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[bookmark: _Toc70092649]Introduction

Management accounting helps organisations in establishing control and taking the right decision. A key control mechanism offered by management accounting is budgetary control. It helps companies measure the actual results with that budget and take corrective actions. It also helps to modify the budgeted plan that is out-of-dated. Similarly, decision making requires evaluating relevant costs. Management accounting has gifted us the concept and technique of identifying relevant cost while evaluating any business decision. In this report, control reports will be prepared to analyse variances and a demonstration over decision making under risk will be provided. 
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(i) [bookmark: _Toc70092651]Control report

To: The Manager
From: Mr X
Date: XX-XX-XX
Subject: Actual vs Budget Control report  
Introduction
A control report is a top-level management report that articulates a company's performance for a particular control period. This report spots the deviations from the intended performance and helps to take corrective initiatives. Analysis of variance is the key element of a control report. In this analysis, the deviations are calculated for both costs and sales. These variances are then used to explain the difference between budgeted and actual profit. When the actual activity is different from the planned activity, a flexible budget needs to be prepared to calculate a more meaningful variance (Aurelian, 2015). 


Analysis
A control statement for Amana Ltd has been produced below, showing the original budget, flexible budget, actual results and variance. The report initially shows that the originally planned activity was 100,000 units but the actual activity was only 80,000 units. Since both units differ, a flexible budget was required for a better investigation of the performance. A flexible budget has been prepared along with the original budget. The flexible budget accounts for the fact that sales were 20,000 units lower than the expected level. Variances were calculated in respect of the flexible budget and actual results. This comparison of actual results with a flexible budget does provide useful control information (Oyadomari, 2018). The statement shows that almost all line items showed an adverse unfavourable variance. The significant variances occurred in sales and labour cost. Since the original and flexed budget have been prepared following the standard costing, it is natural to face some variance in the short run. But the variances will be cancelled out in the long run if the process is under control. The size of the sales, labour and material variance seem quite higher which need further investigation. The sales variance is somewhat uncontrollable to a large extent since it depends on the customer demand. A rule of thumb can be set that a variance, being favourable or adverse, will only be investigated if it crosses a certain percentage or amount. This control limit will be used for determining whether a variance should be investigated. The control limit can be set statistically or by using historical data.
	[bookmark: _Hlk69979941]Particulars
	Original  Budget  (1)      100,000 units
	Flexible budget   (2) 80,000 units
	Actual result (3)  80,000 units
	Variance      (2-3)

	Sales
	£2,500,000
	£2,000,000
	£1,600,000
	£400,000 A

	Less: Material
	(£250,000)
	(£200,000)
	(£280,000)
	£80,000 A

	Labour
	(£400,000)
	(£320,000)
	(£440,000)
	£120,000 A

	Variable overhead
	(£150,000)
	(£120,000)
	(£120,000)
	       0 

	Contribution
	£1,700,000
	£1,360,000
	£760,000
	£600,000 A

	Fixed warehouse rental 
	(£200,000)
	(£200,000)
	(£170,000)
	30,000 F

	Insurance
	(£100,000)
	(£100,000)
	(£100,000)
	        0

	Warehouse supervisor salary
	(£50,000)
	(£50,000)
	(£35,000)
	 £15,000   F

	Profit
	£1,350,000
	£1,010,000
	£455,000
	


 



Working
1. Original budgeted sales= (£25*100,000) or £2,500,000
2. Flexible budget sales = (25*80,000) or £2,000,000
3. Actual sales = (£20*80,000) or £1,600,000
4. Original budgeted material cost = (£2.5* 100,000) or £250,000
5. Flexible budget material cost =(£2.5* 80,000) or £200,000
6. Original budgeted labour cost = ( £4* 100,000) or £400,000
7. Flexible budget labour cost = (£4 * 80,000) or £320,000
8. Original Variable O.H = (£1.50 * 100,000) or £150,000
9. Flexible variable O.H = (£1.50 * 80,000) or £120,000
· A = Adverse Variance ( Actual result worse than flexible budget)
· F = Favourable variance (Actual result better than flexible budget
· Assuming all fixed costs are fully fixed and does not varey with activity level


