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	Items
	Cost per unit
	Original (£)
	Flexed (£)
	Actual (£)
	Variance

	Units
	
	100.000 units
	80.000 units
	80.000 units
	

	Selling price
	25
	25
	25
	20
	5 UF.

	Revenue
	
	2.500.000
	2.000.000
	1.600.000
	400.000 UF.

	Less Variable costs:
	
	
	
	
	

	     Materials
	2.50
	250.000
	200.000
	280.000
	80.000 UF.

	     Labour
	4
	400.000
	320.000
	440.000
	120.000 UF.

	     Overhead
	1.50
	150.000
	120.000
	120.000
	0

	Total Variable costs
	8
	800.000
	640.000
	840.000
	200.000 UF.

	Contribution
	17
	1.700.000
	1.360.000
	760.000
	600.000 UF.

	Less Fixed overheads:
	
	
	
	
	

	     Warehouse rental
	
	200.000
	200.000
	170.000
	30.000 F.

	     Insurance
	
	100.000
	100.000
	100.000
	0

	  Fulltime warehouse supervisor salary
	
	50.000
	50.000
	35.000
	15.000 F.

	Total Fixed costs
	
	350.000
	350.000
	305.000
	45.000 F.

	Profit
	
	1.350.000
	1.010.000
	455.000
	555.000 UF.
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The variance analysis is a three-stage process that involves the calculation of variance, the identification of problems which generated the unfavourable variance and the causes of those problems (Emsley, 2000). Subsequently, a favourable variance analysis can be made to determine what we did right so we can repeat the process. Using the control report prepared above and the data presented, we can prepare a report regarding the company performance for the period and to determine the reasons for adverse or favourable variances.
· Point: Reduction in selling price
· Explanation: Selling price and volume sold determine the revenue generated by a business
· Relation: From the above table, we can observe that in the original budget prepared by the company we have a selling price of £25 per unit, while the actual budget has a selling price of £20 per unit. The decision to reduce the price might have been a strategy to attract more customers, especially with the sharp and unprecedented drop in demand, but as Alegre and Sard (2017) study suggests, this strategy might also be adopted to increase sales and remain competitive. However, the price reduction made can have a significant impact on the company’s ability to sustain and build value on the long-term and thus prices should be reviewed regularly and adjusted to the business environmental factors. The new price adopted by the company has resulted in an unfavourable variance of £400.000 in revenue, compared to the flexed budget.

· Point: Increase in materials used
· Explanation: As a merchandising company, the cost of materials used represents a significant part of the cost structure and must be monitored efficiently.
· Relation: The £80.000 unfavourable variance from cost of materials has causes related to the purchase price of the materials and the quantity acquired. The purchase price of the materials can be adjusted by the supplier, who is also trying to adapt to a significant decrease in demand and considering that the products are made in China, we could also have an increase in costs determined by the higher costs of air freight. Also, a pre-pandemic budgeted sales volume forecast might have allowed for an unrealistic purchase order, thus increasing inventory of goods unsold in the lockdown periods.

· Point: Increase in costs of labour force
· Explanation: Labour force costs represent a significant part of the cost driver for the company and measures should be taken to monitor the effectiveness of employees.
· Relation: As we can observe, we have an unfavourable variance of £120.000 in the labour force costs that might be mainly caused by the Covid-19 pandemic and by the increase in national minimum wage from 1st of April 2020 by 6.2% (UK Government, 2020). With the measures introduced by the U.K. Government, the company, which is a non-essential business, had to consider on how to protects those vulnerable from the effects of the pandemic and applied a furlough scheme for the duration of the lockdown. Now, to assure that the volume of work is processed effectively, during the times when the lockdown was lifted, the company might have been forced to hire additional staff to support the missing core employees.



· Point: Change in fixed overhead spending 
· Explanation: Fixed overhead costs should remain constant, in total, regardless of the changes in the level of activity. The spending variance is calculated to illustrate the deviation in fixed costs, during a period, from the budgeted costs. 
· Relation: Amana’s fixed overhead costs have seen a favourable variance of £45.000, because the warehouse rental cost has decreased by £30.000, and the cost of wage for the warehouse supervisor salary has also decreased by £15.000. Due to the economic conditions, we have seen an increasing number of vacant properties and considering the number of businesses that might go into insolvency, the Amana’s senior management had a position of strength in renegotiating the warehouse rental fee. This is probably the reason why the costs incurred by the rent paid have decreased. Another favourable variance was the decrease of the wage paid to the supervisor salary, which might have been agreed between parties, or was caused by the missed targeted sales of 100.000 units from the original budget. 

