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[bookmark: _Toc71321649]Introduction
Management accounting is the process deals with the identification, examination, measurement, and understanding of accounting information which helps the users of the information regarding operational decision making (Scott, 2019). Dennis Caplan adds that Management accounting information is normally financial in nature and money - denominated, although increasingly, management accounting systems collect and report nonfinancial information too (Caplan, 2006). This report on management accounting will explain the use of budget and the suggestion to improve budget for the betterment of business performance. Moreover, it will also show the use of relevant costing in decision making of a business. Furthermore, this paper will provide Recommendations on areas of improvement and will discuss the possibility of transition into online business about 50% of the sales activities.
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Here a monthly control report has been prepared for Amana Ltd. showing original budget, flexed budget, and variances-
	
Amana Ltd Monthly Control Report For the year ended 2020

	
Items
	Cost per Unit
	
Original (£)
	
Flexed (£)
	
Actual
	
Variance

	Units
	
	100,000
	80,000
	80,000
	

	Selling Price
	25
	25
	25
	20
	SUF

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

	Variable Cost:
	
	
	
	
	

	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 Overhead:
	
	
	
	
	

	Warehouse Rental
	
	200,000
	200,000
	170,000
	30,000 F

	Insurance
	
	100,000
	100,000
	100,000
	0

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

	Profit
	
	1,350,000
	1,010,000
	455,000
	555,000 UF
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In the previous section a monthly control report was made based on the budgeted and actual data of 2020. In the control report, original budget, flexed budget and variance of these two budgets has been revealed. Analysis for the financial performance of Amana Ltd. will be presented based on the results from the report.
Original budget is the initial budget prepared before starting the accounting period and based on which the activities are conducted (Lal, 2017). However, flexed budget is the actual budget prepared by adjusting the original budget with the level of activities (Radu & Giju, 2015). In the flexed budget, the main difference is in the area of sales and variable costs. The fixed cost is sometimes irrelevant in this kind of budget, but it can also be changed (Ionescu, 2015). But it does not change with the level of activities.
In the control report of Amana Ltd. most of the variances are unfavourable. At first, a big variance in noticed in the selling units. The selling units were 100,000 in the original budget but in the actual budget it was 80,000. It means a 20% decrement in selling units. Because of the outbreak of Covid-19, a big fall incurred in the sale of Amana Ltd. as tourists were unable to travel. So, souvenirs were not sold at the desired quantity. The selling price per unit also decreased by £5. 
The variable costs of Amana Ltd. appeared to be favourable for some activities. The cost of materials was £250,000 in the original budget. But in the actual budget it became £280,000. It means the material costs increased with 10,72% in the actual budget.
The cost of direct labour is related to the unit of production. In the original budget the cost of labour was estimated £400,000. But in actual it was £320,000. It means a reduction of 20% has been occurred in this area also.
The overhead cost was £150,000 in the original budget. With a 20% reduction of £30,000 this became £120,000 in the actual budget. All of this reduction created a reduction in total variable costs to £1,360,000 from 1,700,000. The reduction in cost is always favourable for business.
Fixed costs do not change according to the level of production. But it changes with the situation. The fixed costs of original budget and actual budget varies. In the original budget the Warehouse rental was 200,000 which has been reduced to 170,000. As the production reduced the use of warehouse also decreased. That is why the rental of warehouse is lesser in the actual budget which is favourable for the company. 
Insurance is a fixed cost which does not alter with the situation. It means whether there is higher production or absolutely no production, company must pay the insurance cost with the same amount. Therefore, the insurance cost of £100,000 is unchanged in both budgets. 
Warehouse supervisor salary is a fixed cost. Due to pandemic situation the salary of employees was cut down because of low profit. The salary of warehouse supervisor was 50,000 in the original budget. This has been reduced to £35,000. It means almost 30% decrement occurred in this area.
From the above analysis it is found that the sales of actual budget reduced a lot. On the other hand, each item of variable costs has been reduced. The fixed costs have been reduced as well.
Net income is the performance indicator of a company (Kieso, et al., 2019). The overall performance is reflected by it. The net income is unfavourable, and it is showing bad performance of the company.

