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Executive Summary
Management accounting is a subfield of accounting in which managers assess their present condition in comparison to their budget as well as their actual costs in order to have a better understanding of the overall state of their firm before making any managerial decisions. In this study, we conduct an examination of the initial budget, the flexible budget, the actual costs, and their respective deviations pertaining to Amana Ltd.'s tourism company. An analysis will be carried out in the first phase of the report, and later on, a complete report will be generated based on the analysis. Additionally, some possible recommendations will be presented to Amana Ltd. A comprehensive study of Amana Limited's choice to conduct business online is going to be created in the second half of this report. This section will also take into account the costs associated with conducting business online.
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[bookmark: _Toc10751]Introduction
[bookmark: _Toc10752]Amana Ltd. is a tourism firm based in England, however as a result of the COVID-19 scenario, they have had to contend with a great deal of difficulty in running their company. They conduct all of their commercial transactions in their physical location, while utilising their website primarily as a way to engage media. They have supplied a breakdown of their costs according to the budget. Let's take a look at the variance analysis of his company while also taking into account the initial budget, the flexible budget, and the actual cost.
Part A
[bookmark: _Toc10753]Requirement 1
Amana Ltd
Monthly Control Report
Particular Original Flexible Actual cost Activity Cost budget budget (2) (3) variance Variance
	(1)	(1-2)	(2-3)
Units	100,000	80,000	80,000 Variable cost
Materials (Note 1) 	250,000	200,000	280,000	50,000 (F)	(80,000) 
(U)
Labour (Note 2)	400,000	320,000	440,000	80,000 (F)	(120,000) 
(U)
Overhead (Note 3)	150,000	120,000	120,000	30,000 (F)	-
	800,000	640,000	840,000	160,000(F
)
Fixed cost
Warehouse rent	200,000	200,000	170,000	-	30,000 (F)
Insurance	100,000	100,000	100,000	-	-
Supervisor salary	50,000	50,000	35,000	-	15,000 (F)
[image: ]350,000	350,000	305,000	-	45,000 (F) Total overhead cost	                 1150,000	990,000          1145,000         160,000 	        155,000 
	                  (F)	               (U)
*F = Favorable
*U = Unfavorable
Note 1: Materials cost
Original budget = (100,000*2.50) = 250,000.
Flexible budget = (80,000*2.50) = 200,000.
Note 2: Labour
Original budget = (100,000*4) = 400,000.
Flexible budget = (80,000*4) = 320,000.
Note 3: Overhead
Original budget = (100,000*1.50) = 150,000.
Flexible budget = (80,000*1.50) = 120,000.
[bookmark: _Toc10754]Requirement 2
Report on Variance analysis
[bookmark: _Toc10755]We have developed a monthly control analysis for this business in order to examine the present state of affairs at this company. This report has a static budget, a flexible budget, real costs, and variations in the cases of activity and cost control. We have to do an analysis of both activity and cost control variations before we can make an informed selection. Otherwise, we risk making a rash choice. It is clear that Amana has favourable variation not only in terms of activity but also in terms of cost management variance. The following is an explanation of the details:

We have carried out variance analysis for both the static and the flexible versions of the budget. The distinction between a static budget and a flexible budget is, in essence, an indication of activity variation. Since the only distinction between the two spending plans is the cost per item (100,000 and 80,000). We have just altered the unit amount to examine the activity variation, and we are able to draw the conclusion that, as a result of the reduction in the unit price, the variable expenditures have been cut in each and every instance of the variable costs. Although overall fixed costs do not change with the variations of unit (activities), per unit fixed cost has risen since there has been a 20,000-unit drop in the number of units sold. This is the reason for the rise. As a consequence of this, the fixed expenditures incurred per unit have gone up (Drury, 2019).

