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[bookmark: _Toc67331663]Introduction
Management accounting facet is key to feasible managerial and operational decision making in any organisation. Management accounting tallies both financial and non-financial data that helps an organisation in forecasting and long-term feasible decision making. Management accounting utilises cost accounting systems to calculate the cost of each strategic and operational decision that a company seeks to adopt. This is to ensure that a company implements profitable and cost-effective strategies that stimulate better financial performance and stability. Cost accounting structures are also useful in promoting the effectual use of available resources to achieve the financial goals of a company. This is because the cost structures provide a company with business crucial statistics that illustrate the profitability of cost items hence ascertaining unproductive cost items. This assignment seeks to prepare and evaluate the cost control report of Amana. Afterwards, it suggests the areas of improvement as well as strategies Amana can use to regain financial stability after adverse impact of Covid-19 pandemic on its operations. Moreover, the assignment examines the cost of Amana’s decision to set up an online shop or sell on Amazon thus proposing the most cost effective and profitable decision.
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[bookmark: _Toc67331665]Amana’s monthly control report
According to Harelimana (2019) control reports are crucial in monitoring the progress of a company towards the achievement of its operational and financial goals. Control reports are used to highlight any adverse potential issues that derail a company from achieving its organisational goals. Amana’s control report identifies the deviation of its actual expenditures from the budgeted expenditures. This is to determine the cost effectiveness of its cost structures as well as the financial healthiness of its financial trends. Therefore, its cost control report prepares a flexible budget to effectively compare between the actual and budgeted costs at the actual level of output. For instance the flexible budget is used to compare the actual costs with the budgeted costs applicable at the 80,000 units produced by Amana (Collier, 2015). On the same note, the flexible budget is used to determine if the variances between actual and budgeted costs are favourable or unfavourable. Favourable variances are actual costs that are less than the budgeted costs hence enhancing the revenue levels of Amana.Contariwise, unfavourable variances are actual budgets that are less than budgeted costs promoting financial losses or diminutive revenue levels (Hart, 2012). Amana’s monthly control report is as shown below:

	Item

	Original budget in
(£) 

	Actual results
(£) at 80,000 units

	Flexible budget
(£) at 80,000 units

	Variances 
(£) 
(Actual results – flexible budget)

	Description 

	Production in units
	100,000
	80,000
	80,000
	
	

	Selling price
	25
	20
	25
	
	

	Sales
	2,500,000
	1,600,000
	2,000,000
	(400,000)
	Unfavourable

	Variable costs
	
	
	
	
	

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

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

	Overhead
	150,000
	120,000
	120,00
	-
	

	Contribution 
	1,700,000
	760,000
	1360,000
	(600,000)
	Unfavourable

	Fixed costs
	
	
	
	
	