· Point: Unrealistic original budget set  
· Explanation: The annual budgeting process is incapable of recognising the fluctuations in demand and the competitive environment, resulting in an unsustainable targeted budget. 
· Relation: As Drury (2020, pp.406) suggest, a yearly budget is a rigid ritual that impedes companies from being flexible and adaptive to an increasingly unpredictable business environment and creates a commitment that is risky since is based on forecasts that don’t consider these changes. As related to Amana’s original budget, the process in setting this hasn’t included the possibility of the global pandemic that severely affected the business and the variable costs that increased as a result. The budgeting system used might have been a top-down method, in which the senior management prepared a budget, accordingly to their objectives, and was passed on for implementation. It is understandable for the Amana’s senior management, that have an extended experience of over 40 years in the tourism industry, that they want to use this method as it is quick to prepare, doesn’t involve high costs and gives lower management more time to focus on other areas of the business. On the downside, this top-down budgeting method may not be very accurate and during economic uncertainty may not allocate costs realistically and predict sales volume that can’t be meat.
To reinforce the causes of variance, we could perform an overhead variance analysis and determine how much of the total variance is due to the activity and how much is due to cost control. 
     Static budget overhead              Flexible overhead budget                  Actual overhead budget    
        for 100.000 units			   for 80.000 units		             for 80.000 units
	£1.150.000                                      £990.000                                         £1.145.000



                                       Activity                                            Cost Control



                                    £160.000 F.                                          £155.000 U.  

From the above points and the overhead analysis, we can determine that the unfavourable variances have occurred, mainly, because of poor cost control determined by overspending and inefficiently use of company resources and that the experience in the tourism industry and the pricing strategy has resulted in a favourable level of activity.
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Based on the information presented we can provide some recommendations to Amana’s CEO, that should lead to a better performance for the company. As seen from the previous point we had a positive variance from the activity level, so we would deduct that in respect to the strategies used, especially in pricing, we would only recommend that this should be adjusted to the market condition and customer demand. Also, we can observe that there is an unfavourable variance in cost control, from different factors like an increase in materials and labour costs that should be monitored more effectively. 
As this is a product-based business, the cost of materials will represent a significant part of the cost structure and we must ensure that our products will continue to deliver the same quality that our core customers expect. We recommend negotiating with everyone in the supply chain to maximize our position as buyers, by asking for a reduction in price, favourable financing terms, prepaid freight, or other freebies. We could also do some research and find alternative suppliers offering similar features which involve lower costs. As Amana’s business is seasonal, we should trade delivery times for discounts and place orders off-season thus giving our suppliers more time to prepare and possibly obtain special discounts. 
Another significant unfavourable variance is represented by the labour costs that increased during the COVID-19 pandemic, mostly caused by the Government furlough scheme and the rise in minimum wage from 1st of April 2020. Cutting costs without reducing your employee headcount can be difficult to adopt but can prove to be an effective strategy as each employee brings their unique skill set in the company benefit. We could start by offering flexible working arrangements and reduce the number of hours worked by our staff, avoiding altogether overtime rates. We recommend also to review the levels of compensation and to reduce the staff turnover as much as possible. Recruitment costs and training could be avoided if we can motivate and retain staff. Another recommendation would be to hire part-time employees, which can be called when necessary and for a limited period, as during seasonal times when sales increase in volume. It is a transparent system that is based on demand. We always must remember that labour costs are the most important expense on our budget, so it is vital to find methods to optimise this expense as much as possible.
The economic downturn is forcing companies to look more carefully on their spendings and one technique growing in popularity is the zero-based budgeting (Broughton, 2020). The downside of this budgeting style is that it can be time consuming to prepare and costly to implement. We recommend in adopting a traditional budgeting style that we can break-down in seasonal periods, to predict more accurately revenues and cost drivers and have more control over the financial stability. With this, we can budget for peak periods, and prepare in advance for costs incurred.
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The COVID-19 pandemic has been a challenge for every company regardless of their size or activity. The rules imposed by the governments have limited the movement of individuals, and customers started to look at an expanding alternative, e-commerce, regarding their shopping habits. As Amana’s main activity is based on the tourism industry the travel restrictions and lockdown imposed by the government significantly affected the business. The need to expand to the online market, as an alternative to the physical stores, must be considered for maintaining a competitive and profitable level of activity. Even after the travel restrictions are lifted there will be a social distancing in place and there is also a distinct possibility that tourists will be reluctant to proximity, so maintaining just an in-store selling strategy is not viable for the company. Amana’s competitors have started to sell their products online and expanded their market to Europe and United States, so a decision must be made in a timely fashion manner. By trying to sell our products online we can increase our market share and reach out not just on a national level but also consider expanding to a global market. However, we need to consider all the advantages and disadvantages of online retailing before making any decision. 
One of the major benefits of online retail includes the possibility of expanding the market beyond local customers very quickly. If we have a strong demand for our products in other regions or even countries, we can adopt different strategies to fulfil those needs, like targeted marketing, offering partnerships on local or international level. Another benefit is the easy access to the market with online marketplaces offering the possibility to make our products available very quickly. Also, selling online can remove the need for expensive physical stores and staff thus reducing the overhead spendings and allowing for investments on an e-commerce site. Another benefit is represented by the ability to use online marketing tools and website analysis tools to gain an insight into the customers experiences and learn how to improve your business strategy. 
There are also some negative aspects of online retailing that include the costs of setting up a network, the marketing costs, legal and security concerns, and the trust that must be captured from our customers. To sell online we need to consider the costs involved in planning, designing, creating, securing, and maintaining a professional website that can handle large volumes of sales. We also must consider the costs that occur in fulfilling an order, like setting up a delivery network and hiring additional staff to handle larger sales volumes and returns. The advertising costs will also represent a significant part of the cost structure as we must make our products known in a competitive and crowded sector. We should also be prepared for any legal requirements and security systems to ensure that our customers are being cared for legally and personally. The reputation of our business could be fatally damaged if we don’t invest in security protocols to safeguard our customers data and transaction processes. Another negative aspect is represented by the customers trust, so we should have a good, dedicated customers service for any queries that our customers may have. 
After briefly analysing the need, and advantages and disadvantages of selling our products online, we will now analyse the two alternatives Mr. Amana has available to make his choice. When deciding between two alternatives we must always use the relevant costs to that decision. A future outlay cost must comply with three criteria, first it must relate to the objectives of the company, secondly it must be a future cost, and thirdly it must vary with the decision (Atrill & McLaney, 2018, p. 43). In the table below, we can observe all the relevant costs and factors that are involved in the decision. 
	Items
	Cost per unit
	Actual sales results
	Option 1 – Own Website
	Option 2 - Amazon

