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[bookmark: OLE_LINK41][bookmark: OLE_LINK42][bookmark: OLE_LINK37][bookmark: OLE_LINK38]Management accounting is a branch of accounting that focuses on providing financial and non-financial information to managers in order to improve decision-making processes and increase company's efficiency and effectiveness. Management accounting seeks to meet business managers’ needs and to assist them in making better decisions. (Atrill and McLaney, 2015) Among the main aims of management accounting is to improve organizational performance and profitability. 
To support managers to make better decisions in attempt to improve organization’s long-term profitability, management accounting should provide senior managers relevant information about costs, budgeting and variances. The role of the management accountant is transforming from producing the information needed, reports, and analysis to making better decisions. Understanding relevance, sharing insights, influencing decisions in the best interests of shareholders, and assisting managers to achieve performance is all part of the management accounting. (Chartered Institute of Management Accountants, 2009)
The Covid-19 pandemic had a destructive impact on the travel and tourism industry and its recovery worldwide may take longer than expected. (Ulak et al., 2020) Government restrictions in the UK and across the world have prevented tourism for a long period of time. (Office for National Statistics, 2021) To deal with the crisis, companies must continually assess the effects of outbreaks on their businesses and develop new risk management strategies. 

[bookmark: _Toc71323869]Amana Ltd.
Amana Ltd. is a tourist business with operations in several tourist locations across the UK, selling souvenirs, manufactured in China and designed specifically for the company. The business has been successfully operating for 40 years, but the Covid-19 outbreak and the imposed travel restrictions have caused Amana’s revenue to plummet. 
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[bookmark: _Toc71323871]Amana Ltd. Control Report


	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
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[bookmark: _Toc71323873]Reduction in selling price 

Selling price and the number of units sold determine company’s generated revenue. The control report prepared above shows that during 2020 Amana Ltd. has reduced the selling price of the souvenirs. This decision may have been possibly taken in an attempt to increase the demand for souvenirs and respectively sales, which were relatively low due to the restrictions made in line with the Covid-19 pandemic. Although this could be an effective short-term decision, it is not sustainable in long term, so Amana Ltd. must ensure to review the selling price if the company is to stay profitable.  
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Material costs refers to the costs for raw materials spent to manufacture the product. It could be seen that in 2020 the costs for materials Amana Ltd. incurred have increased. This could be caused by various things. For example, the suppliers may have offered a higher price, or the government may have issued a policy regulation that has led to an increase of costs of the raw materials. Along with the reduction of the selling prices, increased material costs may have a negative influence on company’s sustainability. 

[bookmark: _Toc71323875]Labour costs

Labour costs consist of salaries and wages paid to employees involved in manufacturing of products. In 2020, the labour costs of Amana Ltd. have increased, thus raising the variable costs for the company. As Amana Ltd. experienced slightly improved sales during the summer of 2020, the company may have expected higher demand and decided to recruit more labour. Another possible reason is that due to the impact of Covid-19 the labour has shift to an industry that is less affected, forcing Amana to recruit new labour with higher prices. Moreover, the Government could have introduced a new policy to increase minimum wage rates, imposing companies like Amana Ltd. to increase their labour costs. (Department for Business, Energy & Industrial Strategy, 2021)

[bookmark: _Toc71323876]Warehouse rental

Because of the Covid-19 pandemic, rents across the UK were falling and the demand for properties has dropped. (Hammond, 2021) Many businesses were forced to close causing a large number of premises to be left unoccupied. (Milliken, 2021) Some owners have decided to reduce rents in order to help businesses continue to operate. This may be the reason why Amana’s Ltd. rent has been lower in 2020. It may be sustainable if the company manages to come to an agreement with the owner to keep the rent lower for a longer period. 

[bookmark: _Toc71323877]Supervisor Salary
 
The control report of Amana’s performance in 2020 indicates that salary of the company’s supervisor was reduced. A potential factor for this decrease could have been an agreement with the supervisor to have his salary reduced to help the business reduce its costs throughout the pandemic. Another reason may be found in decreased working hours. Even though Amana Ltd. could have cut down the salary to reduce the costs in short run, this strategy is not sustainable in a longer term, as it can negatively impact supervisor’s motivation to show commitment and work hard. A study conducted by Hannan (2005) demonstrates that employees receiving higher salaries give in return higher efforts, even if their wages are not dependent on performance. Additionally, higher salaries are associated with increased productivity. 

[bookmark: _Toc71323878]Recommendations
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As the selling price is directly related to the revenue generated from the company, higher selling prices translates into higher revenue, if the company manages to sell the same number of units. Taking into account that selling prices are amongst the most significant factors affecting a company's profitability and performance, it is advisable for Amana Ltd. to increase its selling price to originally planned levels so as to improve their profit and competitiveness. (De Toni et al., 2017)


[bookmark: _Toc71323880]Increase in costs of materials

Since the business is product-based, raw material costs will be a considerable component of the entire cost structure and must be monitored closely. (Weustink et al., 2000) During 2020 Amana Ltd.’s cost of materials has increased. Taking into consideration that company’s main products are souvenirs, Amana Ltd. needs to ensure that costs of materials are properly managed without sacrificing quality. Therefore, it could be recommended for the company to 
consider moving to a supplier with solid track record, offering less expensive materials. 