	Warehouse rental
	200,000
	170,000
	200,000
	30,000
	Favourable

	Insurance
	100000
	100000
	100,000
	-
	

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

	Total costs
	1,150,000
	1,145,000
	990,000
	(155,000)
	Unfavourable
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Novas (2017) observes that Amana’s cost control reports depicts that the company has a high unfavourable total cost production variance of £155,000. This signifies that the company has defective cost control structures hence incurring high costs than anticipated. Amana’s unfavourable cost performance is instigated by the adverse effects of the Covid-19 pandemic. The pandemic espoused various government restrictions on travel as well as prolonged lockdown that made it impossible for the business to operate (Kilgore, 2021). As a result, the company produced fewer souvenirs as originally budgeted. Likewise, the selling price of the souvenirs dropped from the originally£ 25 to £ 20 contributing to low revenue levels of Amana.
According to Hongren (2013) Amana’s unfavourable budget performance is also attributed to high labour and material costs within its operations. For instance, Amana incurred unfavourable labour and material costs of £120,000 and £80,000 respectively. Amana’s labour and material costs are negatively unfavourable to the operations of the company since they are quite high despite the low production level of Amana. This indicates that the company’s operations are cost ineffective hence more of its financial resources do not optimise its profitability. Seal (2014) deduces that unfavourable labour expenses are initiated by poor scheduling of production processes leading to payment of overtime, payment of high fixed salaries and wage rates. Furthermore, Amana’s high actual material costs than budgeted is accredited to high material costs and poor efficiency in the material usage. High material costs were prompted by higher supplier prices and high transportation costs. Similarly, high defective materials due to longer supply lead times have contributed to poor efficiency in material usage (Scheffe, 2010).
Nevertheless, Amana experienced favourable warehouse rental expenses and warehouse supervisor salary expenses (Harelimana, 2019). Amana’s low warehouse rental expenses are due to its low inventory levels hence the use of fewer warehouses than projected. Moreover, lower warehouse supervisor salary cost is promoted by the low number of warehouses supervisor managed hence lower wage rates. Despite Amana’s favourable warehouse rental and supervisor’s salary expenses the company incurred higher unfavourable labour and material expenses. This led to the overall unfavourable performance of Amana. As a result the company needs to re-strategize and restructure its cost structures to elevate the effectual use of its resources (Collier, 2015).
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Edmond and Olds (2013) uphold that it is critical for Amana to embrace innovative practices within its operations to properly manage and control its costs. Better cost control strategies will enhance the cost productivity and efficiency hence promoting improved profit performance. Amana can efficiently control its costs through highlighting controllable and non-controllable fixed and variable costs. Collis and Hussey (2017) define controllable costs as costs that are based on Amana’s operational decisions and needs and so can be altered at its own convenience. These include labour, material, and overhead costs. Uncontrollable costs are costs that are predominantly alluded to external factors that are out of Amana’s control. Examples of uncontrollable costs are insurance and rental expenses (Novas, 2017). The areas Amana needs to improve to enhance its financial performance include:
Labour cost control and optimisation: Amana’s operations are labour and material intensive. Nonetheless, the company needs to restructure its costing accounting system to ensure that the company properly uses these resources to achieve better profit levels (Arora, 2016). Due to the Covid-19 pandemic most of Amana’s senior and junior employees worked from home hence the payment of unnecessary wage allowances within their fixed salaries. Moreover, the rescheduling of employee work days led to employees working for fewer days than anticipated (Kilgore, 2021). However, Amana incurred extra costs since it pays most of its employees fixed wages hence paying for days the employees did not work. Amana needs to revise its wage payment rates and conditions to be able to pay employees on the number of working days. In addition, the company has to embrace employing its junior and casual labourers on zero based contracts to reduce its wage burden. Furthermore, Amana needs to suspend unnecessary allowances to its senior management until its revenue levels stabilise again. To also reduce labour costs the company needs to embrace modern technology to automate most if its repetitive tasks as a result eliminate some of the job roles performed by employees (Logendran, 2017).
Embrace activity-based costing: In the contemporary competitive business world, Amana has to embrace activity-based costing in its manufacturing process to effectively assign costs to products. Activity based costing helps to identify costly and non-value adding activities allowing the management to eliminate them (Hart, 2012). For instance, through activity based costing the management can be able to outline the production processes that are labour intensive hence automating those processes to reduce on labour costs. Moreover, activity-based costing indicates the overhead costs of each product allowing the management to set profitable prices.
Use of lean production approach: Horngren (2013) appraises lean production approach as a valuable approach Amana should acclimatise to enhance its material efficiency usage. Lean production approach ensures that Amana augments its production productivity at minimal material resources without compromising the quality of its souveniers. For instance, lean production process is centralised at the automation of production process to avoid the production of defective products. Moreover, lean production incorporates the push system that determines the inventory needs of a company which prevents the overproduction or underproduction. In a nutshell, lean production approach will assist Amana in streamlining its inventory supply chain reducing material wastage and complementary costs (Collier, 2015).
Improve its marketing strategies: Amana’s business majorly thrives on offline marketing and a functional website. The Covid-19 movement restrictions made it impossible for Amana to attract new consumers through its physical stores. For that reason, Amana should adopt digital and social media marketing to drive customer traffic in its websites (Seal, 2014). Moreover, digital and social media marketing platforms will expose Amana’s souvenirs to a larger audience hence attracting other market segments apart from tourists. Furthermore, digital marketing platforms are useful in enabling Amana’s management to understand the consumers buying behaviours and patterns hence improving their souvenir designs to match consumer preferences (Arora, 2016).