In addition, a cost-control analysis of variance has been completed and included in the monthly control statement. Since it is completely nonsensical to contrast the actual expense with the fixed budget since in the case of the fixed budget there has been a completely different unit quantity that has been utilised (100,000), however in fact, the unit has indeed been dropped to (80,000) owing to the COVID circumstance. If we examine the actual costs to the fixed budget, then we will see that there are all favourable deviations, as shown in the control report (Holtzman, 2013).

In order to resolve the cost variation, we have carried out an investigation of the difference between the flexible budget and the actual costs. There, we can see that the costs of the materials have an unfavourable variance, increasing by 80,000 compared to the real amount. The real amount sold has also resulted in an increase of 120,000 in the cost of labour. On the other hand, there was a £200,000 cut to the building costs. There, on the other hand, we can see an excellent budget with regard to the fixed costs. Despite the fact that we are aware that fixed expenses did not alter as the units did, However, as a result of the lockout scenario, this firm has cut its fixed expenses by the equivalent of £45,000. There was a reduction of 30,000 dollars in rent, and 15,000 dollars was taken off the income of the supervisor. Both events took place as a direct result of the lockdown, which led to the absence of tourists and, consequently, the elimination of the requirement to pay an additional amount of rent for the warehouse. On the other hand, the supervisor's salary was reduced by 15,000 as a direct result of the loss that the company faced (Kaplan & Atkinson, 2013).

As a result of the epidemic crisis, both the cost of materials and the cost of labour soared. We are aware that during the year 2020, virtually all commercial establishments continued to be closed. Therefore, in spite of the fact that they have opened or begun running their business, they have raised the prices of both the materials and the labour in order to compensate for the losses they incurred during the COVID period. As a result of this circumstance, their variable expenditures have grown, even if the total number of units sold was lower than the static budget.
Requirement 3
Recommendation on areas of improvement
[bookmark: _Toc10756]Due to the fact that Mr. Amana's firm is in the tourism industry, he is having some trouble running his business as a result of the government's imposition of certain regulations on travelling. However, there are several aspects of its cost structure that should be improved. On the basis of the report presented in the part before this one, the following suggestions have been made:

• This organisation has experienced a rise in the cost of materials. Because they are selling tourist mementos, they require a variety of products that may also be sold, in addition to the components that are required to produce such souvenirs. They need to establish a strategic connection with the provider of the products, for instance by entering into a contract with the provider that has a set price, so that they are able to effectively control the price fluctuations in the case material (Maheshwari et al., 2021).
• The company is able to perform due diligence on the provider to determine which supplier offers the best balance of price and quality. Following the completion of the screening process, they will be able to enrol the vendors and make business arrangements with them, which will benefit the organisation in the long term.
• Due to the fact that typical commercial operations have not yet been established, they have the ability to directly contract with some labour who is able to create the souvenir in a skillful manner and may set their charge by bargaining with them (Schuster et al., 2021).
• Operating expenses comprise a portion of administrative costs as well as selling costs. They are earning less sales, therefore they can lower it by eliminating some of the costs associated with administration. It is clear that overhead expenses have been incurred in accordance with the budget, which indicates that they have done so even when the facility was under lockdown. In this way, they will be able to devise a strategy for how they may reduce the costs of overhead at least while the pandemic is in effect.
• In light of this circumstance, they are also able to reduce the rent on the warehouse. Because of the decline in sales, there is no longer a requirement to stock up on additional products. Therefore, given the circumstances, the organisation has the ability to reduce this leasing expenditure or can lower it even further than it already has (Schuster et al., 2021).
• They should make an effort to boost their sales by taking advantage of the current market opportunity presented by going online. As people get increasingly bored during the lockdown, they express a desire to either decorate their homes or make purchases that would increase the aesthetic appeal of their homes. Therefore, they need to begin spreading the word about their items over the internet (Scott, 2019).