[bookmark: _Toc71323881]Increase in labour costs

In the same way as material costs, labour costs represent a large proportion of the cost structure in manufacturing and should also be kept under control. As mentioned earlier, in 2020 Amana’s labour costs have increased and several reasons for this were identified. Given the Covid-19 pandemic and the consequential impact it has had on company’s sales, Amana Ltd. should ensure adopting a new strategy to manage this cost. It is advisable for the company to cut down labour costs, by reducing the number of employees while the demand for souvenirs is in a decline.
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Since rental costs represent about 10% of Amana’s revenue and having considered the fact that the business suffered losses because of the pandemic restrictions during the last year, reduction in rental costs was beneficial for the company. As it could be seen from the control report, rent cost is the most favourable variance for the business.  This means that the company should ensure keeping the rent cost at low rate, thus reducing its fixed costs and improving profitability. In order to avoid significant increases in rental costs in the near future, it is recommended the company to enter into long-term contract with the warehouse owner.
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[bookmark: OLE_LINK17][bookmark: OLE_LINK18][bookmark: OLE_LINK19][bookmark: OLE_LINK20][bookmark: OLE_LINK15][bookmark: OLE_LINK16][bookmark: OLE_LINK23][bookmark: OLE_LINK24]In the analysis of Amana’s performance in 2020 conducted above, several reasons behind the decrease of supervisor salary were identified. It was observed that reducing salaries is not sustainable in the long run, because this may lead to a decrease in the levels of employees’ motivation and respectively their efforts to work hard. (Hannan, 2005) Supervisors play a critical role in improving company’s productivity and overall performance. (Camuffo and Gerli, 2005) When company’s profit declines, as in the case with Amana, reciprocity predicts that employees whose salaries are increased tend to put in more effort in response. (Hannan, 2005) It is, therefore, advisable for Amana Ltd. to increase the supervisor salary with the intention of increasing supervisor’s effort. 
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The Covid-19 pandemic has had a negative impact on a variety of industries and sectors worldwide. (Patma et al., 2020) As a result of the measures taken and restrictions made in line with the pandemic, many people are not able to execute their business operations as usual and to interact face-to face with their customers. This not only impacts company’s current performance but also put at risk their long run sustainability. Given that companies were forced to adjust the traditional way of doing business and to adopt new more effective strategies. (Priambodo et al., 2021) Such strategy may be to implement e-commerce technology, which is recognized to benefit businesses in variety of ways. Organizations can use e-commerce to expand their markets regionally and internationally without needing vast investment, to simplify their processes and to make them more efficient. Furthermore, it increases company’s productivity and enhances its competitive advantage.  

Due to the impact of the epidemic on the business revenue, Mr Amana has decided to close some of the branches and move half of the sales online. He is faced with two options - either to develop company’s website, which is now only being used for marketing purposes, or to sell products directly on Amazon marketplace. Amana Ltd.’s decision to shift 50% of its business operations online could be a valuable option, since it will give the company an opportunity to better promote their products. (Duch-Brown et al., 2017)

[bookmark: _Toc71323885]Optimal choice

Selling online through marketplace platform and selling through own website both have their advantages and disadvantages. While online marketplaces like Amazon can help the business to expand the market of available consumers, it comes to some expense to Amana Ltd. The fulfilment fee Amana is required to pay Amazon for packaging and distributing its products is a fixed cost. This means that independent of the sale volume the cost will be incurred. Although through Amazon the company is guaranteed to sell 65,000 units per year with a potential to increase this number based on consumers’ demand, the business will be facing a fierce competition from other sellers offering similar products, thus reducing its chances to increase its revenue. (Ryan, Sun and Zhao, 2012) Additionally, choosing to shift sales to Amazon will limit Amana’s control over prices and return policy. Not being able to set its own prices may lead to reduction in the revenue generated through the platform. 
On the other hand, choosing to transfer part of the sales to company’s website, Amana will have to make larger initial investment in order to upgrade company’s current website with one that can handle a large volume of sales and to set up a delivery network. Although the investment seems to be larger compared to investing on Amazon platform, it is considered to be sunk cost and will not influence future decisions. The only relevant cost Amana will have to pay is related to the IT programmer salary. The guaranteed sales unit for own website are said to be more than these guaranteed by Amazon and the company will not be facing such intense competition, as in the case with the online marketplace. So, it could be recommended to Amana Ltd. to set up its own website instead of selling directly on Amazon. 

[bookmark: _Toc71323886]Advantages of setting up own website 

If Amana is to set up own website this will allow him to have complete control over its design and content. The company could also take an advantage of having its own consumer based. Another advantage of selling products through own website is the ability to control prices. Setting company’s own prices could generate more revenue, compared to online platform, which has a control over price. Another benefit is the absence of regulations and policies the firm is obliged to comply with. (Miller, 2009) 

[bookmark: _Toc71323887]Disadvantages of setting up own website

It should be taken into consideration that running its own website will limit company’s opportunity to reach the extensive consumer base available on Amazon. It will take some time until Amana Ltd. manages to build customer base and for this promoting the website will be necessary action to take.   

[bookmark: _Toc71323888]Conclusion 

The future of the UK tourism industry continues to be uncertain, with travel restrictions still in place. Businesses operating within the industry are challenged to deal with the consequences the pandemic has had on their performance. The recovery is expected to be neither immediate, nor easy and companies like Amana Ltd. need to take steps to facilitate it and start improving their profitability. It was recommended that the company should monitor closely the selling prices, find a supplier offering cheaper materials without compromising quality, reduce number of employees during periods of low demand and try to retain the rental cost by signing a long-term contract with the owner. Moreover, it was suggested that Amana’s decision to shift part of company’s operations online may have a positive impact on its sustainability, as it will help the company expand internationally and promote its products more efficiently. An optimal decision for company’s intent to move online was proposed with highlighting the advantages and disadvantages.
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