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[bookmark: _Toc122360609]Part A
[bookmark: _Toc122360610]Overview of Case Study
	The Amana family owns and operates Amana Ltd., a travel agency. Its operations are based in the United Kingdom. Their services are available in several of the UK's most visited spots, including the capital city of London, Birmingham's central business district, Brighton's famous Brighton Pier, Westminster Bridge, and Manchester. The firm has been around for 40 years, during which time it has accumulated a thorough knowledge of the travel industry. Due to the extensive Covid-19 epidemic, the government has implemented many restrictions on travel and movement, severely damaging the tourism industry.
[bookmark: _Toc122360611]Monthly Control Report
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Working Notes:
1. Material cost
Static budget = (100000 units * £2.5 per unit) = £250000
Flexible budget = (80000 units * £2.5 per unit) = £200000
2. Labor cost
Static budget = (100000 units * £4 per unit) = £400000
Flexible budget = (80000 units * £4 per unit) = £320000
3. Overhead
Static budget = (100000 units * £1.5 per unit) = £150000
Flexible budget = (80000 units * £1.5 per unit) = £120000
[bookmark: _Toc122360612]Report on Performance during 2020
To examine the present status of this business we have developed a monthly control report which includes actual cost, static budget, variance, and flexible budget, in both instances of activity and cost control (Alsharari 2019). In the control report, you can see both the planned and actual expenditures for the project's budget, as well as its degree of flexibility. A budget that allowed for a degree of flexibility was used, and then the actual performance was measured against that budget. The variances were calculated based on the findings that were obtained from these comparisons (Kao, and Green 2018). Analysis of activity and expense control variations is necessary for making the right choice and avoiding the trap of following the latest trend. We can observe that Mr. Amana's company has positive variation in both activity and cost control variance. Particulars are explained in the sentences that follow. We have completed a variance analysis using both the fixed and variable portions of the budget. Budget flexibility is represented by the difference between the static and flexible versions (Shankar et el. 2019). Due to the fact that the sole difference between the two budgets is the per-item cost. We simply adjusted the unit price to observe the activity variation, and we find that in every situation where a variable cost was involved, the expenditure was lower after the price modification. Although overall fixed costs are unaffected by unit (activity) adjustments, per-unit fixed costs have risen since real activity has decreased by 20,000 units. As a consequence of this, the fixed costs incurred per unit have gone up. In addition, we have analyzed the monthly control report for variances in cost management.
Since the unit amount utilized in the static budget (100,000) differs from the amount actually spent in the real world (80,000) owing to the COVID condition, it would be absurd to compare the two (Bromwich, and Bhimani 2020). All positive variations, as shown in the control report, may be attributed to a comparison of actual costs to a fixed budget. In order to resolve the cost variation, we have carried out an investigation of the difference between the flexible budget and the actual costs (Horngren et el. 2019). The typical cost of the company's items has been reduced from £25 to £20, representing a reduction of £5. The yearly revenue suffered significant damage as a result of declining activity and unit sales prices. This is the reason why there is still a revenue variance of £ 400,000, and things are not looking good.
It is possible to see from this that the prices of the materials have fluctuated unfavorably, rising by a total of 80,000 pounds. The real quantity sold has also resulted in an increase of 120,000 pounds in the cost of llabor However, there was a £200,000 decrease in the total cost of construction. There, we can also see an excellent example of fixed expenditures accounted for in a budget. Despite the fact that we are aware that fixed expenses did not alter as the units did, On the other hand, as a direct result of the lockout scenario, this firm has decreased its fixed expenses by £45,000 Both the rent and the supervisor's income were decreased by £30,000. The rent was also reduced by £15,000.
The budget for the salary of full-time warehouse staff was reduced from £50,000 to $35,000, resulting in a savings of £15,000. Since of the lockdown, the warehouse's rent was reduced by £10,000 because there were fewer customers to charge more for storage space, and the manager's income was reduced by the same amount because of the expected loss in revenue. As a result of the pandemic crisis, the cost of materials and the cost of materials and the cost of labor soared. We know that almost all commercial establishments stayed closed during aware that almost all commercial establishments stayed closed during the year 2020. To make up for the money they lost during the COVID period, businesses that were already established or in operation at the time raised the prices of materials and labor. This has resulted in a rise in variable costs, even when revenue per unit sold is below the fixed budget. The actual profit of the corporation was less than the profit that was expected, which came to a total of £10,10,000, resulting in an adverse variance of £555,000. The absolute amount that represents the company's earnings has seen a decline.
[bookmark: _Toc122360613]Recommendations for Areas of Improvement
Due to the fact that Mr. Amana's firm is in the tourism industry, he is having some trouble running his business as a result of the government's imposition of certain regulations on travelling. However, there are several aspects of its cost structure that should be improved. On the basis of the report presented in the part before this one, the following suggestions have been made:
· It is suggested that the business do a thorough analysis of its cost structure, paying special attention to the per unit price increases in variable expenditures like materials and labour.
· This organisation decided to raise the costs associated with the materials. Because they are selling tourist mementos, they need a number of different goods that may be sold, in addition to the resources that are required to produce the souvenirs. They need to establish a strategic connection with the provider of the commodities, for instance by entering into a contract with the provider that has a set price, in order for them to be able to effectively control the price fluctuations associated with the materials.
· The firm is able to do due diligence on the supplier to determine whether or not the provider is offering high-quality products at competitive prices. After the screening, they will be able to enroll the vendors and get in touch with them to negotiate commercial deals, which will be to the organization's benefit in the long term.
· Due to the fact that typical company processes have not yet been established, they are able to directly contract with certain workers who are capable of producing the memento in a skillful manner and negotiating with them to determine the cost of their services.
· It is suggested that the business investigate the possibility of obtaining the same items from other suppliers that are able to do so at cheaper rates while maintaining a greater level of dependability and reputation. Another thing to keep an eye on is the spiralling price of labour. Long-term contracts and successful talks might help bring down the cost of labour significantly. As a result, the corporation need to concentrate on both expanding its income and cutting down on its expenditures.
· The term "overhead expenses" refers to both certain administrative expenditures and selling charges (Srivastav 2022). They are able to lower it by reducing the amount of money they spend on administrative expenditures when their sales decrease. Budgeted expenses have been spent; therefore, this outlay has occurred even though the facility has been under lockdown. In this way, they will be able to devise a strategy for how they may reduce the cost of overhead expenses, at the very least while the pandemic is taking place.
· They may reduce the rent for the warehouse given the current circumstances. As a result of a drop in sales, there is no longer a need for further stockpiling. Therefore, given the circumstances, the organization has the ability to reduce this leasing expenditure or can lower it even more than it already has.
· They need to make an effort to boost their sales in order to take advantage of the present potential in the internet market. People who are confined in their homes and find themselves more bored have expressed a desire to either beautify their homes or make a purchase that would increase the aesthetic appeal of their homes. Therefore, they have to get started marketing their items on the internet.
[bookmark: _Toc122360614]Conclusion
As the globe begins to recover, businesses like the tourism industry that have been hit hard by the crisis will begin to thrive once again. Therefore, the company should endeavor to enhance all aspects of cost management connected to it so that once it has returned to normal condition, it can immediately begin working to recover itself rather than spending time on cost management at that point.

