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Introduction
The report is aimed to show the cost analysis for a famous tourist business Amana Ltd. The first part reflects the performance report of the firm containing the flexible budget, activity variances and revenue and spending variances. The second part shows the cost analysis for setting up own online store. This part also includes a comparison between setting up own online store and selling online.
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I. Control report showing the original budget, the flexed budget and variances
A budget is one of the most popular ways to measure the performance of a firm. Budgets act as a benchmark against which the performance of the management is evaluated and further actions are taken based on the outcomes (Laffan & Lindner, 2014). Budgets can be of various types. A planning budget is prepared before the period starts based on a planned level of activity. Before the period starts, it is almost uncertain how many units the firm will be able to sell at what price. Due to prevailing market conditions, the actual units sold might differ from what was planned at the beginning of the period (Radu & Giju, 2015). Hence, there is a variance between the original budget and actual performance originating from a change in the level of activity. This is called activity variance which is reflected by a flexible budget. A flexible budget reflects what the revenues and expenses should have been given the actual level of activity. Flexible budgets are essential to compare the planned budget incorporating the actual level of activity with the actual performance. Preparing flexible budgets is relevant because comparing planned revenue and expenses for a level of activity with actual revenue and expenses for a different level of activity might be misleading. Hence, flexible budgets are prepared to reflect the more relevant and true picture of a prepared budget by incorporating the actual level of activity.
Amana Ltd is a famous family-owned tourist business operating for more than 40 years. The following table shows the original budget, flexible budget and activity variances generated from the change in the level of activity:
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Figure 1: Original budget, flexible budget and variances
(Self-made)
The original budget was prepared based on the estimation of selling 100,000 units. As variable costs vary with the level of activity, estimated variable cost was also determined based on 100,000 units. However, the actual units sold were 20% less than the estimation. The flexible budget reflects how much revenue and expenses should have been for the actual level of activity e.g 80,000 units. As the actual units sold were less than estimated the revenue should have been 500,000 less than that of the original budget which is unfavourable. In addition, variable costs also would have been reduced than the budgeted ones. Variable costs like materials, labour and overhead would have been lower for the actual level of activity which is favourable (Adilli, 2020). The reduction in variable costs is justified by the reduction in the units sold. The reduction in the level of activity is reflected in the reduced net income. Net operating income for the planned level of activity of 100,000 units sold was estimated to be £1,350,000. But at the actual level of activity e.g 80,000 units sold, net operating income should have amounted to £1,010,000. Although sales decreased by 20%, net operating income decreased by more than 20%. The reason behind this is the presence of fixed costs. The total fixed cost for the firm was £350,000 which is constant. As fixed costs do not move with activity level, a reduction in units sold does not result in a reduction in fixed costs. Hence, the percentage change in the net operating income of the company is larger than the percentage reduction in the level of activity (Mulalic & Rouwendal, 2015).