Conclusion 
[bookmark: _Toc10757]As the globe moves toward its own healing, the industries, such as the tourism industry, that have been impacted to such a great extent as a result of this scenario will begin to reclaim their previous levels of prosperity. Therefore, the firm should try to enhance every aspect of cost management that is connected so that, once the normal situation has been restored, it may immediately begin working to restore itself rather than squandering time on cost management.
Part B
[bookmark: _Toc10758]After becoming infected by the epidemic, the tourist sector, along with other industries, has begun to contemplate new modes of operation for its respective firms. To attract the attention of clients, this company's rivals have also begun to explore the possibility of doing commercial activities, such as selling or marketing, over the internet. This organisation also has the ability to get online, and it does it via two different channels. This organisation only maintains a single website, which is exclusively used for the purpose of making contact and not for any other reasons. Therefore, the corporation may take its sales and marketing efforts online by utilising either its very own online business site or by partnering with Amazon to do so. Let's examine the costs and benefits of each of these two choices before deciding which of the two possibilities to go with (Schuster et al., 2021).
Option 1 
If the company wishes to sell items through its own website, in adding to the overhead expenses and fixed expenses that were discussed, the company will suffer additional expenditures such as the price of delivery, the expense of updating the networking, and the cost of an IT developer.
Cost-benefit analysis 
(Actual amount of cost will be considered in case of variable cost and fixed cost)
Total variable cost:
Materials = (280,000/80,000)            =3.5
Labor = (440,000/80,000)                 =5.5
Overhead = (120,000/80,000)           =1.5
                                                             10.5
Total Fixed cost
Rent = 170,000
Insurance = 100,000
Supervisor salary = 35,000
Cost of set up delivery network = 150,000
Cost of upgrading current website = 50,000
Salary of IT programmer = 35,000
Total fixed cost = 540,000
Total cost = 540,000 + (100,000*10.5) = 1,590,000
Total Revenue = (100,000*20) =2000,000.
When we take into account the historical fixed costs as well as those associated with the new internet business, we can see that the costs are quite significant. Let's suppose, for the sake of argument, that the costs of rent and supervisor salaries are associated with the branches that are going to be closed down. If this is the case, the fixed costs will equal (1,590,000 - 170,000 - 35,000), which is equal to 1385,000.
Therefore, if we take into account all of the fixed costs that are involved, the total benefit that will result from this option will be 410,000 ($2,000,000 minus $1,590,000), and if we also take into account the salaries of those branches and the rent that they pay for their warehouse space, the benefit will be 615,000. (2000,000-1385,000).
Cost-Volume-Profit analysis
Within the scope of this investigation, let's focus on how rent and wage are connected to the cities of Brighton, Birmingham, and Manchester. Therefore, we will not include these expenditures when doing our CVP analysis.
Total variable cost per unit= 10.5
Total Fixed Cost = 335,000
Total selling price per unit = 20.
BEP = Fixed cost/(SP-VP) (Hansen et al, 2021)
        = 335,000/ (20-10.5)
        = 35,263 (unit)
So, if Amana souvenir wants to pay all of its cost, then must have sold 35,263 units, If Amana Souvenir wants to recoup all of its expenses, then it must have sold 35,263 units. Based on our findings from market research, we know that if it moves its operations online, it will be able to generate an annual revenue of 100,000 units. Therefore, the contribution margin unit for this choice will be 64,737 (100,000 minus 35,263) and the total amount will be 6,15,000 (64,737 multiplied by 9.5). The following are some things to keep in mind regarding choice 1:
• Based on the current state of the market, it can be deduced that Amana Souvenir has the potential to sell 100,000 pieces online if it uses its own website.
• From our cost benefit analysis, we have not considered salary and rent expenses because Amana will close three of its branches if it begins conducting business online, and we have assumed that, those costs are related to those three branches. • After only considering the costs that are relevant, Amana can earn a benefit from this option after covering all its costs.
 and we know that if it goes for online business after market research it can sell 100,000 annually. So, from this option the contribution margin unit will be 64,737 (100,000-35,263) and the amount will be 6,15,000 (64,737*9.5). Some points can be noted from option 1 are:
· The market situation is implied that Amana souvenir can sell 100,000 units though online if it uses its own website.
· From our cost benefit analysis, we haven’t considered salary and rent expenses as Amana will off three of its branches if it starts the business through online and we have assumed that, those costs are related to those three branches. 
· After only considering the relevant cost, it can be seen that, Amana can earn benefit from this option after covering up all of its costs.
[bookmark: _Toc10759]Option 2
Amana Souvenir has another option to go online through using Amazon. Like option 1, we will analysis, both considering salary and rent as a relevant cost and without considering them as relevant.
Cost-benefit analysis
Total Variable cost = 10.5
Total Fixed cost
Fulfillment fees = 50,000
Insurance = 100,000
Total Fixed cost = 150,000.
Total Revenue = 65000*20 = 1300,000
Total benefit = (1300,000 – 150,000) = 1150,000.
According to the cost-benefit analysis that was just presented, it is clear that there will be a total of 1,150,000 dollars in profit generated even if we just take into account two fixed costs. If we take into account those two expenses, the profit comes out to (1,300,000 minus 150,000 minus 170,000 minus 35,000), which equals 945,000. Therefore, if we take into account the expenditures that are important (such as rent and wage), then there will be made a profit of 945,000.
CVP analysis
Total fixed cost = 150,000 (without rent and salary)
Total variable cost per unit = 10.5
Total Selling price per unit = 20
BEP = 150,000/ (20-10.5) = 15,789 units.
So, if Amana use this option, their contribution margin unit will be (65,000-15789) = 49,211 units. If those two costs are considered then,
BEP = 355,000/9.5 = 37,368 units. So, contribution margin units are 27,632 units. In this option there are some points to be noted out:
[bookmark: _Toc10760]• In order to be successful on Amazon, Amana must contend with a number of other sellers, and in order to do so, the company must present a number of different items.
• We are aware that Amazon is an online marketplace where customers have the ability to choose, pick, and ignore the items they want to purchase. Therefore, if Amana does not come out with items that are distinctive from those of its rivals, it will not be able to compete successfully.
• The company's total revenue will go up proportionally to the demand that exists in the market; hence, in order to raise the demand that exists in the market, they may have to pay for ads. And in order for it to stand out from the competition, the cost of its labour should be high.
•Amana will have very little influence over the pricing system because Amazon will be in charge of it. In addition, Amana will be required to adhere to the return policy of Amazon, which may make it impossible for Amana to offer refunds.