(ii) [bookmark: _Toc70092652]Performance report

To: The Manager
From: Mr X
Date: XX-XX-XX
Subject: Performance report

The performance report monitors and analyses the financial data to determine how well the company are performing overall (Lambe Isaac, 2015). The overall performance of Amana Ltd in comparison with the budgeted result is quite dissatisfactory. Except for the fixed and variable overhead, all other heads showed a substantial adverse variance. The overall reason for the variance can arise for the following reason:
· Poor budgeting
· Poor recording of cost
· Operational reasons
· Random factors
The operational factors of variance are most urgent and needful to the management since these factors can be controlled. 
Adverse Sales variance
Some variance in sales is expected as sales mostly remain in the hand of customers whom a company can hardly influence. But we need to dig down some controllable causes to take corrective actions from our side. The actual sales price was lower than the budgeted sales price. Possible reasons could be
· Higher-than-expected discounts offered to customers 
· Market conditions forced the price change
The low sales volume achieved due to the following anticipated reasons:
· Unsuccessful direct selling efforts and marketing efforts
· Unexpected changes in customer purchasing habits
· Failure to satisfy orders due to distribution difficulties.
Adverse Material Variance
Material price was higher than expected price. Though the volume of activity was below standard, still a significant material variance occurred due to an increase in material price. The possible reason for this increase could be:
· Using an expensive supplier
· Buying smaller-sized orders and losing bulk purchase discounts
· An unexpected increase in material price
· An unexpected increase in delivery charges
· Poor negotiation of the procurement team
· Poor quality of the initial supplied material resulting in a double purchase
· Inefficiency in setting the standard cost and forecasting
· Poor performance of the purchase manager

The actual reason should be found out as early as possible and corrective actions are urgent as the company is losing significant profit due to this variance.
Adverse Labour variance
The size of labour variance is alarming. Having lower activity than planned, the actual labour rate is very high than the standard. This variance seeks immediate management action. Possible reasons could be:
· An unexpected increase in basic pay rate
· Incorrect recording of direct labour costs ( bonuses are recorded indirect labour costs)
· Using less experienced labour and losing the benefit of the learning curve
· Inefficient hiring by the HR department
· Effective negotiation by the company’s labour union
· Labour shortage happened and existing labour demanded a higher wage

Favourable fixed overhead variance
Favourable variance occurred for fixed overhead. Actual spending was less than the standard. Management performed well in controlling the fixed cost. Possible reasons for the favourable variance can be:
· The costing department performed process re-engineering and better analysis of the cost drivers.
· Possible planning inaccuracy in setting the standard
· Over-absorption of fixed overhead
· An unexpected reduction in one or more overhead expenses









(iii) [bookmark: _Toc70092653]Recommendation on areas of improvement

Once the causes of the variances have been investigated, a decision should be taken regarding which control measures to be implemented to improve. Any of the following three decisions can be taken:
a) Preventing the adverse variance from happening in the future
b) Repeating a favourable variance in the future
c) Bringing the actual results back on track to achieve the budgeted results.
Specific recommendations can be provided in specific areas. 
Sales
Amana Ltd should increase its direct selling efforts to increase the sales volume. Besides, the discount offer should be minimised so that the sales price does not get much lower. Moreover, the forecasting procedure of standard activity should be reviewed. If the existing market condition is unfavourable, then this should be reflected in the standard. 
Material
Inexpensive suppliers should be approached for material purchase. At the same time, the quality of the material should be extensively inspected. The delivery charges of the transported The procurement manager’s performance regarding negotiation with the suppliers should be monitored. Additionally, the bulk discount amount should be considered before placing a purchase order. The forecasting methodology should also be reviewed as most of the standard costs seem unattainable. 
Labour
The basic pay rate should be reviewed for any unexpected change. The reason for the change should be investigated. If there are any capacity constraints and the existing labour force are forced to work more, the company's capacity and resource should be analysed. The recording of labour cost is also to be checked whether any bonus is recorded in an incorrect account. The strength of the labour union seems very strong if they could successfully drive the pay rise. Appropriate steps can be taken to keep the strength of the labour union under control. A review of the experience level of the existing workforce is also recommended. 

Fixed overhead
Setting standard overhead must be reviewed as fixed overhead is fully fixed, but actual costs incurred are lower than the standard. The treatment of over-absorption and setting of standard cost should be re-checked. 
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(i) [bookmark: _Toc70092655]Decision making

