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Introduction
Amana Ltd is a family-owned business operating across England with stores on various location selling souvenirs for tourist. This report will layout the activities and performance of the company in detail, analysing budget, cost, performance and recommendations.
[bookmark: _Toc91777202]1.Part A
[bookmark: _Toc91777203]1.1 Amana budget for the year including original, flexed, actual and variances.

	Items
	Cost per unit
	Original 
	Flexed 
	Actual 
	Variances
	 

	Units
	 
	100,000
	80,000
	80,000
	 
	 

	Selling price
	25
	25
	25
	20
	-5
	uf

	Revenue
	 
	2,500,000
	2,000,000
	1,600,000
	-400,000
	uf

	Variable cost
	 
	 
	 
	 
	 
	 

	Materials
	2.5
	250,000
	200,000
	280,000
	-80,000
	Uf

	Labour
	4
	400,000
	320,000
	440,000
	-120,000
	Uf

	Overhead
	1.5
	150,000
	120,000
	120,000
	 
	 

	Contribution
	17
	1,700,000
	1,360,000
	760,000
	600,000
	Uf

	Fixed overhead
	 
	 
	 
	 
	 
	 

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

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

	Fulltime warehouse supervisory salary
	50,000
	50,000
	50,000
	35,000
	15,000
	F

	Profit
	 
	1,350,000
	1,010,000
	455,000
	-555,000
	Uf



[bookmark: _Toc91777204]1.2 Amana performance evaluation for the year 2020.