Recommendation
For each potential course of action, we have carried out two analyses in order to feel confident about the potential earnings, and by utilising CVP, we have been able to draw the conclusion that, for each potential course of action, what ought to be the minimum sale in order to cover all of the fixed and variable costs?
Because Amana is a physical store, it does not have any internet instruments to begin with, therefore selecting option 1 results in higher initial fixed costs. These costs are due to the fact that Amana must launch its own online company. Therefore, if an IT specialist is included in the task of upgrading, all associated charges will be payable. On the other hand, if it uses Amazon as its online platform of choice, it would pay fewer costs while having a lower amount of sales than it would with its own website, but the benefits will be far greater in comparison to option 1.
The company will not have control over its pricing system, and they will not be able to specify the return system. Furthermore, they will have to compete with a great deal of other businesses on Amazon.com. This is the primary disadvantage of option 2. On the other hand, in the case of option 1, there may be a greater cost, but this will in turn be delivering a higher volume of sales, and some of the costs will may fall later on, like upgrading cost, shipping cost, etc., but this choice will benefit the organisation in the long term. Even after the COVID issue, they will be able to continue using this option, and they will be able to service customers both online and offline. In addition, they will have complete authority over each and every aspect of the business, and the recent improvements made to the website should encourage customers to buy their wares. Therefore, I will suggest that Amana Souvenir go with choice 1, since this choice has a bright future, is capable of assisting this company in the long term, and will improve their operational abilities while also increasing market size in the business.
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