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[bookmark: _Toc102469517]1 Introduction 
The case of Amana is investigated from a management accounting point of view. Considering the key role of management accounting in investigating various performance issues and informing the decision-making process, the findings from the report could potentially improve the strategic development of the organisation (Rhode and Garrison, 2019).  This is quite important in the light of the performance turbulences during the pandemic and continuous uncertainty. Therefore, information for better cost management, pricing and investment decisions – key areas of analysis in the report – could be of relevance for the organisation. 
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[bookmark: _Toc102161768][bookmark: _Toc102161828][bookmark: _Toc102469520]2.1.1 Question 1 – Flexed budget 
The purpose of a flexed budget is to identify performance strengths and weaknesses on the basis of comparing planned and actual organisational performance on the basis of financial data (Rhode and Garrison, 2019). The flexed budget takes into consideration the size of actual sales, as reported in the income statement (Rhode and Garrison, 2019). Then, all types of costs, which are related to the performance of Amana, are derived from the planned budget for the respective period. This approach of preparing a flexed budget is clearly seen in the information from table 1 below. On the basis of the information from the flexed budget and actual performance, variances are also calculated; thereby, producing favourable and unfavourable outcomes (Rhode and Garrison, 2019). Naturally, the favourable variances occur when the flexed budget performance is better than the expectations set in the original budget, whereas unfavourable variances are related with worse-than-expected performance (Rhode and Garrison, 2019).The full analysis of Amana is shown in table 1. The information is then used for analytical purposes and recommendations for potential improvements. 


Table 1 – Monthly control report (£)
	Item
	Cost per unit
	Original budget
	Flexed budget
	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 cost 
	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:
	
	
	
	
	

	Rent 
	
	200,000
	200,000
	170,000
	30,000 F

	Insurance 
	
	100,000
	100,000
	100,000
	0

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

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


[bookmark: _Toc102161769][bookmark: _Toc102161829][bookmark: _Toc102469521]2.1.2 Question 2 – Analysis of performance 
General findings 
The analysis is performed on the basis of the observed variances. Amana’s performance is clearly worse than expectations. In terms of profitability, which is one of the key performance metrics, the company has unfavourable variance of £555,000. Similarly, the unfavourable variance in terms of revenue amount is £400,000 which is mainly driven by lower selling price. The widening of the unfavourable variance between revenue and profitability is caused by the excessive costs during the period with exception of rent and overhead. The performance as a whole is unsustainable and there is need for a more detailed analysis of results. 