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The rise in online shopping habit among the millennial consumers is a great opportunity for Amana to assume the use of digital marketing platforms. Digital marketing strategy is instrumental in improving Amana’s competitive edge and brand awareness (Collis and Hussey, 2017). Moreover, digital platforms enable the company to connect and advertise their products globally hence incurring better profits. Modern digital marketing allows companies to set up an online shop or use affiliate online shops such as Amazon. However, Amana has to carefully ascertain the costs and benefits of setting up its own online shop as compared to selling on Amazon. The cost analysis of setting an online shop versus selling on Amazon is detailed below:
Cost analysis of setting up an online shop
Cost of setting up a delivery network: Edmond and Olds (2013) outline that an efficient delivery network is mandatory in delivery of customer orders in a reliable and efficient manner. An efficient delivery system ensures that Amana’s products are delivered globally in good condition hence maximising customer satisfaction. The cost of setting up a delivery network is a variable cost depending on the delivery partners Amana chooses to work with (Logendran, 2017). For that reason, Amana should identify reliable and cost effective courier companies that have a history of providing quality delivery services to promote better delivery services.
Cost of upgrading current website: The cost of upgrading the current website is a fixed cost that Amana has to incur in order to manage large volume of customer orders (Collier, 2015). Moreover, the fixed cost is a recurring cost that the company has to incur periodically to renew its webhosting permissions. The company can reduce the costs through choosing dependable and less costly website host that serve its digital marketing goals efficiently.
Salary of a fulltime IT programmer: For Amana to benefit from digital marketing it must deploy a professional IT programmer to oversee all the website activities. The IT programmer will be responsible for sorting out any emerging technical issues within the site. The salary expenses are fixed expenses but controllable as the company has a chance to negotiate and reduce the salary amount (Arora, 2016).
Merits and demerits of Amana owning its own online shop: According to Seal (2014) the major benefit of Amana owning its own ecommerce site is the ability to have full control of every step of the consumer purchasing journey. The company directly interacts with the consumers and also asks for feedback which helps it continuously improve its services. Moreover, Amana is able to grow its individual brand identity and control its brand reputation. For instance,incase of any poor reviews it can directly respond to offended customers to improve on the quality of their customer service and product delivery(Novas,2017).Likewise, the company can use consumer data to personalise its marketing strategies to improve the consumer shopping experience hence increasing brand customer loyalty.Furthermore,Amana can incorporate digital strategies such as search engine optimisation and social media marketing to increase its website traffic hence widening its audience.However,Horngren(2013) argues that consumers may doubt the credibility of it ecommerce site hence overlook it and  shop on sites they know and trust.
Cost analysis of selling on Amazon
Amana is to only incur fulfilment cost of £50,000 which is a periodic fixed cost if it decides to sell its products on Amazon (Harelimana, 2019). This is a relatively lower expense as compared to setting up its own online shop. Amazon is global credible ecommerce sites which will expose Amana’s products to more consumers thus increase its sales incredibly. Moreover, Amazon’s brand reputation is instrumental in helping consumers trust the credibility of Amana’s products (Hart, 2012). On the contrary, Amana’s products are bound to face stiff competition from other souvenirs brand dealers. Similarly, Amana lacks control on the pricing and return policy of Amazon which may lead to Amazon earning more profits than the company itself (Collis and Hussey, 2017). Likewise, Amazon may take control of your business ideas since they may replicate Amana’s souvenir taking over Amana’s customers. Further, Amazon restricts the access to crucial customer information which makes Amana lose the opportunity to personalise their customer’s experience. The company may fail to understand the consumer trends hence continue producing irrelevant and unsatisfactory souvenirs designs and quality (Edmond and Olds, 2013).
Recommendation and justification of Amana’s decision
I would recommend Amana to set up its own online ecommerce site in order to fully have control over the growth of its market share. Similarly, Amana will have the ultimate control over their customer data and demographics (Arora, 2016). Consumer demographics are important in assisting the company to understand the consumer behaviour and preferences hence tailoring their product and services to keep up with the trends.  Moreover, through the use of its own online shop it can market its physical stores to attract new local consumers apart from tourists. Amana’s online shop is fundamental in aiding the company to build brand awareness as well as customer loyalty that will promote its growth and success. Furthermore, Amana is bound to sell more souvenirs on its own site as compared to Amazon since it has the control over its marketing strategies and pricing decisions. Despite the fact that the company’s decision to sell on Amazon is cost effective, it will not satisfy the company’s marketing goals of diversifying and expanding its market segments (Logendran, 2017).
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In conclusion, the rapid changing business environment needs stringent cost accounting systems that enhance the productivity and profitability of a company. In the same token, the success of every managerial decision depends on efficient cost accounting systems. Cost accountings systems evaluate the cost effectiveness of each managerial decision choosing the most cost feasible alternative. Correspondingly, cost accounting systems are centralised at the effectual use of organisational resources to achieve its overall financial goals and objectives. Cost accounting systems formulate cost reports that monitor the cost efficiency of the operations procedures of a company. As a result, an organisation is able to formulate corrective strategies that eliminate or reduce cost wastefulness. 
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