Management accounting focuses on the internal part of any business, which emphasises on decision-making by analysing relevance and flexibilities on the data reported from all departments, including any changes and variances that may arise during process (Will Seal, 2019). A flexible budget is providing the accurate information of cost and the variances between the actual cost and what is been mainly forecast based on the level of activities for the period. 
Amana Ltd has a successful history in sales, revenue and profit along the years, managing six stores across the UK. In 2020, the firm is facing a loss in profit due to covid 19 pandemic which had a significant impact on the tourism industry, due to the government rules such as national lockdown measures and travel restrictions. The company is operating mainly on the tourism industry selling only through physical store, therefore, a decrease in sales occurs during the pandemic as shown on the budget above and a performance report will be presented analysing Amana’s activities during the year. At a first look over the budgets we can see unfavourable variances material, labour and price.
[bookmark: _Toc91777205]Unfavourable price variances.
Amanas activities for the year was originally budgeted to sell 100,000 units for the price of £25 but the actual sales activities were 80,000 units at £20 selling price leading to 20% decrease in revenue, therefore an unfavourable variance of £400,000. The factor which can lead to an unfavourable variances in price can be the market competition, external stakeholders, demand for the product and quality. However, due to covid 19 pandemic the government has impose national restriction and lockdown measures which had a major impact on Aman sales due to lack of tourism, therefore, Amana used price reduction strategy in order to make sales and cover the period costs as well as to secure the market position (Chen, 2020).
[bookmark: _Toc91777206]Unfavourable material variances
The material cost activities for Amana are higher than projected for a lower quantity of units produced resulting in unfavourable variances of £80,000. The firm has budgeted to produce 100,000 units at £2.50 material cost per unit but the actual production was 80,000 units at £3.50 material cost per unit. Direct materials are known as row materials used to manufacture a good or service. One of the factors influencing the cost of production are materials and the suppliers and the market demand. Due to the pandemic, the market demand for materials has increased resulting in a shortage of supply and increase in price and availability (Vakil, 2021). As the business is producing souvenir for tourist, we assume that the plastic usage is essential in manufacturing goods. Due to environmental factors a shortage in plastic materials supply occurred, therefore, the price had gone up, hence the price increased and extra cost for Amana’s production.
[bookmark: _Toc91777207]Unfavourable labour variances
Labour is defined as the number of people or employees assigned for the volume of production projected for the period. Labour is a variable cost that can change depending on the level of the activities (Drury, 2012). Various factors influence the labour cost variances, such as the government rules, environment changes, national minimum wages, and skills. Assigning labour for production when budgeting the activities within a period is pretty predictable; however, there are external factors to consider that we cannot control—for example, the government rules on national minimum wages. Amana has originally budgeted £4 per unit for labour, but the actual budget confirms an increase of £1.5, resulting in £5.5 cost per unit. This variance caused by the increase of national minimum wages in 2021, reported by the UK Government (gov.uk, 2021)
[bookmark: _Toc91777208]Unfavourable contribution
The contribution is the marginal revenue earned after subtracting the direct cost. This revenue is used to detract the fixed overhead and calculating profit. For Amana the contribution is unfavourable because the actual budget is showing a lower amount than the original budget. The labour and material unfavourable variances have led to lower contribution and therefore to an unfavourable profit variance  (Teresa Stephenson, 2011).
[bookmark: _Toc91777209]Favourable variances for fixed overhead
The fixed overhead is the cost that is accounted regardless of the firm production activities. An example of fix cost overhead is the rent, admin expenses, wedges. The differences of the activities between the original and actual budgeted units produced result in variances. Amana has favourable variances for the fixed cost which explain the volume of production being lower than originally budgeted, therefore, the fixed overhead costs are lower.
When analysing the performance for a company we are looking at the variances that could be favourable or unfavourable and the roots causes but, not always unfavourable variances are bad, likewise favourable variances are good. Amana has projected a budget for the year to produce 100,000 units at a profitable price based on the budget report above but instead, the firm has produced less units at a lower price with a loss in profit of £555,000 (Steve Nickolas, 2021). The management plan has not been elaborated in all circumstances as the firm did not consider the environmental situation that may arise along the period of production and the government external contribution towards the tourism industry and that affected the sales and profit for the business. 
[bookmark: _Toc91777210]1.3 Recommendations on areas of improvement for Amana’s CEO.
Management accounting focuses on the internal activities of the business. Planning-cost-budgeting are the step accounting is using to perform a report for the business financial aspect and provide accurate figures to best decision-making for a short or long term. Even with a good strategic plan, a business can still fail on achieving the target projected. The factors influencing business projected targets are the market demand and supply, the competitors, government rules, environmental Invalid source specified..
Amana company has been successfully operating in the tourism industry across UK in various location selling only trough physical stores using a marketing website for promotions only. In 2020, the firm decreased revenue and profit due to covid-19 pandemic which affected the tourism industry by government regulation and restriction. However, the firm had a slight pick-up in revenue during summer but the pandemic continued, therefore, the sales for Amana dropped even more.
Considering the above facts and analysis Amana reacted to the issue adopting the strategy of reducing the price to keep the sales going and cover cost. This strategy is sustainable to a certain extent, further explained, the firm still makes sales and revenue and keeps the brand souvenirs on the market, but this results in a profit loss for the firm. 
Mr Amana did not consider all option before reducing price. An online sales platform could be recommended as a strategy for the business future. To set up an online selling platform is an additional cost resulting in unfavourable variances when analysing the budget, however, how is been said before not always unfavourable variances result in a bad critic. For a short-term activity, the cost of a new selling strategy has a negative impact because of the extra cost, however in a long term run it turns into a profitable move. Amana should consider the online sales option and keep the original price budgeted and in stores sales (Holly Briedis, 2020). This action will have a positive effect on production and sales and making revenue.
The cost for the material could be avoided by having a better research plan and long-term contract with multiple suppliers. This strategy provides the firm with a good stock quantity for the production future and avoid shortage and extra cost (ut Alicke, 2020). Also, Amana should consider reducing unnecessary features to the product. 
The labour cost during the production has an unusual increase considering that Amana produced less units. Moving the production to a different country with a low-rate market cost of production and labour force is a good strategy to start with (Eurostat, 2021). The CEO should consider this option and further investigate.
The company CEO should emphasise efficiency when it comes to employees, contract payment, emergency cover and material stock and research plan. The competitors are another hot point for Amana, the CEO should research terms of competition and their strategy adopted during pandemic period (Hoffman, 2018).
[bookmark: _Toc91777211]2. Part B
In management accounting there are different types of cost and costing methods to analyse when taking. Relevant cost is one of them and in this case, we will use the relevant cost method for Amana decision to choose the right option for online sales. Relevant costs are the cost that can be avoided when making a decision by using the concept of eliminating unnecessary information in order to simplify the decision-making process. This concept will allow the manager of the company to see only the cost which are relevant to take de right decision (Tuovila, 2021). 
Considering the impact covid-19 pandemic had on Amana’s sales last year, the company CEO has concluded to close 2 branches and move the sales online. To do this the firm has to take the decision from the following options:
· Open the company own website
· Selling directly through Amazon website
Things to consider for the firm decision to choose between Amazon delivery platform and building their own.
The table below illustrates the relevant costs to consider in making the decision for Mr Amana to create own website or to sale through Amazon.
	 
