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[bookmark: _Toc71314323]Introduction 
Management accounting assists the managers in the decision-making process. They can make short and long-term decisions by monitoring cost, budget, sales, etc. Budgeting is an important aspect of this process. There are several types of budgeting. The flexible budget is one of them. This report aims at applying the knowledge of flexible budgeting, monthly control reports, performance reports, key variances, and considering costs to make decisions. This will be discussed in the context of Amana Ltd. which is a tourism company situated in the UK. Its revenue is severely hit by the global pandemic. That is why it is thinking of changing its strategy. 
Part A
[bookmark: _Toc71314324]Preparing the monthly control report
Managers make effective decisions by analyzing the cost structure of a project (Black, 2017). If they can effectively manage the budgeting tool, they will be able to improve organizational performance. Budgeting helps them to gain control over scarce financial resources. Flexible budgeting is one kind of budgeting tool that reflects the original state of finance of a company. It considers the number of changes in the amount based on the actual volume (Epstein and Lee, 2016). This is a useful tool to measure the efficiency of managers. As the name suggests, it changes according to changed situations. Amana Ltd is a tourist business that sells souvenirs. It has many branches in the tourist hotspots such as London Bridge, Manchester city, etc. This successful business is running for 40 years. But the company is severely affected due to Covid-19. Its revenue fell drastically as people stopped traveling and the government also imposed restrictions to save people from getting affected by the virus. The company expected to sell 100,000 units. But the actual outcome was 80,000 units. 
[bookmark: _Toc70290016]


Table 1: Control report (Flexible)
	Amana Ltd.
Monthly control report (Flexible)

	Particulars
	Unit price (£)
	Original budget (£)
	Flexible budget (£)
	Variance (Original –flexible)
	Favorable (F) or Unfavorable (U)

	Units
	
	(100,000/12)
=8,333
	(80,000/12)
=6,667
	1,666
	U

	Revenue
	25
	(8,333*25)
=208,325
	(6,667*25)
=166,675
	41,660
	U

	Variable cost
	
	
	
	
	

	Material
	2.5
	(8,333*2.5)
=20,833
	(6,667*2.5)
=16,668
	4,165
	F

	Labor
	4
	(8,333*4)
=33,332
	(6,667*4)
=26,668
	6,664
	F

	Overhead
	1.5
	(8,333*1.5)
=12,500
	(6,667*1.5)
=10,001
	2,499
	F

	Total variable cost
	8
	66,665
	53,337
	13,328
	F

	Contribution
	17
	141,660
	113,339
	28,322
	U

	Fixed cost
	
	
	
	
	

	Rent of warehouse
	
	(200,000/12)
=16,667
	16,667
	_
	_

	Insurance
	
	(100,000/12)
=8,333
	8,333
	_
	_

	Supervisor salary
	
	(50,000/12)
=4,167
	4,167
	_
	_

	Total fixed cost
	
	29,167
	29,167
	_
	_

	Net operating income
	
	112,494
	84,172
	28,322
	U


Source: Author
Though the company expected to sell 100,000 souvenirs. But it sold only 80,000 units. Revenue of the company decreased by 20%. Revenue is the function of unit price and the number of units (Horngren, Sundem, Burgstahler and Schatzberg, 2014). When the number of units is decreased, revenue will decrease keeping unit price constant. Variable cost depends on the production volume. As the number of units decreased by 20,000 units, variable cost also decreased. Decreasing cost is a favorable sign for a company (Selto, Curry and Horngren, 2018). The fixed cost remained the same. The company's net operating income decreased by 25%. If the monthly report is prepared based on the actual outcome, the following result will be found:


[bookmark: _Toc70290017]Table 2: Control report (Actual)
	Amana Ltd.
Monthly control report (Actual)

	Particulars
	Unit price (£)
	Original budget (£)
	Flexible budget (£)
	Variance (Original –flexible)
	Favorable (F) or Unfavorable (U)

	Units
	
	(100,000/12)
=8,333
	(80,000/12)
=6,667
	1,666
	U

	Revenue
	25
	(8,333*25)
=208,325
	(6,667*20)
=133,340
	74,985
	U

	Variable cost
	
	
	
	
	

	Material
	2.5
	(8,333*2.5)
=20,833
	(280,000/12)
=23,333
	2,500
	U

	Labor
	4
	(8,333*4)
=33,332
	(440,000/12)
=36,667
	3,335
	U

	Overhead
	1.5
	(8,333*1.5)
=12,500
	(120,000/12)
=10,000
	2,500
	F

	Total variable cost
	8
	66,665
	70,000
	3,335
	U

	Contribution
	17
	141,660
	63,340
	78,321
	U

	Fixed cost
	
	
	
	
	

