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[bookmark: _Toc68789961]Introduction
Management accounting is concerned with provision of financial and non-financial information for the management of a business for making effective decisions. It employs various techniques and tools like ratio analysis, budgeting, standard costing etc. to make the accounting information more useful to the management. Amana Ltd., a family-owned tourist business located in England and selling souvenirs to tourist wanted to do a cost analysis with the help of management accounting techniques to assess the dynamic nature of tourism industry which came into light with the outbreak of Covid-19 pandemic. Control report has been prepared to assess the performance of Amana Ltd. and recommendations have been provided to improve the performance. Option of shifting part of Amana Ltd.’s business online have also been assessed by considering all the relevant costs.
[bookmark: _Toc68789962]Part A
[bookmark: _Toc68789963](i) Preparation of Control Report
Control reports are those reports that are used for controlling the operations of a business (Charifzadeh & Taschner, 2017). It helps in assessing the deviations of actual performance from the budgeted performance so that necessary remedial actions can be taken to reduce the variances. A monthly control report has been prepared for Amana Ltd. showing the original budget, flexed budget and variances.
Control Report for Amana Ltd.
	Particulars
	Original budget (£ per unit)
	Original budget (£)
	Flexed budget (£)
	Actual budget (£)
	Variances (£)
	Favourable/Unfavourable

	Units
	100000
	 
	80000
	80000
	 
	 

	Selling price per unit
	25
	 
	25
	20
	 
	 

	Sales revenue
	 
	2500000
	2000000
	1600000
	400000
	Unfavourable

	Variable Costs:
	 
	 
	 
	 
	 
	 

	Materials 
	2.5
	250000
	200000
	280000
	80000
	Unfavourable

	Labour
	4
	400000
	320000
	440000
	120000
	Unfavourable

	Overhead
	1.5
	150000
	120000
	120000
	0
	 

	Contribution
	17
	1700000
	1360000
	1160000
	200000
	Unfavourable

	Fixed Overheads:
	 
	 
	 
	 
	 
	 

	Warehouse rental
	 
	200000
	170000
	170000
	 
	 

	Insurance
	 
	100000
	100000
	100000
	 
	 

	Fulltime warehouse supervisor salary
	 
	50000
	35000
	35000
	 
	 

