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[bookmark: _Toc118802017]Introduction
Management accounting facet is centralised at promoting feasible data oriented decisions within an organisation. This facet is actively involved in the analysis and interpretation of financial data to create insights that allow the management of an organisation to make relevant decisions. This assignment is centralised at the cost accounting facet of management accounting. The main objective of cost accounting is to analyse and understand different business related costs. As a result, this assignment seeks to create a monthly report for Amana to allow it to understand imminent variances between its original budget and actual expenditures and revenues. Correspondingly, the assignment evaluates and outlines the relevance of different costs in order to support improved decision making within the company.
[bookmark: _Toc118802018]PART A
[bookmark: _Toc118802019]Amana’s monthly control report
Amana’s monthly control report seeks to analyse the budget performance of the company. The report aims at comparing the actual budget performance of the company against its estimated budget. This is to allow its management to undertake short term and long term strategies that support the attainment of its desired financial performance (Block, 2022). The control report creates a flexible budget to replicate the costs of the business at the actual production level attained within its operations. As a result, Amana is able to highlight the unfavourable and favourable variances between the flexed budget and the actual results. This allows the company to plan as well as control its future imminent operational costs (Drury, 2016). Favourable variances refer to the lower than anticipated production costs Amana accrues within its operations. Comparatively, unfavourable variances are higher costs of production and lower level of sales and production (MacLean and Ziemba, 2013). The following is the monthly control report of Amana:




	Item
	Original budget in
(£) 

	Actual results
(£) at 

	Flexible budget
(£) 

	Variances 
(£) 
(Actual results – flexible budget)
F-favourable
A-Adverse


	Production in units
	100,000
	80,000
	80,000
	(20,000 units)A

	Selling price
	25
	20
	25
	(5) A

	Sales
	2,500,000
	1,600,000
	2,000,000
(25*80,000)
	(400,000) A

	Variable costs
	
	
	
	

	Materials 
	250,000
	280000
	200,000
	(80,000) A

	Labour
	400,000
	440,000
	320,000
	(120,000) A

	Overhead
	150,000
	120,000
	120,00
	-

	Total variable costs
	900,000
	840,000
	640,000
	(200,000) A

	Contribution 
	1,700,000
	760,000
	1,360,000
	(600,000) A

	Fixed costs
	
	
	
	

