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          Accounting is the process of identifying, measuring, and communicating economic data in order for users to make informed judgments and decisions.

      Financial accounting is involved with delivering information to external stakeholders, whereas management accounting is involved with providing data to internal stakeholders to assist them make better decisions and enhance the effectiveness and success of current operations. As a result, management accounting is recognized as internal reporting, whereas financial accounting is known as external reporting. (Drury, 2012, p.6)

Decisions made by management should be aimed at achieving the company's goals. For managers in the organization, management accounting is critical for improving the quality of planning: costing and budgeting, motivating, directing, performance measurement, controlling, and decision making. (Atrill and McLaney, 2018, p.40)

In this report monthly control report, which show original, flexed, and actual budgets Amana Ltd will be prepared. Also, will be calculated key variances and evaluate decisions using relevant costing. The paper will demonstrate decision making abilities under risk. 

Scenario: Amana Ltd is a family tourist company, which sells souvenirs to tourists, placed in England. The locations - London bridge, Westminster bridge, Buckingham Palace, Brighton, Manchester and Birmingham are where Amana sells its products. The business is successful in the industry for 40 years and the products are special design, created by Amana. The tourism industry has been affected by Covid19 and Amana’s revenue significantly decreased in April 2020. In summer 2020, the sales picked up a little, but another lockdown in December exhausted that additional revenue. Before, Amana Ltd has stores with website serving as a marketing channel for their business.
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The following Table 1 is cost break down provided by Amana Ltd:
[image: Table
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Table 1
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In the Table 2 below is Monthly Control Report, prepared by using data from Table 1. 

Question 1: Monthly Control Report – Table 2 

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

	Units
	
	100,000
	80,000
	80,000
	

	Selling price
	25
	25
	25
	20
	5 UF

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

	Variable costs:
	
	
	
	
	

	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 overheads:
	
	
	
	
	

	Warehouse rental
	
	200,000
	200,000
	170,000
	30,000 F

	Insurance 
	
	100,000
	100,000
	100,000
	0

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

	Profit 
	
	1,350,000
	1,010,000
	455,000
	555,000 UF


Table 2. Monthly report of Amana Ltd / U* - Unfavourable /  F* - Favourable 


Question 2: Report on Amana’s performance during the year 2020.    

Flexible budgets allow us to assess the budget (using the flexed figures) to the actual results in a more accurate way. The main differences, or variances, between budgeted and actual results for each aspect of a company's operations can then be calculated.

Variance: A variance is the difference between a planned, budgeted, flexed, or standard cost and the actual cost incurred. (Atrill and McLaney, 2015, pp.231-232)

Favourable Variance: is when the actual cost is less than the standard cost.

Unfavourable Variance: is when the actual cost exceeds the standard cost, an adverse variance occurs. (Weetman, 2013,p.618)

The unfavourable variances are selling price, revenue, materials, labour and of course profit. 

Amana’s performance for year 2020: 

During the year 2020, there were 80,000 souvenirs produced Amana Ltd, as compared with 100,000 anticipated when the budget was set. The selling price decreased from 25 to 20, where the variance is unfavourable 5. These two items determine generated revenue of any business and they decreased revenue to unfavourable variance - 400,000. So, the selling price of Amana Ltd was reduced order to increase the revenue, which was not sustainable strategy. 
The price for materials is more than planned and is unfavourable with 80,000 variances. The labour cost has increased in actual budget with significant unfavourable 120,000 variance. So, all these items lead the Amana’s profit to decrease to unfavourable 555,000.






Also has been prepared Performance report of Amana Ltd, which is in table 3 below: 

	Items
	Flexed (£)
	Actual (£)
	Variance

	Units
	80,000
	80,000
	0

	Variable costs:
	
	
	

	Materials 
	200,000
	280,000
	(80,000) UF

	Labour
	320,000
	440,000
	(120,000) UF

	Overhead
	120,000
	120,000
	0

	Fixed costs:
	
	
	

	Warehouse
	200,000
	170,000
	30,000 F

	Insurance
	100,000
	100,000
	0

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

	Total costs: 
	990,000
	1,145,000
	155,000 UF



Table 3. Amana Ltd performance report

From the table is clear that unfavourable flexible budget variance 155,000 in total costs is due to poor cost control. So, there is a need for appropriate decision and recommendations for costs of Amana’s Ltd to increase its profits. 


Question 3: Provide recommendations to Amana’s CEO on areas of 
improvement.