[bookmark: _Hlk71317643][bookmark: _Toc71321653]Recommendations on areas of improvement to Amana’s CEO based on monthly control report 
[bookmark: _Hlk71318967]From the analysis of ‘’ Preparation of a report on Amana’s performance based on monthly control report’’, it is found that Amana Ltd. is performing bad in actual life in regard to original budget. The Covid-19 crisis incurred this negative performance of the company. However, in order to survive in the competitive market, Amana has to overcome this situation. This paper has provided recommendations to the CEO of the company from improving their situation on the basis of previous analysis -
Shifting to online business
From the case it was found that, in the past Amana Ltd. only involved in the offline or physical business. But now situation has been changed. The pandemic and lockdown situation forced people to stay at home for their safety. In this situation running a physical shop is difficult and unsafe. In this regard Amana Ltd. can shift their entire business or some portion of their business to online. It will help them to sale their product to more customers. As customer can purchase product sitting at home, they will not be concerned about the safety issue.
Reduction in variable cost
So, for improving this situation they can use variable cost cutting techniques. One way is reduced inventory cost by using just-in-time method. In this method they will purchase material according to the requirements of the production unit (Dyhdalewicz, 2015). This will reduce additional costs of materials and will ensure an optimum level of inventory.
Management of fixed costs
Fixed cost does not change with the level of production (Shillinglaw, 1963). But with little bit efficiency they can be managed. For example, if Amana Ltd. turns to online based business than they can directly sell their product to customers from the suppliers. They do not need to store them separately. This will eliminate the warehouse rent of £170,000. This is a significant amount in the total variable costs.
Increase promotional activities
Promotion is one important element in the improvement of existing business. Amana Ltd. should focus on their promotional activities. As people are now leaning to devices and social media has become their source of entertainment, they should use this as opportunity. Social media advertising has now become an important source of promotion (Nadaraja & Yazdanifard, 2013). Amana should also use the other sources of promotions besides it.
Companies and organizations are informed of the dominance of advertising in the online world, as it is capable of adapt the content according to the quick technological changes and, in addition, it implies an immediate interaction with the prospective customers. Companies have now an exclusive opportunity to connect with their customers by offering unique, adapted and individualized promotions using the social network sites (Lahuerta-Otero & Cordero-Gutiérrez, 2015).
Amana Ltd. is a profitable business. Although the pandemic situation created fall in the market of all over the world, Amana still doing profit in this situation. So, if they accept the above-mentioned suggestions then they will definitely meet up their budget in near future.
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[bookmark: _Toc71321655]Decision making based on relevant costing
From the case of Mr Amana, it is found that he wanted to take decision whether he should go to online shopping as most of his competitors are successfully running their businesses through that platform. So, he is considering terminating his business from the branches of Brighton, Manchester city centre and Birmingham city centre for restructuring his business and moving half of his sales activities to online. At first an analysis is given on this decision.
[bookmark: _Toc71321656]Advantages and disadvantages of online business
There are numerous businesses in the marketplace that trade solely online. In setting up an online business, the owner will need to go through the same processes as a conventional business, in creating a business plan, by crafting a mission statement and through handling other administrative matters (Wakeling, 2019).
Running business in online possesses both advantages and disadvantages. Thus, before starting this both of them should be considered. Some advantages for Mr. Amana are given below of conducting business through online – 
· Moving business to online will help him to reach to more customers. Physical business locates to a fixed place. So, people around that location only get to know about that business. But online business helps people of every corner of the world to know about a business (Phelps & Wood, 2017). So, Mr. Amana will get more exposure through online.

· The administration cost will decrease. As Mr. Amana is considering to more 50% of his business to online, that 50% share will require less administration costs. It will reduce costs of storage spaces as products can be sent direct to customers from suppliers. Moreover, the paperwork will be lessened which will reduce the costs also.