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

	Insurance
	100000
	100000
	100,000
	-

	Warehouse supervisor salary
	50,000
	35000
	50,000
	15000  F

	Total fixed costs
	350,000
	305,000
	350,000
	45,000

	Total costs
	1,150,000
	1,145,000
	990,000
	(155,000) A




Note: ( F) for Favourable Variance and (A) for Adverse/unfavourable variance 
[bookmark: _Toc118802020]Performance report of Amana
Amana’s nature of business is seasonal in nature. The business depends on the tourism activities within its locations to accrue revenues. For that reason, when the tourism activities of its operational regions are affected, its sales revenues are affected. For instance, due to the Covid-19 pandemic tourists travel and movement restrictions, Amana was not able to produce and sell its budgeted units of sale. The business produced and sold 20,000 less units than anticipated. Correspondingly, the company had to lower the price of its souvenirs by £5.As a result, it was able to accrue lower sales revenue than anticipated (Hung, 2015). 
Amana accrues three major types of costs within its operations. These entail the fixed, semi-fixed and variable costs. Fixed costs denote costs that remain constant regardless of the units of souvenirs sold (Ross et al., 2020). Amana accrued fixed insurance costs regardless of its low actual production level. On the other hand; variable costs are costs that are dependent on the level of production of the company. For example, the higher the level of the businesses’ production level, the higher the variable costs (Watson and Head, 2017). In this case, the decrease in the total units produced and sold by Amana decreased its business variable costs thus having a lower contribution margin. However, in reference to the flexible budget, the business has incurred higher actual variable costs by £200,000. The unfavourable variance is attributed to high labour and material costs.
 Semi-fixed costs are costs that remain fixed at a particular level of production but vary when the production level has been exceeded or lowered (Davidson, 2018). For, example Amana’s warehouse rental costs are fixed at a production level of 100,000 units. However, since the company produced fewer units, the costs decrease. For instance, at a production level of 80,000 units, Amana incurred warehouse rental cost of less than £30,000. Correspondingly, the business has sustained less fulltime supervisor’s salary by £15,000.As a result, the business has incurred less actual semi fixed costs than budgeted level which is favourable for its operations. Conclusively, Amana’s actual cost performance in comparison to its production level is higher than expected cost performance projected within its flexible budget. 
[bookmark: _Toc118802021]Recommendations to Amana’s CEO on areas of improvement
Amana has to increase the overall efficiency of its operations in order to sustain its operations during and after the Covid-19 pandemic. For that reason, it has to create strategies that enhance its sales revenue performance as well as lower its costs. The following are recommendations to Amana’s CEO on the areas it needs to improve within its operations:
Creation of inventory management systems: Inventory costs are one of the major costs within Amana’s operations. The company outsources its souvenirs from a Chinese manufacturer. As a result, according to Foerster (2015), it is important to have an efficient inventory management system to track down the inventory to avoid any wastage. Correspondingly, the inventory management system tracks down the sales activities of the company, allowing it to project the right levels of expected units of sale. This is crucial in avoiding under stocking or overstocking thus reducing inventory carrying costs such as warehouse costs (Watson and Head, 2017).
Enhancement of the labour productivity of the business: Amana mainly makes it sales through its physical stores. Hence, its operations are labour intensive. The business has to ensure it minimises the number of idle labour hours in order to reduce labour related costs (Block, 2022). This can be achieved through the scheduling of the labour hours of employee. Scheduling will allow employees undertaking similar roles within a department to work in shifts thus reducing their idle hours. Congruently, scheduling allows for the even distribution of working hours thus curbing the number of extra hours employees have to work (Collier, 2015). This reduces the overtime labour costs the company has to sustain within its operations.
Adjustment of its sales prices: Amana can only be able to effectively sustain its operations through maintaining high levels of revenue. Thus, the business should consider increasing the sales prices of its souvenirs since it is selling a lower number of souvenirs than anticipated. A higher selling price will allow the company to attain a higher level of margin of safety with lower sales level thus avoiding operational losses (Drury, 2016).Amana can adopt different pricing strategies  to adjust its sales prices. First, the company can adopt the competitive pricing strategy. Within this strategy, Amana will compare the prices of its souvenirs with that of its competitors (Hung, 2015). Thus, the company will adjust its selling price accordingly. Additionally, Amana can adopt the cost-plus pricing strategy. This strategy will allow the business to set up mark up prices that are able to cover for the costs of production as well as enable it increase its profit levels (Block,2022).
Adoption of social media and digital marketing strategies and online sales channel: Amana mainly uses its functional website for marketing and advertising of its products. However, MacLean and Ziemba (2013) assert that the business needs to embrace other marketing strategies such as social media and digital channels. These strategies are instrumental in increasing its overall web traffic thus being able to reach a wider audience. This is critical in allowing the business to increase its sales revenue. For example, social media channels will increase the brand awareness of the company (Hung, 2015). Correspondingly, the commercialization of its website will allow the company to sell its products to other consumers across the world. This will reduce its dependence on tourist consumers.
[bookmark: _Toc118802022]PART B
[bookmark: _Toc118802023]Analysis of Amana’s decision to sell online and whether to set up their own online shop or sell on Amazon