Point: Reduction in Selling price
Explain: Amount sold and selling price per unit  define generated revenue. 
Relate: In 2020 in the pandemic time Amana Ltd decreased their unit price in order to remain rivalry on the market. The business used penetration pricing to sell in large quantity. But this strategy is sustainable for new products, but not for  Amana Ltd, which is operating for 40 years.( Atrill and McLaney, 2015) p.366)
To ensure long-term profitability, the company's products must sell at a profit after all costs have been covered. (Weetman, 2013, p.494)
A mark-up is added to the total cost of the resources assigned to the product/service to provide a contribution to profits in order to determine an appropriate selling price. (Drury, 2012, p. 241) 
Full cost (cost-plus) pricing might be the good decision for Amana Ltd for long-term profitability.
Cost-plus pricing takes the full cost and adds a mark-up for profit, it can provide useful benchmark. (Atrill and McLaney, 2015, p. 371)


 
Point: Increase in Materials’ cost
Explain: Cost of materials is very important for the Amana Ltd, as it is production-based business. 
Relate: The cost of materials is increased in 2020 with unfavourable variance 80,000. 
Given that souvenirs are their main product, they must keep material costs under control without sacrificing quality. (Gambhir, Sandwell and Nelson, 2016) 
Amana ltd should think about switching to a less expensive supplier with a good track record.


Point: Labour cost
Explain: Increased labour cost is not suitable for the company.
Relate: Amana Ltd is a family business and labour cost increased significantly with unfavourable 120,000, which is not appropriately. The labour cost may be increased as a result of the working hours and rates. The recommendation is to decrease the number of the employees or to employ qualified staff in design, who can work more quick, effective and less hours. 



Point: Supervisor salary 
Explain: Supervisor salary decreased.
Relate: Amana’s Ltd supervisor salary decreased with 15,000  favourable variance 15,000, which decreasing the fixed costs and effecting profit in positive way. Amana Ltd might cut from his working hours, which is not good decision. The recommendation is to increase the working hours of Supervisor, so he can control better the usage of materials, production results and that can decrease the material costs. Also, he can manage, and motivate employees, so they can be more productive and work quicker, this would tend to lead to higher profit and less labour expenses. (Atrill and McLaney, 2015, p.236)



Point: Warehouse price
Explain: Warehouse cost decreased. 
Relate: The fixed warehouse cost decreased with the decreased production. The recommendation is to need to enter to long-term contracts with the owner to make sure rentals are not increased significantly with increasing the production. 

Cost-cutting improves profitability, but only if sales prices and volume stay constant. If cost-cutting affects the company's product quality to suffer, the business may be pushed to lower prices in order to maintain the same level of sales. Any potential gains could be wiped out, leaving you with a net loss.
A longer-term negative impact could be caused by a gradual loss of market share as quality declines, making it difficult to sustain sales figures. However, if a business can cut costs without sacrificing quality, sales price, or sales volume, it will be on the road to greater profitability. (Maverick, 2020)

2.2 [bookmark: _Toc71317130]Part B

Tourism was one of the world's most important markets until the world was struck by a pandemic in the twenty-first century, COVID-19. The recent pandemic paints a pessimistic picture for all industries, but particularly for the tourism industry, in terms of very low or no mobility.‌(Uğur and Akbıyık, 2020).
The COVID-19 has an impact on global product demand and supply. National consumer demand is expected to fall in most countries. Food, medical assistance, and other essential items may see an increase in demand, but non-essential items like apparel and services will see a decrease in demand.

Other reasons such as tourists delaying or cancelling orders, local and international tourists cancelling trips, and stock market declines eroding people's eagerness to spend would also reduce demand. Lower domestic consumer demand will hurt production and employment.  (Bakar and Rosbi, 2020, p.190)

Amana Ltd decade to close some of its stores and to sell online its products. The factors and relevant costs should be considered when deciding to set up their online shop or sell on Amazon. 




A company's management relies heavily on decision-making. A profit-making business's manager must decide how to carry out the company's objectives, at least one of which may be related to resource allocation in order to maximize profit. (Weetman, 2013, p.442)

The decision for Amana Ltd to sell online on their own website or on Amazon, the first factor to determine is by creating Profit and Loss statements for each of them with the additional costs provided. 