Revenue decline
The philosophy behind the creation of a flexed budget is to equal the amount of sold items between actual performance and flexed budget (Rhode and Garrison, 2019). In this light, the revenue decline in terms of sold volume is not considered as a reason for the worsening performance. Instead, the focus is placed on the reduced selling price from £25 to £20. The decline in price is not compensated by higher consumer demand which leads to lower revenue. Thus, the traditional concept of elasticity of demand is not observed in the current case, as lower prices do not cause higher demand (Krugman and Wells, 2017). The analysis thus identifies the pandemic as a major external factors leading to this rare and quite negative development in the case of Amana. Considering unfavourable variances of revenue (£400,000) and profitability (£555,000), it is also seen that more than 72% of the observed performance deterioration, as measured by profitability metrics, is caused by the decline in revenue. Therefore, improving revenue in the future should be seen as a major priority for Amana. 
Increased costs 
This is the second major factor for performance deterioration during the period. Material costs have a unfavourable variance equal to £80,000. Escalating material costs may be explained by the existing supply chain disruptions from the manufacturing base in China which has caused extra transportation costs and delays (Reuters, 2022). In addition, it is important to note that global inflation has been quite significant recently (Trading Economics, 2022). The prices of many raw materials and commodities have led to sharp increases in production costs which is reflected by the higher-than-expected material costs in the case of Amana, as well. 
The unfavourable variance of labour costs is larger than the one of materials - £120,000. Nevertheless, labour costs are generally higher than material costs, as suggested by the original budget: £400,000 versus £250,000. Thus, the unfavourable variance of labour expenses is 30% of the planned labour cost amount in the original budget. The respective discrepancy in the case of material costs reaches 32%. Considering this, the deteriorating performance in the area of labour expenses is proportional to the one observed in relation to material costs regardless of the higher absolute amount, as suggested by the size of the unfavourable variance. Labour shortages amid the pandemic may be a key factor for the higher labour costs. Fear from the virus has increased the size of economically inactive people (Clark, 2022). The outflow of migrant workers has also contributed to labour shortages (Clark, 2022). Hence, being unable to secure, plan and manage sufficient labour resources stems in the core of the decreased managerial efficiency in this area leading to higher costs. 
Areas of improvement
Despite the general deterioration of performance, Amana managed to reduce its rent costs, as reported by the favourable variance of £30,000. In addition, the pandemic uncertainty also led to a reduction in the salary of the supervisor equal to £15,000. These improvements partially compensated for the solid increase in other costs. Their effect; however, is suggested to be temporary only, as the economic recovery would most likely lead to renewed demand for rent and wage increase. This is supported by the evidence from the UK where the post-pandemic nominal salary growth has been quite significant in the period after mid-2020 (ONS, 2022). 
Figure 1 – Percentage share in salary growth across sectors [image: ]  Source: ONS (2022)
These findings clearly show the temporary nature of the realised rent and salary savings. Hence, these benefits cannot be considered as having long-term consequences for Amana. 
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The analysis of organisational performance supports a set of performance recommendations aiming at financial stabilisation in the case of Amana. 
Shortening of the supply chain 
This is the first recommendation justified by the pandemic-related delays and increasing transportation costs. Amana is advised to do two things. First, the company should diversify its manufacturing base in order to eliminate the dependence of its Chinese provider. This approach could minimise the risk of delays and product shortages, since the production process will be conducted by numerous providers. Second, outsourcing process should take into consideration geographically closer destinations as a way of reducing transportation costs and time delays. In this relation, Amana should consider Morocco, Algeria, Egypt and some low-cost European countries, including Albania and Bosnia and Herzegovina as attractive manufacturing destinations located closer to the home UK market. 
Capital investments 
This recommendation emphasises on the role of capital as a production factor. Capital may effectively replace labour as a part of the production process; hence, reducing labour expenses in the future (Krugman and Wells, 2017). Amana has to consider the role of automation by conducting solid capital investments in new machines, automation of processes and other technologically-related improvements. This recommendation requires consistent efforts over a long period of time, as well as financial resources. Despite these requirements, the long-term consequences on productivity and decreased labour costs could be quite significant; hence, supporting the strategic development of the organisation. 


Fixing the rent 
Amana may benefit from the temporary lower levels of rent. The company should make an attempt to renew its rental contract by entering into a long-term arrangement at the current low price. If accomplished, this suggestion could lower rent expenses in the future, whereas the long-term fixed amount contributes to the elimination of rent uncertainty in the current highly inflationary environment. 
Price adjustments
The final recommendation considers an increase in the product prices at least to the level before the pandemic. There are two main factors supporting the decision. The first one is related to the high level of inflation which already reaches 7% in the UK (Trading Economics, 2022). The general price increase justifies product price increases in the case of Amana. The second reason refers to the observed post-pandemic economic recovery, as reported by Harari (2022). The increasing incomes of UK households, as seen by the higher levels of national gross domestic product, also mean an increased purchasing power (Harari, 2022). Therefore, the demand for the Amana’s products should be similar to the pre-pandemic levels given the general conditions in the UK economy. The higher demand thus justifies the decision to restore the higher prices from the pre-pandemic period. 
The combination of recommendations is expected to adjust the Amana’s performance according to the results from the performance analysis and relevant external trends. 
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The involvement in e-commerce is largely justified by the significant increase of online retailing. During the pandemic, consumers shifted towards e-commerce, as its size in the UK increased from approximately £105 billion in 2019 to more than £141 billion, or 34.7% of annual growth (Abbas, 2021). In the following years, the size of the e-commerce is expected to grow more gradually at a rate of 4% per annum on average (Abbas, 2021). Thus, the growth during the pandemic will be sustained; thereby, showing the increased role of e-commerce for the success of UK retailers. 
Figure 2 – Key developments in the e-commerce segment in the UK 
[image: ]
Source: Abbas (2021)
These industry trends demonstrate the relevance of developing online-based sales channels as a potential growth driver of Amana, rather than relying on the traditional brick-and-mortar infrastructure. 
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Amana faces two alternatives when entering the e-commerce segment. One of the options is to perform own (in-house) activities by prioritising the development of an online store. The second option is to outsource the activity to the popular retailer Amazon and benefitting from the established infrastructure and brand of Amazon. Both options are associated with different costs which are discussed in the analysis below. 
The development of own online store requires solid initial costs. These include delivery network development costs equal to £150,000, as well as a software upgrade cost of £50,000. These are direct costs, which cannot be recovered by Amana, but the positive aspect of the costs stays in the fact that they occur only once. Thus, they are initial costs to start the online platform. Amana also has £35,000 in annual salary costs to an IT specialist who would be responsible for the maintenance of the online store. These costs would repetitively take place by reducing the profitability of the organisation.
The Amazon option requires considerably lower initial investments of just £50,000. This is the fulfilment fee to start using the Amazon infrastructure. These are considerably lower investment costs in comparison to developing own online store. Nevertheless, the Amazon option delivers significant opportunity costs for Amana. Opportunity costs reflect the missed revenues from choosing Amazon, rather than performing own online store. Opportunity costs are not included in the financial statements of the organisation; however, they significantly influence the performance of the company by determining its revenues and profitability. In this case, the opportunity costs are found by subtracting the difference between the revenue from operating own online store and the Amazon alternative. The guaranteed sales are 100,000 units with own online store and 65,000 units by using Amazon. The difference of 35,000 units leads to an opportunity cost, or missed revenue, equal to £700,000 for Amana. Moreover, Amana is expected to lose its control over pricing in the case of using the Amazon infrastructure; hence, the projected opportunity cost may further increase, if Amana fails to achieve the current price of £20. Considering these expectations, the following cost structure is identified in both cases. 
Table 2 – Costs in both investment alternatives in Year 1
	Own online store
	Collaboration with Amazon