	Units
	
	80.000
	100.000
	65.000

	Selling price
	
	20
	20
	20

	Revenue
	
	1.600.000
	2.000.000
	1.300.000

	Less Variable costs:
	
	
	
	

	     Materials
	3.50
	280.000
	350.000
	227.500

	     Labour
	5.50
	440.000
	550.000
	357.500

	     Overhead
	1.50
	120.000
	150.000
	97.500

	Total Variable costs
	10.50
	840.000
	1.050.000
	682.500

	Contribution
	
	760.000
	950.000
	617.500

	Less Fixed overheads:
	
	
	
	

	     Warehouse rental
	
	170.000
	170.000
	170.000

	     Insurance
	
	100.000
	100.000
	100.000

	     Fulltime warehouse supervisor salary
	
	35.000
	35.000
	35.000

	     Upgrade Website for large volume of sales 
	
	
	50.000
	

	     Setting up delivery network
	
	
	150.000
	

	     Salary of IT programmer
	
	
	35.000
	

	     Amazon fulfilment fees
	
	
	
	50.000

	Total Fixed costs
	
	305.000
	540.000
	355.000

	Profit
	
	455.000
	410.000
	262.500





We can observe from the above table that setting your own website requires a large initial investment and that it estimates sales volume higher than selling our products on Amazon. While Amazon offers a large brand name and a global market it also requires substantial fulfilment fees and provides lower estimated sales volume due to higher competition, and a lack of control for our company regarding the pricing and return policies. Setting up the website and the network delivery will probably be a one-time initial investment while the salary of the IT programmer as well as the Amazon fulfilment fees will be paid yearly.
Considering the two alternatives, we believe that Mr. Amana should chose to improve the company website and start to sell its products making them available on markets like United States and Europe. This choice will allow us to have a say on how the improved website looks and how the products are described. Our customers won’t be distracted by similar competitor products, and we will have freedom on how to promote them. We also agree on the decision to close the three stores and continue with the store in London, as we can deduct from the figure below.
[image: ]
Source: (Condor Ferrys Ltd., 2022)
One of the disadvantages of selling online on your own website is that we will reach less customers, compared to a known marketplace, and will spend more capital on marketing to promote our products. It will take time to build customers trust and credibility and we will be directly responsible for the support function when our customers have issues or complaints. We must be very careful as the website can collapse and will be our responsibility to overcome the technical issues. 
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