For online website: 
Setting up delivery network 	£150,000
Upgrading website	                         £50,000 
Fulltime IT- programmer               £35,000

For Amazon: 
Amazon fulfilment fees                 £50,000              

To be successful, every business must make a profit. On a company's income statement, a positive bottom line indicates that the business is doing well. So, by calculating this can be differentiated the profitability of the company in each online platform. (Indeed, 2021)
If we consider, the fixed and variable costs relevant to the production of the souvenirs from Table 2 above and the original selling price £25 and the original budgets for each cost, the following statements are created: 

	Units
	100,000 (Guaranteed sales)

	Selling price 
	£25

	Revenue
	2,500,000

	Variable costs:
	

	Materials
	£250,000

	Labour 
	£400,000

	Overhead
	£150,000

	Fixed costs:
	

	Warehouse
	£200,000

	Insurance
	£100,000

	Fulltime Supervisor Salary 
	£50,000

	Fulltime IT- programmer 
	£35,000

	Upgrading website
	£50,000

	Setting up delivery network
	£150,000

	Total costs: 
	£1,435,000

	Profit: 
	£1,065,000



Table 4. Profit and Loss - selling on own website.



	Units
	65,000 (Guaranteed sales)

	Selling price 
	£25

	Revenue
	1,625,000

	Variable costs:
	

	Materials
	£162,500

	Labour 
	£260,000

	Overhead
	£97,500

	Fixed costs
	

	Warehouse
	£200,000

	Insurance
	£100,000

	Fulltime Supervisor Salary 
	£50,000

	Amazon fulfilment fees
	£50,000

	Total costs: 
	£920,000

	Profit:
	£705,000



Table 5. Selling on Amazon


The decision is to sell on own website and this choice has been made by considering the following factors: Profit, Sales, Relevant costs, which will be looking at in more detail.

The costs, those that will be influenced by a decision to be made in the future are relevant costs. The decision will have no impact on non-relevant costs. (Weetman,p.563)

Tables 4 and 5 above indicates the profit from selling in Amazon compared to selling on their website is significantly less. The sales are comparing as well, again selling on own website has guaranteed 100,000 sales, but on Amazon only 65,000 units. Before Amana, Ltd has created a website and they have existing customers there. The cost for upgrading the website is period and sunk cost, which is paid to increase the sales and the revenue, which will be incurred on a time basis, and it is not related to the activity. (Law, 2016)  

Setting up a delivery network and full-time IT programmer are relevant costs; they will have a key role in the selling of souvenirs on the online platform. 
To sell in Amazon is not an appropriate decision for Amana Ltd, as it owns the customer relationship. There is a lack of control and return policy issues, and similar products sellers are on the platform, which are barriers for Amana to expand. (Danziger, 2017)
Creating own delivery network, own policy and differentiation of the products are factors to increase the demand, sales, and business revenue.  


Advantages of selling on own website:

· Reducing the competitors 
· More professional and responsible image
· No selling fees. 
· Full control of the website
· Free to Create a business strategy. 
· Able to include product’s video. 
· Customer ownership
· Access to analytical data
· Different checkouts options
· 
Disadvantages of selling on own website: 

· Initial start- up costs
· Hiring IT – programmer
· Reaching less costumers

(Saleho, 2021; Berry, 2020)



Elsie's Attic owner Amanda Johnson discusses why she moved away from the big selling platforms. Customers can browse their products 24 hours a day, seven days a week, and she do not have to be present to answer questions or issue charges. All of this is handled automatically by the website. (Jordan, 2018) The large company Adidas doubles its sales in own website, during the pandemic. (Adidas. Group, 2020)










3. [bookmark: _Toc71317131]Conclusion


This report includes a monthly control report as well as a performance report for the company Amana Ltd. In addition, decisions for improving areas such as material costs, labour costs, selling price, and Supervisor salary.
Also, the variances calculated and identified the favourable and unfavourable.
By creating Profit and Loss statements and relevant costs , it was discovered that selling on one's own website was more profitable for Amana's company.
Finally, the relevant cost can be used as a reference point for future decision-making. This method aids in making accurate incremental cost decisions. It can assist in product design and purchase decisions, as well. 
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Original budget (£) Actual (£)
Units 100,000 80,000
Selling price 25 20
Variable costs:

Materials 250 280,000
Labour 4 440,000
Overhead 150 120,000
Contribution 7 760,000
Fixed overheads:

Warehouse rental 200,000 170,000
Insurance 100,000 100,000
Fulltime warehouse supervisor salary | 50,000 35,000

“Fioures are based on average estimates incurred in producing a mix of Souvenirs.