	· Development cost - £150,000
· Upgrade expenses - £50,000
· Salary expenses - £35,000  
	· Fulfilment fee - £50,000
· Opportunity costs - £700,000


Investing in own e-commerce infrastructure would lead to investment costs equal to £235,000. The Amazon option requires significantly lower initial costs of just £50,000; however, it could lead to significant decline in future revenue, as suggested by the opportunity cost of £700,000. Thus, Amana should invest in own online store, despite the considerable initial investments at the beginning of the process. 
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One of the key purposes of management accounting is to understand and incorporate various contextual factors which influence the process of decision-making by organisations (Rhode and Garrison, 2019). Hence, the sole focus on costs could be misleading, as there are additional specifics affecting the decision-making from a strategic point of view. For instance, the Amazon option may lead to high opportunity costs at the initial stages of development; however, it may contribute to better visibility and long-term brand and international market development for Amana. A wide of advantages and disadvantages is identified for both alternatives which include not only financial performance aspects.
Table 3 – A critical evaluation of the benefits and drawbacks of both alternatives 
	
	Benefits 
	Drawbacks 

	Own sales platform
	· Ability to achieve a guaranteed increase in sales revenue. 
· A high level of control over all online-based operations.  
· Enhanced flexibility in the decision-making process. 
	· Higher investment and maintenance costs. 
· A more limited growth potential in the long-run.
· Holding the cyber security risks when managing own platform. 

	Collaboration with Amazon  
	· Lower direct initial costs.
· Receiving technical support by Amazon and benefitting from its security features. 
· Strong growth prospects for international expansion and brand development.  
	· Lack of control over prices due to the exposure to high competition.
· Quite high opportunity costs at the beginning. 
· Necessity to comply with the terms and conditions determined by Amazon.  


The information from the table shows the existence of three main points in each area. This parity among alternatives makes the decision-making process quite complex. Despite the uncertainty, it is important for Amana to be informed regarding the advantages and disadvantages of each alternative in order to be prepared to cope with expected risks in the future. The eventual choice could largely depend on the Amana’s appetite to risk and long-term strategic goals. The commitment to strategic decisions would also require from the company to periodically update the analysis of its performance and future expectations, since the developing trends in e-commerce are dynamic and lead to many changes. 
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To sum up, the management accounting report investigated relevant contextual and organisational factors affecting the performance of Amana at the current stage of development and in the future. Thus, the key findings could be of help in making more informed decisions as a part of the future strategy of the manufacturer. 
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