	Rent of warehouse
	
	(200,000/12)
=16,667
	(170,000/12)
=14,167
	2,500
	F

	Insurance
	
	(100,000/12)
=8,333
	(100,000/12)
=8,333
	_
	_

	Supervisor salary
	
	(50,000/12)
=4,167
	(35,000/12)
=2,917
	1,250
	F

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

	NOI
	
	112,494
	37,923
	74,571
	U


Source: Author
The company expected to sell each souvenir at £25. But it had to sell only at £20. That is why its actual revenue decreased by 64%. When flexible budgeting is used, it was found that revenue was decreased by only 290% as the price remained at £25. The combination of the decrease in the number of units and unit price had forced revenue to fall drastically. When flexible budgeting is used, it was found that the variable cost had a favorable direction. But it was increased by £3,335. As per unit material and labor cost increased, the total variable cost was also increased. On the other hand, when the fixed cost was allocated every month, it showed a favorable result. However, the net operating income of the company decreased by 66%. Thus, preparing the monthly report based on actual outcome provides more relevant results. 
[bookmark: _Toc71314325]Preparing performance report
Performance report provides a clear result of how managers have performed over the year. When the actual report is compared to the planned budget, the variances indicate how well the managers have controlled the variables (Bhimani and Roberts, 2014). If the result provides a favorable outcome, the manager is rewarded. As performance report includes activity and revenue and spending variance, it helps to identify the deviations more accurately (Broadbent and Laughlin, 2019). To protect the citizens from this grave danger, the government-imposed travel restrictions. Amana's revenue was also hit by this pandemic. Though it was running successfully, it had to decrease its price of souvenirs due to this pandemic. Thus, it had to incur a huge loss because of the lockdown and travel restrictions.  
[bookmark: _Toc70290018]Table 3: Performance report
	Amana Ltd.
Performance report

	Particulars
	Original budget (£)
	Activity variance (£)
	Flexible budget (£)
	Revenue and spending Variance 
	Actual result (£)

	Units
	100,000
	20,000 U
	80,000
	_
	80,000

	Revenue
	(100,000*25)
=2,500,000
	500,000 U
	(80,000*25)
=2,000,000
	400,000 U
	(80,000*20)
=1,600,000

	Variable cost
	
	
	
	
	

	Material
	(100,000*2.5)
=250,000
	50,000 F
	(80,000*2.5)
=200,000
			80,000 U
	280,000

	Labor
	(100,000*4)
=400,000
	80,000 F
	(80,000*4)
=320,000
	120,000 U
	440,000

	Overhead
	(100,000*1.5)
=150,000
	30,000 F
	(80,000*1.5)
=120,000
	_
	120,000

	Total variable cost
	800,000
	160,000 F
	640,000
	200,000 U
	840,000

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

	Fixed cost
	
	
	
	
	

	Rent of warehouse
	200,000
	_
	200,000
	30,000 F
	170,000

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

	Supervisor salary
	50,000
	_
	50,000
	15,000 F
	35,000

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

	NOI
	1,350,000
	340,000 U
	1,010,000
	555,000 U
	455,000


Source: Author
The company's expected revenue was £2,500,000. But the global pandemic decreased its sales. The activity variance is found by subtracting the original budget from the flexible budget (Lewis, 2014). The revenue and spending variance is calculated by subtracting the actual result from the flexible budget. To understand the real position, it is important to calculate these variances (Horngren, 2015). It had to incur less fixed cost compared to its actual budget. In the monthly control report, it was noted that variable expenditure was in a favorable direction. But when a performance report is prepared, it is showing a huge deviation from the planning budget as the unit price of variable factors increased during the pandemic.  Though it had saved its fixed cost by £45,000, it could not make huge NOI due to a decrease in units and an increase in variable expenditure. Thus, performance report helps to make a vivid analysis compared to a monthly control report. 
[bookmark: _Toc71314326]Recommendations
The global pandemic has a severe negative impact on the tourism industry. People had to stop traveling to reduce transmission (Kumar, 2020). Amana had to incur a huge loss due to the global pandemic. As it did not find expected customers and people were unwilling to buy souvenirs, it had to decrease its price to attract them. That is why its unit price decreased by £5. Its NOI decreased by £555,000 as it had to cut down prices and face an increasing amount of variable cost. The adverse movement of variable cost reduced the contribution margin. It expected that its labor wage will be £400,000 but the actual outcome was £440,000. Moreover, materials cost also increased by £30,000. To improve its business condition, it should take the necessary steps. It should change its supplier's network. It should look for suppliers who are willing to provide materials at a lower cost. If it gives the order of a huge number of units of materials, it will be able to get a favorable discount. It must identify why its overhead cost did not decrease as it sold 20,000 units less compared to the original budget. Moreover, it should outsource its labor force to decrease the labor cost. As the company is facing a huge number of losses, it can look for alternative strategies. It can sell its products online. Though it will have to incur a huge, fixed cost at the starting point, it will be able to sell its products to many customers. Most of the businesses are running towards the online platform as people feel safer to relate to sellers through this platform (Otley, 2019). They will not have to go to the physical counters.  Thus, it can open a new online wing for safety and hygiene-conscious travelers. It can also give offers to its regular customers to retain them. By cutting down its non-value additive activities, it can give focus on online activities to fulfill the current needs of customers. 