The recent scenario of the world has abruptly halted and changed the dynamics of the tourism industry. Due to the fierce competition in the industry and the evolution of digital technologies, the tourism industry is getting transformed and reshaped. The push to adopt e-commerce technologies is driven by competitive pressure and increasing social and economic connectivity. Digitalisation has left no section of the travel industry untouched (SOFRONOV, 2018). The opportunities created by digital technology can create a gap between tech-driven tourism business and traditional tourism businesses characterised by low-tech business practice. Immense attention has focused on e-commerce websites as a tool for reaching new markets and engage customers. The use of this technology will create market access and enhanced connectivity (EunjungNo, 2015). E-commerce practice brings unprecedented opportunities for tourism companies to develop new tourism products, access new markets and upgrade their market position (OECD, 2020). Amana Ltd is thinking in the right direction of getting integrated into the digital ecosystem.  
Going online will bring significant benefits for Amana; for example, it will help Amana increase operational efficiency, free up time for strategic tasks, globalise its brand, and increase the capacity to develop new business models. Almost all competitors have opted for the decision of going online. If Amana waits for more to take this decision, it will certainly lose market share and customers. Cultural factor works extensively in the tourism business. Increased online content will also benefit the cultural segment of the tourism industry. Internet presents a huge opportunity to motivate travel by exposing cultural assets to consumers.  Improved online information delivery and easier access mean that the relationship between businesses and potential consumers is stronger than ever before (Altexsoft, 2017). This connectivity factor is a crucial factor in driving the potential demand for Amana's product in consumers' minds. Online tourism is growing very fast around the world. This is the time for Amana to become a fast-mover in the industry. Otherwise, there is a chance of getting ousted from the market. As the younger generation of the UK has embraced social media, Amana Ltd also needs to embrace social media to take complete benefit of the Internet. E-commerce in the field of tourism business will automate the order process, highlight competitiveness, and thus reduce the operational cost (Nepal, 2020). Another big advantage of going online will be the ability of harvesting consumer data. Insights can be drawn by the consumer data about their demand, interest, purchasing pattern, search history, behaviour and preference. 
Now Amana Ltd has two options of going online. Either it may set up its own online shop or it may sell its products on Amazon. While selecting the best option, we have to take into consideration both the qualitative and quantitative factors. Quantitative factors refer to all relevant costs and incremental revenue. If we only consider the relevant cost of setting up own online shop or sell on Amazon.
	
	Relevant cost of Own shop
	Sell on Amazon

	Cost of setting up a delivery network
	£150,000
	

	Cost of upgrading the current website
	£50,000
	

	Salary of a full-time IT programmer
	£35,000
	

	Amazon fulfilment fees
	
	£50,000

	Total relevant costs
	£235,000
	£50,000



The cost of selling on Amazon is conspicuously less than setting up own online shop. But if we consider the incremental revenue and take the costs and price from Part A;

	Particulars
	At  100,000 units
	At 65,000 units

	Sales
	£2,500,000
	£1,625,000

	Less: Material
	(£250,000)
	(£162,500)

	Labour
	(£400,000)
	(£260,000)

	Variable overhead
	(£150,000)
	(£97,500)

	Contribution
	£1,700,000
	£1,105,000

	Less: relevant cost 
	(£235,000)
	(£50,000)

	Net benefit
	£1,465,000
	£1,055,000



Working:
1. At 65,000 units, sales = (25*65,000) or £2,000,000
2. At 65,000 units, material cost =(£2.5* 65,000) or £162,500
3. At 65,000 units, labour cost = (£4 * 65,000) or £260,000
4. At 65,000 units, variable overhead = (£1.50 * 65,000) or £97,500
Looking at the comparative net benefit statement, it is quite clear that setting up own online shop will bring bigger financial benefit for Amana Ltd. 
But some qualitative factors should also be checked before finalising the decision. As Amana is new in the online environment, it might not have the required experience and calibre to operate e-commerce successfully. Moreover, Amazon is the leading e-commerce service provider. They have a history of success and market experience in the e-commerce sector. Suppose Amana approaches setting up its own online shop based on the financial results. In that case, there is a risk that in future, if Amana can not handle the process appropriately, reputation risk and process failure will arise. Set-up costs of the online shop are also quite high, which will impact Amana's cash flow.
Additionally, another risk of not having a strong, secure and seamless website exists. On the other hand, there is a probability that sales may increase by selling on Amazon if the demand arises. But this probability does not arise if Amana goes for its online shop. Besides, selling on Amazon will create a control problem as Amana will not control pricing and return policy. But selling through own online shop will give better control over the customer experience and the possibility of future innovation (Negulescu, 2014).  An owned online shop will also give Amana a fortune of sending promotions, offering discounts and announcing new products at own decision. So targeting and re-targeting customers are more streamlined with Amana's e-commerce website.  
Hence it is finally advisable that Amana opts for setting online shop but also remains careful about the concerns discussed above. 


[bookmark: _Toc70092656]Conclusion

Due to the progressive nature of the business, companies need to adopt new techniques and tools for better adaptability. Management accounting can provide a bunch of such competitive and handy tools for better decision and adaptability. While applying the decision-making tools of management accounting, it is necessary to identify the relevant costs properly. 
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