of the industry.
The industry had been on a positive trajectory before the pandemic hit and for this reason, it is conceivable to think that what was driving the growth of the sector can be salvaged. This means that companies had an existing and expanding customer base across the world, and the industry was employing more people every year (Baum & Hai, 2020). According to WTTC, this sector accounts for a tenth of global GDP and a tenth of all jobs globally. Further, the sector was responsible for about 25% of all new jobs globally between 2015 and 2020. Covid-19 introduced challenges that found the sector to be uniquely exposed, which included handling cancellation, refunds, re-bookings, and sometimes companies were required to pay compensations to their customers (Nicola et al., 2020). 
Amana Ltd has to set itself on a course that is different from what the market needed before the pandemic hit. In this regard, my recommendation to the company management is to adopt product differentiation strategies. This means that the company’s move to take its trade online is highly recommended, and the only way out for the company during the current times. However, there are different factors that the management of the company has to put into consideration when deciding how to go about it. The first of these considerations has to be the expected financial input that the company requires to invest into the venture and the expected ROI on that capital (Park & Kim, 2006). 
Amana Ltd.’s management has to choose between two options which include going online through its own website, and selling its products through Amazon. The goal of the company is the same for both options, and that is to provide a way to reach its customers from all over the world through an easy and accessible platform (Ettis, 2017). Comparatively, developing its own online platform will cost the company more than selling its products through Amazon. The cost of developing Amana’s own website includes £150,000 that is needed first and foremost for the establishment of a delivery network for the company. This is one of the most essential elements of a company’s online trading platform, and the company cannot meet its goals if it does not have a well-developed delivery system. The company targets online customers from all parts of the world and for this reason, it needs a well-established global delivery system that incorporates different shipping methods such as air mail, road, and sea shipping (Permana & Albar, 2019). 
Amana will also be required to invest £50,000 on an upgrade of the current website. The current website is operational but does not have the capacity to handle large volumes of sales. Like it is usually the case with many businesses, the venture would be likely to attract fewer customers from the initial stages, but the company should expect grow the number of customers and sales volumes with time. therefore, it is a planning requirement that they need to have a website that can handle the growth in platforms. This option will also have the company employing a fulltime IT programmer, for who the company will spend £35,000 on remuneration. Therefore, the company will be spending a total of £235,000 if it chooses to develop its own website.
[bookmark: _Hlk69992751]Trading on Amazon comes with a significant difference in the initial costs. The company will only be required to invest £50,000 on Amazon fulfilment fees. This is considerably less than the £235,000 it would invest on a fully operational website. However, the initial costs of both options are not the only considerations that Amana Ltd.’s management has to consider. Other factors include the company’s ability to control what business is carried out on the platform, and how the trading is conducted. With this in mind, the company should consider the return policy of either option and how that will potentially impact its relationship with customers. This factor means that the company, favoring the option that will maintain or help develop good relationship with customers, should decide in favor of developing the company’s website because that will give the company complete control over its sales and return policies (Erevelles, Fukawa & Swayne, 2016). 
Since a favorable return policy helps instill confidence and trust in the company, this is the best chance the company has to build a strong customer base from the beginning of the venture, therefore increasing potential sales and even though this option costs almost five times more than the Amazon platform option, it has a higher chance of returning on the investment in the long run (Tonidandel King & Cortina, 2018). It is also worth considering that the company will be developing its own niche, which it can customize in any way it feels will be the best to attract and serve its customers. This will also be a chance for the company to set itself aside from the competition that it would otherwise have to experience when selling its products on Amazon, given that it will be targeting the same pool of customers as the other vendors on the same platform (Comuzzi & Patel, 2016). 
Conclusion
In conclusion, Amana Ltd should choose to develop its own website for online trading with its customers. Given the factors at hand, the company will spend more money developing this option, and the sales of its products would be expected to be slow at the first stages of the website’s existence. On one hand, having its own website will help the company serve its own customers, and also to grow its sales by establishing new customer segments. This means that the company will benefit more from this option in the long-term than if it chooses to sell its souvenirs on Amazon.
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