[bookmark: _Toc122360615]Part B
[bookmark: _Toc122360616]Case study overview
	Based on the data provided in the case study, Mr. Amana has concluded that the bulk of the company's competitors has started selling their products online to customers in the UK, the US, and other areas of Europe. As a direct result of this, the owner is considering whether or not to close three retail outlets in the cities of Brighton, Manchester, and Birmingham. As a result, 50% of the company's revenues may be shifted, which would be a significant step toward streamlining operations. This money is made thanks to a web-based company approach.
After becoming infected by the epidemic, the tourist sector, along with other industries, has begun to contemplate new modes of operation for its respective firms. This company's rivals have also begun exploring many other methods of doing business online, whether they are selling or promoting products in an effort to get the attention of consumers. The company has not one but two internet access points to choose from. This organization only maintains a single website, which may be accessed exclusively for the purpose of getting in touch with members of the group; it is not utilized for any other functions. To sell and promote its wares, the company may thus use either its own online business platform or Amazon.
[bookmark: _Toc122360617]Discussion of Option 1
Let's suppose, for the sake of argument, that the costs of rent and supervisor salaries are associated with the branches that are going to be closed down. If this is the case, the fixed costs will be 235,000 ($1,50,000 + 50,000 + 35,000). According to the information provided in case study part 1, the total variable cost is £10.5 per unit. The total amount that may be changed is thus £105,0000 (100,000 units times £10.5 for each unit). Therefore, if we take into account all of those branches' fixed expenses as well as their variable costs, the gain will amount to £615,000 (£2,000,000 in revenue minus £1050,000 in variable costs and £235,000 in fixed costs).[image: ]
[bookmark: _Toc122360618]Discussion of Option 2
[image: ]
Within the scope of this investigation, let's think about how rent and wages are connected to the cities of Brighton, Birmingham, and Manchester. Therefore, we will not include these expenditures while doing our CVP analysis. The total variable costs are £105,000, whereas the total fixed costs include the Amazon fulfillment charge of £50,000. The number of units that are assured to be sold, in this situation, is 65 000. As a result, the total gains that are anticipated will amount to £567,500 (1,300,000 in revenue less £682,750 variable costs - £500,000 in fixed costs).
[bookmark: _Toc122360619]Concept of Relevant Cost
A cost is considered to be relevant if it is the sole expense that corresponds to a particular management choice and if the outcome of that decision will cause the cost to shift in the future. The expenses that are important to consider are those that will occur in the future, including opportunity costs, future cash flows, additional costs, and avoidable costs. The total fixed expenditures that are linked with Option 1 come to a total of 235,000 pounds, whilst the total fixed expenses that are associated with Option 2 come to a total of 50,000 pounds. As a result, selling things via Amazon generates the most profit, which comes to £185,000 if the associated expenses of £50,000 are subtracted.
[bookmark: _Toc122360620]Other Relevant Factors
It was a smart move on Mr. Amana's part to shift 50% of their business from traditional channels to internet ones. It would be difficult for his business to expand beyond a small clientele in Brighton, Birmingham, and Manchester due to the locations of its offices in those cities. While the existence of these shops may help Amana Souvenirs build brand loyalty among existing customers, it would also have a negative impact on the company's ability to attract new customers and would be costly to maintain. Amana Souvenirs has the potential to vastly expand both its market and its client base if it channels fifty percent of its anticipated sales via an online strategy that focuses on the United Kingdom, Europe, and the United States. It may also plan to relocate or renovate its existing brick-and-mortar businesses to better serve its domestic clientele and its most devoted customers.
When deciding which internet store to use, Mr. Amana has two choices. Setting up a specialized online business has a high initial investment of GBP 200,000 and a yearly recurrent cost of GBP 35,000. However, doing so ensures annual sales of 100,000 units. On the other hand, if you chose to sell on Amazon, you could count on yearly sales of 65,000 copies for a fixed cost of GBP 50,000.
In addition to making an investment choice based on the above data, Mr. Amana would have to think about how well-known the brand is in the United Kingdom, Europe, and the United States at the present time, and how much it would cost to raise that brand's profile in those markets. Since it was only selling its wares in a handful of brick-and-mortar businesses in the United Kingdom, it's safe to assume that most Britons had never heard of it.
[bookmark: _Toc122360621]Conclusion and Suggestions
According to the predicted profit calculation, Option 1 has a higher potential gain (7,150,000 GBP) than Option 2 (4,590,000 GBP). Rather of investing in Option 2, which would include selling things directly via Amazon, the corporation may consider investing in Option 1.
With the aforementioned considerations in mind, Mr. Amana should give serious thought to the possibility of selling his products first via Amazon for at least one to two years. Despite the high likelihood of stiff competition in this seller niche, the company will be able to inform Mr. Amana of the true extent to which his items are being received in the target markets. After Mr. Amana has greatly raised the product's profile in the target market over the course of the first year or two, he may choose to move Amana Souvenirs to its own webshop.
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Particulars Amount
Guaranteed Unit Sales 65000
Unit Selling Price £ 20.00
Total Revenue £13,00,000.00
Total Variable Cost (£10.5 per unit) | £ 6.82.500.00