	Net income
	 
	1350000
	1055000
	855000
	200000
	Unfavourable


Table.1. Source Made by Student
[bookmark: _Toc68789964](ii) Report on Amana’s Performance 
To 
Chief Executive Officer,
Amana Ltd.
A budget which shows the sales, costs and profits that should have been expected from the actual level of production and sales is a flexed budget (Bamber & Parry, 2020). Flexing the budget is important when the actual levels of activity become significantly different from original budget due to external factors. Original budget of Amana Ltd. has been flexed to assess the effects of Covid-19 pandemic which is an important external factor that impacted the company. Flexed budget allows for far more useful and meaningful comparison of wages and material costs against what they are expected to be for actual levels of sales rather than original and no longer relevant levels of sales. 
Flexed budget variance is the difference between actual results and flexed budget (Weetman, 2019). It shows the variance between actual costs and costs expected for actual level of activity.  Analysis of sales revenue showed that the actual sales price was £20 which was different from the original or the budgeted sales price of £25 that resulted in an unfavourable variance of £400000. Unfavourable sales variance in Amana Ltd. might have resulted in lesser demand in tourism industry as a result of the Covid-19 pandemic. This would have caused the company to decrease the actual sales price per unit to maintain the existing customers. It might also be due to the fact that the original selling price has been unrealistic and had to be lowered in order to remain competitive especially during the time of pandemic.
Material variances are those variances which arises when the actual cost of materials deviate from the standard cost of materials (Scott, 2019). Under the current scenario, it could be observed that material variance in Amana Ltd. is unfavourable (£80000) so that costs are high as far as materials are concerned. Unfavourable material variance in Amana Ltd. might have occurred from the rise in the price general price level which would have increased the input costs of the vendor. This would lead to vendor increasing the price of the materials resulting in high material costs. It might also be due to inefficiencies in standard setting in terms of forecasting and environmental scanning without anticipating the uncertainties due to external factors from the business environment. Unfavourable material variance might also be due to government interference especially due to Covid-19 pandemic and other seasonal variations. Unfavourable deviation of material variance can also be due to inefficient or unreliable suppliers which would have made Amana Ltd. to change from current supplier to more costly supplier.
Labour cost variances arise when the actual cost of labour deviate from the budgeted cost of labour (Weygandt, et al., 2017). It could be observed that Amana Ltd. had an unfavourable labour variance of £120000 indicating high labour costs compared to budget. Unfavourable labour cost variance in Amana Ltd. might have resulted from local job market conditions due to the effect of Covid-19 pandemic which would have affected the hourly rates of the employees. It might also be due to changes in the legislative factors like changes in the minimum wages setting in the country. Improper standard setting in terms of labour rates without considering the business environment, external factors and uncertainties would also have contributed to unfavourable variances in Amana Ltd. It might also have resulted from the introduction or withdrawal of some incentives or bonus schemes to the employees of Amana Ltd.
Overhead variance is the difference between standard cost of overhead allowed for actual output achieved and actual overhead cost incurred which might result in under/over absorption of overheads (Templar, 2019). It could be observed that actual variable overheads in Amana Ltd. did not deviate from the budget showing efficiency of the company in controlling the variable overhead costs. The company has followed correct budgeting with regard to variable overheads. Fixed overheads would not be flexed as they are fixed in nature and thus would not result in any variances. All the variable costs in Amana Ltd. showed an unfavourable variance along with an unfavourable sales variance resulting in an unfavourable contribution and unfavourable net income in the company. Amana Ltd. should find ways to control the variable costs in the company in order to earn additional revenue.
[bookmark: _Toc68789965](iii) Recommendations for Improvement
Variance analysis is an important tool in management accounting that helps in improving performance of a business enterprise through comparison of actual performance with budgeted performance (Boyd, 2018). Unfavourable sales variance in Amana Ltd. could be controlled through better budgeting of the sales price taking into consideration of the external events that would affect the entity in the future. Although the pandemic like Covid-19 was not predictable some provisions should be made for adjusting the sales price during uncertainty which would reduce the variance between the standard and the actual sales price and thus become favourable to Amana Ltd. Unrealistic price assumption should be avoided as it might lead to losses for the company. Other methods like addition of new features to the product or service, new techniques of marketing etc. would help in attracting new customers and thus the sales revenue can be improved enhancing the profitability of the company. Demand and supply fluctuations in the market should also be considered while fixing the sales price. Sales price in relation to competitors would also help Amana Ltd. making realistic sales price reducing the variance.
Variance analysis and investigation is important for a business enterprise to communicate relevant information to the various stakeholders of the business (Drury, 2018). Amana Ltd. should prepare a proper agreement with a specific price for the materials from the suppliers in order to prevent any price change in the future. Amana Ltd. should have multiple suppliers for the materials which would help them to balance the risk if one of the suppliers go bankrupt or face some other issue. This would increase the bargaining power of Amana Ltd. and would prevent any unreasonable price increases. Proper training should be given to the staff of purchasing department to negotiate the price with the suppliers and thus become more efficient. The standard cost of material must reflect the real situation in the company as setting incorrect budgets would demotivate the employees and thus results in adverse variances.
Variance analysis helps the management of a business organisation in fixing the responsibility of performance of each division as well as the organisation as a whole (Mowen, et al., 2018). Amana Ltd. should set accurate and attainable standards for labour rates. If the production department do not have control over the preparation of direct labour budget, achievement of organisational goals might not even be feasible. Amana Ltd. should employ right staff with necessary experience and skill in the preparation of budgets. Amana Ltd. should be careful in setting the plans for incentives and bonus of the employees and the wage payments should be according to the minimum wage rates prevalent in the countries. The company should be cautious as the actual amounts paid might include extra payments for shift differentials or overtime (Hanif, 2019). Amana Ltd. should also be cautious on assessing the outcome of contract negotiations with any unions representing the staff of the company and also the number of employees retiring from the organisation.
