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1. Introduction

Full cost represents the total amount of resources needed to achieve an objective. To establish the full cost, all various elements of cost are calculated and assigned to a particular product or service. Full costing also means that the entire cost of running a facility in terms of a factory or office (rent) is regarded as cost of the product it helps to generate. Unit cost refers to one unit of output. 
Knowing the full cost is of foremost importance for the quality improvement of management decisions. It is essential in assessing performance of a business in terms of profit and sales revenue or whether to abandon or continue a particular product or service. (Atrill and McLaney, 2018, p.106)
This report presents an analysis of Amana’s Ltd performance and recommendations based on prepared original, flexed budgets and variances report and investigation into whether selling online or through Amazon is more beneficial for the company. 

Part 1

1.1 Monthly control report Original Budget, Flexed Budget, Variances
	
	Cost per unit (£)
	Original budget (£)
	Flexed budget (£)
	Actual budget (£)
	Variances (£)
	

	Units 
	100,000
	100,000
	80,000
	80,000
	0
	

	Selling price
	25
	25
	25
	20
	-5
	UF

	Revenue 
	2
	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 overheads:
	
	
	
	
	
	

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

	Insurance
	100,000
	100,000
	100,000
	100,000
	0
	

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

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


Code: 
minus= unfavourable (UF)
plus= favourable (F)

1.2 Amana’s performance report 2020

Amana Ltd is a family business located in England which offer souvenirs produced by a Chinese manufacturer. They have stores in Briton, London and Westminster Bridge, Buckingham Palace, Birmingham, and Manchester city centers. Successfully operating business for 40 years when the Covid-19 pandemic wreaked havoc on many industries especially tourism, affecting Amana Ltd as travel was limited.
To analyse Amana’s Ltd performance a control report is presented. It consists of original budget, which outlines future expenses, then flexed budget which is adjusted according to the activity levels, the actual budget and variances which is the differences of actual against the flexed budgets. Budgeted figures are compared to the actual to determine the variances. (Favourable or unfavourable) 
Variances help to investigate the factors that cause actual results to differ from pre- calculated budget targets and distinguish between controllable and uncontrollable items. Flexible budgets applie when targets are adjusted to reflect variations in uncontrollable factors not considered when targets are set. So, when the actual level of activity is more than the budgeted level then the costs will be greater than the budgeted costs because of the changes in activity. (Drury, 2012, p. 404)
Revenue is lower than expected for 2020 and expense is higher causing unfavourable variances, noted on the report.
Budgeting helps identify short term problems and helps coordinate between sections of a business. It is useful for exercising control and motivate managers to better performance. Setting a required level of achievement where roles are related to business goals and budgets derived from strategic objectives guide mangers to operate effectively in a wat that matches those objectives. (Atrill and McLaney, 2018, p. 202)

Revenue – Total cost = Profit
To calculate the profit, costs of goods sold are deducted from the revenue. For Amana Ltd the actual profit is 455,000 which is less than budgeted. One reason for the profit decline is the reduced selling price in 2020 as possible effort to encourage sales, leading however, to unfavourable variance. 
The price cut could be a result of increased competition in order to maintain market share. Poor pricing could lead to lower profit per item and eventually a loss. The actual price is lower than the budgeted resulting in an unfavourable price variance and unfavourable profit variance. Negative profit variance means that less has been received than anticipated. It also means that sales volume has not reaches targeted level or higher costs were incurred. The company decreased selling price to £20, leading to unfavourable price variance. It is possible, because of the pandemic and reduced tourist flow, the company has decided to boost sales with reducing prices. In summary, the negative profit variance is caused by the difference between actual and expected product price, difference in sales revenue, changes in labour and materials costs in 2020. 
Cost of materials has increased in 2020 to 280,000 compared to 200,000 previously anticipated. One reason could be the purchase of higher quality materials which contributed to the unfavourable cost of materials variance. Inefficient or unreliable suppliers such as those unable to meet demand may be another reason for the deviation from standard material costs. Order size could have caused the unfavourable material variance as suppliers allow discounts for large quantities and it could be that Amana Ltd purchased less materials. Other reasons for higher material costs could be:

· Overall materials market increase (Pandemic)
· Increase in bargaining power of suppliers
· No purchase discount
· Quality change
· Transport charges on incoming materials (shipping costs)

The substantial increase in labour costs add further boost to the variable costs. Most manufacturing companies incur large labour costs, however the reason behind the unfavourable labour variance in the company, could be the inappropriate use of labour by the production supervisors. (Workers or machinery) Other reason for the unfavourable labour variance could be the overtime payment to employees caused by wrong data when setting direct labour standards or messed delivery dates. Among other causes for unfavourable labour variance are:

· Old or faulty equipment/ frequent breakdowns
· Unsuitable direct materials or different materials which could lead to change in production and increase the workload and COGS
· Poorly motivated employees
· Inexperienced workers
· Poor management 
· Decreased demand for company’s products
· Sudden increase in demand where rush orders increase input costs