Total Contribution

£ 6,17,500.00

Less: Fixed overhead:

Amazon Fulfillment Fee

£ 50,000.00

Expected Benefit

£ 5,67,500.00
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Control Report

Ttems Static Budget £] Flexible £ | Actual £ | Variance [F/U/N
Units 1.00,000 80.000 | 80,000

Selling price 25 25 20 5 u
Revenue 25,00,000 | 20,00,000 | 16,00,000] -400000 u
Variable costs: 0

Material cost per unit 2.5 2.5

Materials 2,50,000 2,00,000 | 2,80.000 | -80,000 u
Labor cost per unit 4 4

Labour 4,00,000 320,000 | 440,000 [-120.000] v
Overhead cost per unit 15 15

Overhead 1.50,000 1,20.000 | 1.20,000 0 N
Contribution 17,00,000 | 13,60,000 | 7,60,000 | -600000 u
Fixed overheads: 0
Warehouse rental 2,00,000 2,00.000 | 1,70.000 | 30,000 3
Insurance 1.00,000 1,00,000 | 1.00,000 0 N
Fulltime Warehou sesupervisor salary 50,000 50.000 | 35,000 | 15,000 3
Profit 13,50,000 | 10,10,000 | 4,55,000 | 555000 u
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Particulars Amount
Guaranteed Unit Sales 100000)
Selling Price £ 20.00
Total Revenue £20,00,000.00
Total Variable Cost (£10.5 per unit) | £10,50,000.00
Total Contribution £ 9,50,000.00
Less: Fixed overhead:

Set up Costs of Delivery Network £ 1,50,000.00
Website Upgrading Cost £ 50,000.00
Salary of fulltime IT programmer £ 35,000.00

Expected Benefit

£ 7,15,000.00