	Amana's 50% of sales online
	 

	 
	
	 

	For one year
	Own sales website
	Sales through Amazon

	Price per unit
	20
	20

	Units sold
	100,000
	65,000

	Sales revenue
	2,500,000
	1,625,000

	Relevant costs
	
	 

	Cost of setting up delivery network
	-150,000
	-50,000

	Upgrading website for a larger volume of sales
	-50,000
	 

	IT programmer salary
	-35,000
	 

	Profit
	2,265,000
	1,575,000



The relevant cost calculations presented on the above table explain the differences of cost and profit between the 2-option given to Mr Amana for the online selling platform. This method is used to give a better understanding of relevant cost in order to take the best decision. As we can see at glance, there is 21% higher profit by using own selling platform. On the other hand, there is an increase in cost for setting up the platform but also, the firm is having a reduced cost in fixed overhead by closing 2 brunches, therefore, the cost is balanced. However, the market research has guaranteed a sales volume of 100,000 units through the online platform against 65,000 units promised by amazon, therefore, the best decision for the Amana CEO based on the circumstances is to set up own online selling platform (CARLSON, 2021).
Having said that, Amazon is a worldwide business with over 100 million prime member and a sales growth of over 50% last year and 1.583 billion sales in 2021. The business has a well-known reputation globally and expanding each year and forecast to double its sales volume between 2021-2025 (Lebow, 2021). However, considering to sell products using the Amazon facilities bring a range of disadvantages, special for small business-like Amana Ltd. Amazon has a well-established market position and a worldwide costumer with a high competition for the product. A high commission fee and rigid policies is another disadvantage when doing business with Amazon. Therefore, selling your product with amazon result to be profitable in a way because of the smaller cost of distribution regardless, but as a company you are unknown in the market (Danziger, 2018).
[bookmark: _Toc91777212]2.1 Analysis and recommendations of Amana decision to setup own online platform.
Nowadays, having an online sell platform is key factor to any business. Is a good way to advertise your business, monitor consumers needs and preferences, building trust relationship between you and your costumers and market growth opportunities (Bogush, 2021)
The retail industry and shops had a great loss in sales during the pandemic. Due to government restrictions many small businesses had to close down shops, therefore lousing profit and some businesses never recovered. This action led consumer buyer to swich to online shopping. Even after the reopening of all shops in all industry, and the return to instore shopping, there is still a lower demand of for physical shopping thus the ecommerce growth owns a quoter of the retail industry (Dalgleish, 2020), therefore, Amana’s decision to move 50% of sales online is sustainable.
Having own online store is an opportunity of international growth for the business, market expansion, brand development and profit increase. Another good advantage of online platform is that you van have access to the consumer data and create a relationship and customer loyalty as well as competing with other rivals on the market. 
The market competition is high these days, and many consumers have swich to online shopping due to external factors, therefore, a personalised online platform for the business is a great advantage.
Another advantage is the cost minimization of fixed overhead. To set up an online platform is an extra cost, however, is lower than running a physical store. Running a physical store require a higher cost due to rent, admin expenses, employees and utility bills as well as limited hours for customer shopping. The online platform is available at any time do not require rent, admin expenses or utility bills (institute, 2018). However, there are some disadvantages like the technology constantly changing and improving, return item policy, unskilled website designer. These are things to consider when creating an online platform. A professional website designer and IT programmer is highly recommended for a promising start for the business.
[bookmark: _Toc91777213]Conclusion
The overall performance of Amana Ltd has shown up and down profit and loss and all this is due to lack of management skills and business strategy. The CEO decision to move 50% of sales online is a good strategy for Amana business and profitability as well as a significant market growth and brand development. 
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