Therefore Amana Ltd. should control all the variable costs in order to enhance the sales and profits which would help in maintaining the business during the pandemic. It can also adopt diversified ways of marketing the products like online platform for selling the souvenirs for earning additional revenue.  
Yours Sincerely
PQR, Manager
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E-commerce website is one of the emerging and thriving sectors of web marketing (Potter, 2021). Mr. Amana, the owner of Amana Ltd. had noticed that many of its competitors have started to sell online to the customers in Europe, UK and US. As a result, Mr. Amana is planning to close some branches and move 50% of sales online. A decision has to be made whether Amana should set up its own online shop or sell on Amazon considering various factors.
1. Cost Analysis
Cost plays an important role in assessing the feasibility of selling the goods and services online and compare the benefits with the costs to assess the profitability (Laudon & Traver, 2019). Setting up of a website of its own by Amana Ltd. and upgrading the same would incur costs of setting up delivery network, cost of upgrading the website to handle the large sales volume and also salary for a fulltime IT programmer. Total costs would be £235000 (£150000 + £50000 + £35000) for selling the products through their own website. Amana Ltd. would have to make sure that the sales revenue or the benefits should be more than the cost through sales of 100000 units so that the selling price should be setup in such a way that it would cover up the costs. It would have to invest in online marketing in the form of email marketing, content marketing, and social media marketing etc. to ensure that the products are viewed by the customers which would lead to additional sales for the company. Thus the costs of marketing should also be considered before setting up own website.
Sale through Amazon requires the business firms to incur the cost in the form of different seller fees like seller plan, referral fees, fulfilment fees etc. (Olmez & Kraynak, 2020). Amana Ltd. would have to incur £50000 as Amazon fulfilment fees and is expecting a guaranteed sales of 65000 units with the potential to increase depending upon the demand. Payment of fulfilment fees would help Amana Ltd. in streamlining the order fulfilment and customer service. It improves the product listing optimisation which can lead to higher rankings and sales.
Thus the decision to sell on the website of Amana Ltd. versus Amazon requires an instant and substantial investment (£235000) which would be significantly more than starting an Amazon store (£65000). Thus Amana Ltd. should compare the upfront cost to the advantages of selling on the website before taking any decision.
2. Control
Owning a website means that the company has the complete control over the activities of sale of its products and services (Potter, 2021). Amana Ltd. would be able to sign off on everything from the product page design to the checkout process through owning a website. With an e-commerce website, Amana Ltd. would have complete control of every step of the customer purchasing journey. It would able for the company to choose how the customers discover, interact, purchase and receive deliveries from the business. Selling the products through Amazon results in signing up to a market place so that Amana Ltd. would have to abide by the rules and thus the control is lost. Amazon focuses on the products and not the sellers so that the company would have limited means to showcase the brand presence. 
Lack of control over the pricing and return policy is another demerit of using Amazon as a medium for sale of products (Olmez & Kraynak, 2020). Price could only be fixed through a rough estimate of costs and overheads and competitor pricing analysis. Amana Ltd. would not have full control over the price and the return policy of the products would be decided by Amazon limiting its control.
3. Competition
Competition is a major factor that determines the profitability of a product (Laudon & Traver, 2019). Owning the website by Amana Ltd would help in eliminating all the competition that comes from the rented platforms like Amazon, Walmart, Sears Marketplace and Target+. However, even if Amana Ltd. plans to sell the products through its website, it should consider the competition. Many of its close competitors have already started selling the products online to the customers in UK, Europe and US. For example, if Amana Ltd. decide to tweak the product page design or use the product videos it would look for the design and strategy of the competitors. Sale through Amazon would also result in competition as Amazon is one of the biggest players in its field and would have to compete with thousands of other sellers which leads to high completion for Amana Ltd. 
4. Customer
Selling through an e-commerce website helps the business organisation in yielding valuable customer information that is needed by the entity (Olmez & Kraynak, 2020). Information on the customers help Amana Ltd. in boosting the personalisation of the company with email marketing campaigns, targeted discounts, and improved shopping experiences. If Amana Ltd. plans to sell on Amazon, Amazon provides the access for the company to the customers and thus would remain Amazon customers. This arrangement might make Amana Ltd. to build a relationship with the customers and establish customer loyalty. However, selling on the website makes the customers of Amana Ltd. remaining their own customers. Owning the customers through own website or online shop versus borrowing the customers from Amazon allows Amana Ltd. to take full advantage of digital marketing. It would help the company in using the strategies like social media marketing, email marketing, and paid advertising to generate sales from existing and future customers. For example, Amana Ltd. could create a campaign that targets abandoned shopping carts using email marketing. Emails could persuade the customers to come back and finish the purchase which helps in generating another sale. 
Customer ownership helps in access to a range of strategies that leads to growth of a business (Potter, 2021). Owning a website leads to customer ownership and helps Amana Ltd. to grow and expand the business. However, selling through Amazon limits the business of Amana Ltd. which would impact its short and long-term growth potential.
Other Factors
Reach of the customers would be massive through Amazon sale as far as owned website is concerned (Olmez & Kraynak, 2020). Being a worldwide trusted brand, Amazon gives Amana Ltd. an opportunity to go beyond the local geographical location and extend the business to other parts of the globe. However, if Amana Ltd. could invest in Search Engine Optimisation (SEO) which takes about three to six months to work, it helps in making the website of the company more visible in the search results. Amazon has a great reputation and is trusted by many retailers and thus would enjoy more credibility than owned website.
[bookmark: _Toc68789968]Conclusion
From the above discussions it could be concluded that Amana Ltd. should cut down the costs and should take remedial actions to correct the unfavourable variances and convert the same to favourable results. Although sale through Amazon reduces the development and other related overheads and costs compared to owned website, Amana Ltd. should consider other factors before taking a decision. 
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