[bookmark: _Toc71314327]Part B
[bookmark: _Toc71314328]Analyzing whether Amana should introduce online selling or selling in Amazon
In the UK, the contribution of the tourism industry was 6.7 % of the GDP in 2019. But in 2019, the government was forced to impose restrictions on traveling (Rutynskyi and Kushniruk, 2020). The lockdown and travel restrictions reduced the overall contribution of the tourism industry. Most of the competitors have already introduced online platforms. Thus, they can manage their fixed cost (Assaf and Scuderi, 2020). Amana also had to face the severe impact of this lockdown and restrictions. It had to cut down price. It also had to incur a huge amount of variable cost. Its profit margin reduced drastically within 1 year of the pandemic. That is why it decided to implement a new strategy. It has two options. It can introduce its website to sell souvenirs online or it can make a contract with Amazon to sell its souvenirs through Amazon. 
[bookmark: _Toc71314329]Selling through website
Most of Amana's competitors introduced an online platform for their customers. During this pandemic, the online platform is convenient for the customers. That is why Amana is thinking to close some of its physical stores to introduce a new website. But it had to incur some fixed costs for this reason. As it will be able to move only 50% of its sales online, it is expecting to sell 50,000 units online. It is assumed that the unit price is £25. The variable cost of materials, labor, and overhead is assumed to be £2.5, £4, £1.5 respectively. The total variable cost becomes £8. The calculation of NOI is given below:


[bookmark: _Toc70290019]Table 4: Calculation of NOI (Website)
	Particulars
	Amount (£)

	Revenue
	(50,000*£25)
=1,250,000

	Variable cost
	(50,000*£8)
=400,000

	Contribution
	(1,250,000-400,000)
=850,000

	Fixed cost
	

	Setting up network
	150,000

	Upgrading website
	50,000

	Salary of IT programmer
	35,000

	Total fixed cost
	235,000

	NOI
	(850,000-235,000)
=615,000


Source: Author
The company will sell 50% of its products through a physical store. Its stores located near London Bridge, Westminster Bridge, and Buckingham Palace will be operating. To take an effective decision, it is important to take care of its offline sales. 
[bookmark: _Toc70290020]Table 5: Combined NOI
	Particulars
	Amount (£)

	Revenue
	(50,000*£25)
=1,250,000

	Variable cost
	(50,000*£8)
=400,000

	Contribution
	(1,250,000-400,000)
=850,000

	Fixed cost
	

	Rent
	200,000

	Insurance
	100,000

	Salary of warehouse supervisor
	50,000

	Total fixed cost
	350,000

	NOI
	(850,000-350,000)
=500,000

	Total NOI
	(615,000+500,000)
=1,115,000


Source: Author
The company will be able to generate £615,000 from selling online and £500,000 from its physical stores. The total net income generated from implementing this strategy will be £1,115,000. The income generated in the previous year was only £455,000. By implementing this strategy, it will be able to generate more NOI. However, the pandemic is not over. If it is not able to sell at £25, the NOI will be reduced. The revenue will be £ 1,000,000 (50,000*£20). The total cost will remain same at £750,000 (£400,000 + £350,000). So NOI will be £250,000 (£1,000,000 - £750,000). So total NOI will become only £865,000 (£615,000 + £250,000).
[bookmark: _Toc71314330]Selling through Amazon
Amana has another option of selling through Amazon. If it implements this strategy, it will have to close all of its physical stores. It will sell through Amazon only. The benefit of choosing this option is it will not have to incur any fixed cost. The only cost that is associated with this option is Amazon fulfillment fees of £50,000. This will save its total fixed cost of £585,000 (£235,000 + £350,000). But the challenge associated with this platform is that Amana will have to face high competition from others. But the guaranteed sales will be 65,000 units. This may increase if customers' demand increases. The NOI generated from this strategy is calculated below:


[bookmark: _Toc70290021]Table 6: Calculation of NOI (Amazon)
	Particulars
	Amount (£)

	Revenue
	(65,000*£25)
=1,625,000

	Variable cost
	(65,000*£8)
=520,000

	Contribution
	(1,625,000-520,000)
=1,105,000

	Fixed cost
	

	Amazon fulfillment fee
	50,000

	NOI
	(1,105,000-50,000)
=1,055,000


Source: Author
From the above calculation, it is found that if Amana selects the Amazon option it will be able to generate £1,105,000. If it sells through its website, it will be able to generate £1,115,000. This is £10,000 more than that of selling through own website. But if the worst-case scenario is considered, the company will generate only £865,000 from the first option. So, the second option seems more stable. Though it will face high competition, it will not have to reduce its unit price. Moreover, the sales are guaranteed. Operating physical stores is too much expensive. Moreover, it had to incur a huge amount of fixed costs. To get a stable revenue, it should introduce the second strategy. Amana should go for selling through Amazon. 

[bookmark: _Toc71314331]Conclusion
Managers are a crucial part of an organization. When an organization faces challenges, they have to take the necessary steps to improve the condition. To make informative decisions, they rely on management accounting. Budgeting is an important tool for them to control financial decisions. By preparing flexible budgets and performance reports, they can identify the real financial condition of a company. By utilizing these tools, it is found that Amana Ltd.'s net operating income fall drastically. To improve its condition, it can either choose to sell through a website or Amazon. By considering the relevant costs, it is found that by selling on Amazon it will be able to generate a better result. 
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