· Online business offers more promotional opportunities. Mr. Amana will be able to promote his online as well as offline businesses through wider way. Various social media sites are there in this purpose (Nadaraja & Yazdanifard, 2013). Moreover, an operative website will help customers to know about the business better.

· Mr. Amana will be able to provide better customer service using this platform. Customers can give their feedback through it and can ask any questions regarding the business whenever they need. The customer feedback will help to improve service and reviews will help to get confidence over his business (Pavic, et al., 2007).
           But online platform for business do not provide advantages only. There are some      disadvantages of it. Some of them are-
· Online business platform requires many additional costs than offline or traditional business. For example: delivering costs of the products before reaching to customer. If this cost is included with the product price, then customers become dissatisfied sometimes (Jia-xin, et al., 2010).

· An attractive and informative website is needed to make customers aware about the business. This website requires an initial money for building up. In addition, for maintaining the website, IT specialist is needed which also requires additional costs for the business.
· One of the major disadvantages of online business is it lacks credibility. The customers cannot touch the product or try it. Therefore, they cannot trust the company 100%. Again, sometimes after receiving products they find that it is not the product they wanted (McCormack & Johnson, 2001). 
Every business holds some disadvantages. Furthermore, if Mr. Amana can properly utilize all the benefits on online business and can minimise the disadvantages then moving its business to online will be a great opportunity for him.
[bookmark: _Toc71321657]Analysing decision of setting up own online shop
If Mr. Amana is deciding to set up his own online shop that means he will have to do all the activities related to it by himself. For example, direct delivery to customer or upgrading website for using online purpose. Some costs are estimated if Mr. Amana considers this option. The additional costs Mr. Amana will have to bear for setting own shop are-

	Particular
	Amount

	Cost of setting up delivery network
	£150,000

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

	Salary of a fulltime IT programmer
	35,000

	Total cost
	£235,000


So, if Mr. Amana consider this option he will have to bear £235,000 additionally for conducting his business. Since a market research it is confirmed that through this option Mr. Amana will be able to sell 100,000 units per annum. So, per unit costs from this option will be = £235,000/ (100,000 units) = £2.35.
[bookmark: _Toc71321658]Analysing decision of selling products on Amazon
Rather than setting his own online shop Mr. Amana can directly sell his products through Amazon. In this way, there will be a deal with Amazon on the basis that they will sell the product of Mr. Amana and will take charge on behalf of that. This option will cost Mr. Amana-
	Particular
	Amount

	Amazon fulfilment fees
	£50,000

	Total cost
	£50,000



Therefore, if Mr. Amara consider taking help of Amazon for selling his products he will only have to provide the fulfilment fees. From market research it is found that using this option Mr. Amana can sell 65,000 units annually. It means per unit additional cost for this option will be, £50,000/ (65,000 units) = £0.77. 
The benefit of this option is there is a potential opportunity that selling unit will increase with the potential increase of demand and the disadvantage of this option is Mr. Amana will lack control over pricing and return policy.
[bookmark: _Toc71321659]Advice on decision making for setting up own shop or selling through Amazon
From the above analysis it can be said that if Mr. Amana chooses Amazon over own online shop than it will save him £1.58 (2.35-0.77) per unit. Option of Amazon can sell 35,000 (100,000-65,000) units less than the own shop option. But there is a probability that these units could be increased. The pricing and return policy can be adjusted after a certain period of time.
So, if Mr. Amana can overcome the drawbacks of Amazon option than it will be a cost-effective option for him in comparison to set up his own online shop.
[bookmark: _Toc71321660]Conclusion
The covid-19 crisis has created a havoc in every aspects of life. Businesses are the main victims of this crisis. Almost every type of business is affected badly through it. In this report the business activities of Amana Ltd. were analysed. Due to the reduction in revenue for this pandemic crisis this variation incurred. The business was solely performing on physical selling. But the new normal situation requires different approach. Mr. Amana received a suggestion to shift and transform his business to online platform. In choosing between setting own online shop and selling through Amazon, later was suggested based on relevant costing.
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