1.3 Recommendations to Amana Ltd

The company can increase sales by increasing their customer base and improving relationships with customers with good marketing strategy. The company could also target former customers with emails and offers as well as adding new products or services to the business. Amana Ltd decreased prices in 2020 to increase sales, however this strategy is not efficient in the long term as customers get used to the low prices and its only useful for a short-term sales boost normally followed by price increase. Therefore, pricing strategies should be reviewed to sustain profitability in the long term. Recommendations involve selling in bundles to encourage customers to buy multiple products, vouchers and offers. Amana could seek to define customers’ demographics which would help the company understand their buyers and best seller products to build stronger marketing strategies. This could be done through surveys and questioners by email or instore with the chance to win a gift card. Another option to increase sales is to sell online, (discussed in the second part) and optimizing their website by keeping it up to date. 
Reducing price might increase sales but not necessarily the revenue. So, Amana would have been better off if the price wasn’t reduced, considering the actual sales in 2020. It is advisable that the company takes an informed and considered approach to pricing their outputs and establish strategic objectives in terms of where the company is now and where it wants to be. (Atrill, 2015, p. 185) 
As souvenirs are the company’s main product, they should look into reducing or keeping the costs of materials under control without compromising quality. Negotiating with suppliers or switch between ones that provide competitive price. Fixed costs such as warehouse rental and fulltime supervisor salary resulted in favourable variances possibly due to long-term warehouse contracts and part time supervisor salary. Amana could look into obtaining a better insurance deal in a way to further reduce costs.
Higher cost of materials impacts cost of sales and inventory, items available for sale. As cost of materials and labour have gone up, Amana could consider outsourcing manufacturing costs. As a result, labour could be preformed for much beneficial rates with the right partnerships. Despite reducing labour costs which is the largest cost at Amana Ltd, outsourcing would also eliminate overhead costs, allowing focus on sales and marketing of its products rather than production.
Just in time manufacturing causes materials shortages which drive up labour costs due to rush orders is another reason for unfavourable materials variance which could be dealt with by accurately forecasting the demand of products.
The company should check the shipping discounts available as well as quantity-based discounts to reduce costs.
Labour negative variance could be addressed by assigning different tasks to skilled or more experienced workers so that there would be more efficient use of direct labour workers. However, there could be lack of expertise which would also inflate costs, trying to maintain the quality of the output, so it’s of great importance for Amana Ltd to assign right tasks to right workers in order to reduce labour costs. 
Labour automation is a solution for unfavourable labour variance with replacement of labour with machinery where possible. It would also impact COGS as there would be less wages to be paid.
Positive profit variance and revenue could be result of improved marketing and merchandising. Therefore, Amana company should concentrate resources on improving company image and presence on the market while reaching out to target customers. The profit margin should be interpreted in terms of the industry and past performance, otherwise a negative profit variance may mislead management into thinking they made mistakes or failed cost control. Companies such as Amana Ltd, that are in the tourist industry may have experienced a short-term loss due to Covid- 19 but with appropriate adjustments, profitability could be reached. 

Part 2

Amana Ltd online			           Amazon online
	Units 
	Unit cost (£)
	Revenue (£)
	Units 
	Unit cost (£)
	Revenue (£)

	100,000
	25 
	2,500,000
	65,000
	25
	1,625,000

	
	
	
	
	
	

	Amazon fulfilment fees
	
	
	
	
	-50,000

	Delivery network
	150,000
	
	
	
	

	Upgrading website
	50,000
	
	
	
	

	IT programmer salary 
	35,000
	-235,000
	
	
	

	Profit 
	
	2,265,000
	
	
	1,575,000


    
For the purpose of the analysis a £25 unit cost assumption is made.
   
2.1 Setting up own online shop or Amazon

It’s necessary for Amana Ltd to go online following 40 years successfully operating the business. Today, it’s a requirement for a business to have a web presence and exposure on the internet as most customers are likely to look up items or services online before making a purchase. Major reason to sell online is the low start-up costs. As a family business, Amana may not require a huge website with elaborate functions but one that provides simple interactions, what’s for sale, where, at what time. It could take advantage of online presence on social media to generate interest to the business. Despite reaching out to customers there are numerous benefits of selling online. Some of them are:

· Builds credibility – customers tend to trust businesses with professional websites where reviews are shared.
· Competitive advantage- most of Amana’s competitors sell online 
· Control the brand- such as better image 
· Availability- they can be found anytime and are always open 
· Geographic range- as Amana Ltd is a tourist business has a greater exposure geographically.

Cost of materials is relevant to the decision whether Amana Ltd should sell online or through Amazon. Revenue of 1,625,000 is compared to the relevant cost 50,000 and guaranteed 65,000 units sale. The cost of the company is £50,000 one off fee, which is 185,000 (avoidable costs) better off if they follow Amazon route, assuming that sales have the potential to increase according to demand. Principles of costs classification and revenue are important for business decisions, namely, that in short term not all costs and revenue are relevant for decision making. (Drury, 2012, p.32) Moreover, over the period of a few years all costs are variable. (Drury, 2012, p.30) Therefore, the decision to sell on Amazon would be advisable as a more cost-efficient option as the decision rule is to choose those alternatives that generate revenue more than the avoidable costs. (Drury, 2012, p. 32) 
Closing three of their stores will further decrease fixed costs such as warehouse rental, salaries, and insurance. Although the profit by selling through Amazon is less than setting up their own online shop, the company would pay less taxes. In general, less COGS drives higher net income. Selling on Amazon would reduce labour and unfavourable variances.

3. Conclusion 

The purpose of a budget system is to provide a basis for planning and control as well as to serve the management in terms of judgements and decisions it is required to make. It is a detailed plan for income and expenditure for a future period and it’s based on objectives and strategy planned to achieve them. (Weetman, 2013, p.578) In businesses most important factor determining the budgets is the sales forecast. This analysis presented the report control of Amana Ltd showing the Original and Flexed budgets and variances analysis so important to identify problems early and give managers time for rational consideration of the best ways to overcome them. The solution to a potential problem may be feasible if actions are taken in advance. (Atrill, 2015, p. 191) Consequently, Amana Ltd price and cost assessment combined with appropriate adjustments and strong marketing would return the profitability of the company even more now when the business environment following the pandemic has improved. The second part of the report analysed the decision the company made to sell online and recommendation to sell on Amazon as the best cost-efficient option.
Ultimately, the report shows how management accounting information can be used to make better decisions and setting long term directions of businesses.
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