To cope up with the effects of the pandemic, Amana is considering closing some of its physical stores and moving 50% of its sales online. Expanding its online sales is critical in expanding its market share thus improving its sales revenue. Also, the online sales will allow the business to minimize the effects of the pandemic (Block, 2022). For example, the consumers are able to shop from the brand without physically coming to the store. Thus, the company has to make a decision on whether to set up its online shop or sell its products on Amazon. Below is an analysis of the costs that accompany each decision:
Costs associated with the decision to set up its own online store
Amana’s decision to set up its online store guarantees it approximately 100,000 units annually. However, the business has to incur additional costs to set up as well as run its online store. The following is a discussion of the relevance of the costs:
Cost of setting up a delivery network: First, Amana has to incur the cost of setting up a delivery network. According to Drury (2016), a delivery network is critical in allowing the business to efficiently deliver customer’s order. Customer satisfaction is necessary in promoting new sales and referrals. This cost may is semi fixed since it may increase or decrease depending on the sales activity of the company.
Cost of upgrading current website: Amana’s website is fundamental in supporting the businesses’ e-commerce activities. The website should be able to successful allow multiple consumers to purchase products from the company concurrently. This is to ensure that the traffic experienced within the website is productive (Ross et al., 2020). Correspondingly, the upgrade entails its connection to the inventory management systems of the company. This is to ensure that only products that are available are displayed within the website. As a result, this is a mandatory cost that the business has to incur to successfully launch its online store (Collier, 2015).
Salary of a fulltime IT programmer: An IT programmer is mainly involved in the maintenance of the website (Ross et al., 2020). This is to ensure that all the functions of the website are properly working to support the online sales of the business. Also, the IT programmer will tackle any technical hitches that may occur within the website of the company. Thus, the salary of the fulltime IT programmer is a relevant cost in ensuring that the company’s website works effectively.
 The merits and demerits of setting up an online store
Watson and Head (2017) reiterate that setting up of an online store is fundamental in expanding the operations of Amana. Through setting up of its own online store the company is able to increase its interactions with customers. This will allow the company to increase its customer retention rates as well as have repeated sales. Moreover, Amana will have a complete control of its prices. It can also use pricing strategies such as discounts to attract other consumers (Hung, 2015). Correspondingly, Amana is able to adjust the prices of its products according to the forces of demand and supply. For instance, during a low demand it can increase the souvenirs prices. On the contrary, the company will have to incur very high costs to set up as well as maintain the online store. Also, the company will have to invest in paid digital and social media promotional activities to increase traffic towards its website (MacLean and Ziemba, 2013). Furthermore, it may take Amana a long time to regain the confidence of online consumers thus the company may be unable accrue lower sales than anticipated.
Costs associated with direct selling on Amazon
Amana’s second alternative is to directly sell its souvenirs through Amazon. Amana’s products will be listed on Amazon’s website   and purchased products delivered to customers using Amazon’s delivery systems. Thus, the company will only accrue fulfilment fees for the above mentioned services (Collier, 2015). The fulfilment costs will save the company from the costs of setting up its own online store. Correspondingly, Amazon is a globally renowned global ecommerce site. Thus, the website has already existing customer traffic. Hence, the company will be able to attain its target of 65,000 units. Additionally, Amazon has an already established and efficient delivery network that will allow Amana to deliver its products efficiently to customers.
However, the Amazon’s websites also enlists other souvenir brands within its website. As a result, Amana’s products will face very high levels of competition (Ross et al., 2020). Correspondingly, Amana may not have any control over the pricing of its products which may affect their popularity thus their sales. For instance, if the company’s products are highly priced than the competitors they may attract low number of customers (Block, 2022). Thus, the high competition and loss of control of pricing may hinder Amana from growing its online and digital brand identity and presence. Moreover, Amana has no control of the quality of customer service its online consumer’s receive. As a result, poor quality of customer service by Amazon may make the company lose prospective consumers (Drury, 2016).
Advise on whether Amana should set up its own online store or sell directly though Amazon
According to Collier (2015), the best option that Amana can utilize to attain its goal of increasing its online sales is through setting up its own online store. An online store will allow Amana to increase its market share. Also, the business is able to directly interact with consumers thus gathering customer feedback in regards to its services and products. As a result, the company will be able to progressively improve its operations (MacLean and Ziemba, 2013). Furthermore, the company is able to monitor consumer trends and preferences thus creating souvenir designs that satisfy them. Increased customer loyalty and satisfaction is crucial in supporting the long term growth of Amana.

[bookmark: _Toc118802024]Conclusion
The perpetual growth and development of any business is perched on its ability to control its costs. Cost efficiency is necessary in allowing the business to maintain high levels of profits within its operations. As a result, the business is able to support its operations without any financial strain. However, for businesses to maintain high levels of cost efficiency, it needs to properly plan and control its expenditures. This can be achieved through the creation of a budget as well as monthly control report to evaluate the performance of the budget. Additionally, businesses need to thoroughly evaluate the costs associated with the different operational decisions they seek to undertake. This is to ensure they positively contribute the financial growth of their operations.
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