II. Performance report Amana’s Ltd
Sometimes, demand might be higher than the supply increasing the selling price and sometimes, supply might be higher than the demand decreasing the selling price. In addition, costs associated with the production and selling are also uncertain until the actual sales happen (Pearce, 2016). Hence, there are variances between the actual results and the planned budget for the same level of activity. The variance is called revenue and spending variances. A performance report combines activity variances and revenue & spending variances and reflects them in a single place. The following report is a reflection of the performance of Amana’s Ltd.
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Figure 2: Performance report on Amana’s Ltd
(Self-made)
Revenue and spending variance shows the difference between actual performance and predicted performance for the same level of activity. For actual units sold of 80,000 units revenue should have been £2,000,000 but it actually was £1,600,000. The reason behind that was that the per-unit selling price was estimated to be £25 but the actual selling price was £5 lower than expected. The reduced selling price resulted in a reduced revenue of £400,000. The revenue variance of £400,000 is unfavourable. All the three variable expenses including materials, labour and overhead were higher than the budgeted ones which are unfavourable as well (Fischhoff, 2015). material expenses were £80,000 higher and labour expenses were £120,000 higher than expected. However, some fixed costs including warehouse rentals and full-time supervisor salaries were lower than budgeted. This is a favourable sign. Insurance expenses during the period remained the same as the budget. The total budgeted expense for 80,000 units was £990,000 whereas, the total expenses actually amounted to £1,145,000. There was a spending variance of £155,000 which is unfavourable. A decrease in selling price per unit and an increase in variable cost per unit resulted in a reduced net operating income in the actual scenario. The net operating income was estimated to be £1,010,000 for 80,000 units. But in the actual scenario net operating income was £455,000 which was £555,000 less than the budget. This reduction resulted from an increase in variable expense and a decrease in unit selling price. The revenue and spending variance should be minimized to achieve a more positive result (Johansson & Kriström, 2018). Activity variance was derived from a change in expected and actual units sold. Whereas, revenue and spending variance was derived from the change in unit selling price & variable cost and the fixed cost. The total favourable variance was £45,000 and the total unfavourable variance was £200,000. The unfavourable variance exceeded the favourable variance. As a result, the net operating income was reduced to a great extent. Management should implement strategies to increase the favourable variances and reduce the unfavourable variances. Consequently, the variance in net operating income will be minimized and it will approach expectation.
III. Recommendations on areas of improvement
Amana's But performance report shows that activity variances along with revenue and spending variances. The actual results for 80,000 units largely differ from what was expected. Hence the managers of the company should consider the issues carefully. The following recommendations need consideration:
· There is a revenue variance of £400,000 during the period. The variance is generated from a variance in the unit selling price in the actual scenario than the budgeted scenario. The unit selling price was estimated to be £25 but it actually dropped to £20. The reason for such price difference should be identified. The price might be decreased due to an increase in supply or a decrease in demand. Management should emphasize advertising and promotional strategies to increase the market demand hence unit selling price (Koopmans & Mouter, 2020).
· There is a total of £200,000 spending variance in variable expenses. The reason is that the unit variable cost was higher than expected. Material cost was estimated to be £2.50 but it actually was £3.5. At present, Amana is collecting its souvenirs from a Chinese supplier. Management should look for alternative suppliers who can provide the same materials at a cheaper price.
· Management should consider the reason for an increase in material cost. In addition, the per-unit labour cost also increased from £4 to £5.5. Management should identify how labour costs can be minimized. Management should focus on increasing employee training. Such training will enhance employee productivity. When employees will become more productive per unit labour costs will ultimately reduce.
· Fixed cost decreased by £155,000 than estimated. This is a favourable sign. Fixed costs are allocated among the units sold (Hwang, 2016). Hence, the more units a firm can sell the less the average cost is. Management should alter the marketing strategy to increase sales. The more units it can sell the less will be per unit fixed cost.
· Net operating income was £555,000 less than expected. The primary reason was an increase in variable cost and a decrease in sales units. The marketing strategy should be altered. Amana Ltd should consider 4Ps more efficiently. Management should consider the quality of the product. As Amana is a tourist business, there is a scope for competitive advantage through providing differentiated souvenirs. The unit selling price should be competitive enough to justify the demand and supply. In addition, the company should expand its networks to distribute the products more efficiently.
· Amana Ltd is currently selling through physical stores. But its competitors are switching to online sales. As online sales provide a greater opportunity to reach more people and therefore increase sales. However, switching to online sales requires a substantial investment in website development and digital marketing. Management should consider all such relevant costs. If the benefits from online sales outweigh the costs, the firm should go for online sales (Boadway, 2016). Hence, such an initiative will help the firm to make its financial position stronger.
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Analysis of Amana’s to go online
Amana’s competitors are making their position in the online media. They are selling their products online to reach a wider audience. Birmingham and Manchester City Center branches are considering switching 50% of their sales online. Moving to an online platform requires the firm to invest a substantial amount in online infrastructures like domain and hosting, developing the website, digital marketing etc (Ristevska & Temjanovski, 2019). One alternative for Amana is to set own online shop. This requires some initial fixed cost as well as some annual fixed cost. The projected unit sales under this alternative are 100,000 units. The cost under this alternative is shown below:
	Particulars
	Amount (£)

	Cost of setting delivery network
	150,000

	Cost of upgrading the current website
	50,000

	Total capital expenditure
	200,000

	Per unit capital expenditure
	2

	Salary of an IT programmer
	35,000

	Total revenue expenditure
	35,000

	Per unit revenue expenditure 
	0.35

	Total expenditure 
	235,000

	Total expenditure per unit
	2.35


Table 1: Total cost of setting up own online store
(Self-made)
The total expenditure under alternative 1 is £235,000. The cost of setting delivery network and the cost of upgrading the current website are one time fixed costs. These are the initial investment of switching online. However, there are also costs like the salary of an IT programmer. Every year setting and operating its own online store will cost the firm £35,000 per year. This cost is a fixed cost. The more units it can sell the less this cost will be per unit. The per-unit capital expenditure is £2 and the per-unit revenue expenditure is £0.35. The total expenditure per unit will amount to be £2.35 in case of setting own online shop. Thus this alternative requires a great investment in fixed costs which can be spread among the unit sales (Panasenko, 2020).
Comparison of setting up own online store and selling on Amazon
In the case of alternative two Amana Ltd has an option to set up a store on Amazon. Amazon is the largest online platform for businesses where they can set up stores and sell through the network of Amazon. Selling Amazon will require a fulfilment fee of £50,000. However, as Amazon is a large platform involving millions of buyers and sellers, there is scope for selling 65,000 units per year through it. The following table shows the total cost under this alternative:
	Particulars
	Amount (£)

	Amazon fulfilment fees
	50,000

	Total Revenue expenditure
	50,000

	Per unit cost 
	0.77


Table 2: Cost of selling on Amazon
(Self-made)
However, selling through Amazon only requires a substantial investment in revenue expenditure this is a fixed cost. But the alternative does not require the firm to make a capital expenditure like setting up its own online store (Lai, 2022). The per-unit cost of selling souvenirs on Amazon is £0.77. The per-unit cost of selling on Amazon is almost £1.58 less than setting up own online store. If cost is considered Amazon will be a more appropriate choice. The total cost under this alternative will be £185,000 less than the first alternative. However, one disadvantage of selling on Amazon is the intense competition on the platform. As there are many buyers and sellers on the platform, there is greater competition. Because many sellers are selling souvenirs to the customers. As a result, the guaranteed unit sales under this alternative are 65,000 units. This is 35,000 units less than the alternative one. The intense competition on Amazon is making this alternative less suitable for Amana. An additional disadvantage of selling on Amazon is the lack of control over pricing and return policy. The sellers have less flexibility on such policies. This is a disadvantage for Amana Ltd. Sellers on Amazon are the price takers not the price makers. They have to sell the products at the price prevailing on the platform depending on the current demand and supply. Amana can not set up a price of its own. In addition, it can not design a return policy of its own. As a result, it has to abide by the return policies of Amazon. Amazon has its own refund policies as well (Berryman, 2014). Amana has to abide by those policies too. This brings a disadvantage for Amana. So, although the cost is lower in the case of selling online, the indirect costs associated with setting shop on Amazon are higher. However, one benefit of selling on Amazon is that Amana can reach millions of customers through Amazon’s network. Consequently, it can market its souvenirs to a wide range of people at a lower cost enhancing its profit. If the major concern of Amana is to make the product popular Amana can go for an alternative so that it can create wider brand awareness.
On the other hand, there are also some advantages and disadvantages of alternative 1. The total cost of setting up your own online store is 235,000. This is a huge investment.  In addition, Amana has to make its own networks to expand sales. This requires a great time and effort to build a strong network of customers. But the advantage of selling its online store is that it brings larger unit sales for the firm. Amana will be able to sell 100,000 units through its own online store compared to 65,000 units on Amazon. In addition, Amana will be able to create its own brand through its website. If the firm goes for selling on Amazon, it has to promote and sell its souvenirs under the name Amazon (Garcia, 2021). There is less scope for the company to make its own brand. But if the firm decides to set up its own online store there is a huge opportunity for Amana to market and sell the souvenirs of its own brand name. in addition, it has flexibility in setting its own pricing and returns policies which give a high value to the firm. As a result, although the total cost of setting online store is higher relative to setting up a shop at Amazon, the benefits of establishing own brand outweigh the disadvantages. As a result, Amana should go for setting its own online store.
[bookmark: _Toc102307889]Conclusion
The report showed the cost analysis based on the prevailing information of Amana Ltd. The report showed how the actual performance differed from the budget as well as areas of improvement for the company. The second part of the report contains a comparison of setting up own online store and selling on Amazon. The report concludes that setting up its own online store will be more appropriate for Amana.
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Flexible Budget Original Budget Activity Variances

Favourable or 

Unfavorable

Units 80,000 100,000

Revenue 2000000 2500000 500000 U

Variable Expenses:

Materials 200000 250000 50000 F

Labour 320000 400000 80000 F

Overhead 120000 150000 30000 F

Fixed Overheads:

Warehouse Rentals 200,000 200,000 0

Insurance 100,000 100,000 0

Full time warehouse supervisor's salary 50,000 50,000 0

Total Expenses 990,000 1,150,000 160,000 F

Net Operating Income 1,010,000 1,350,000 340,000 U

Amana Ltd                                                                                                                                                                                                                                                                  

Activity Variances                                                                                                                                                                                                                                              

For the month ended on February 2021
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Actual Results

Reveenue and 

Spending 

Variances

Favourable or 

Unfavorable

Flexible Budget Activity Variances Original Budget

Favourable or 

Unfavorable

Units 80,000                                  80,000                                100,000                        

Revenue 1,600,000                            400,000                         U 2,000,000                          500,000                              2,500,000                      U

Variable Expenses:

Materials 280,000                               80,000                            U 200,000                              50,000                                250,000                         F

Labour 440,000                               120,000                         U 320,000                              80,000                                400,000                         F

Overhead 120,000                               -                                  120,000                              30,000                                150,000                         F

Fixed Overheads:

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

Insurance 100,000                               -                                  100,000                              -                                       100,000                        

Full time warehouse supervisor's salary 35,000                                  15,000                            F 50,000                                -                                       50,000                           

Total Expenses 1,145,000                            155,000                         U 990,000                              160,000                              1,150,000                      F

Net Operating Income 455,000                               555,000                         U 1,010,000                          340,000                              1,350,000                      U

Amana Ltd                                                                                                                                                                                                                                                                                                    

Performance report for the month                                                                                                             


