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[bookmark: _Toc67738521]Introduction
Companies that seek to continuously survive and thrive in the competitive business world need to build strong cost accounting systems. Cost accounting systems enable companies to formulate cost control strategies that enable them to maximise their resource utilisation while satisfying customer’s needs.  Efficient cost control strategies also optimise the profits of a company increasing its competitive advantage within an industry. Moreover, cost accounting facilitates efficient product pricing which complements perceived customer value as well as supplements the profit levels of a company. Furthermore, cost accounting reports are instrumental in the formulation of budgets as they analyse the  cost trends hence accurately projecting future expenditures of a company.Irrefutably,cost accounting provides reports which prompts cost effective operational and management decisions enhancing the profitability and competitiveness of a company. This report compiles Amana’s control report showing the original budget, flexed and variances. Afterwards, it examines the company’s performance recommending the areas of improvement to its management. Finally, it evaluates the costs of Amana’s decision to sell on Amazon or establish its own online shop.
PART A
[bookmark: _Toc67738522]Amana’s monthly cost control report
Edmond and Olds (2013) emphasise that monthly cost control report is highly helpful in reviewing the operational cost expenditure of Amana thus effectively minimising and eliminating unnecessary costs.  Monthly cost control reports also evaluate the financial viability of all the operational costs of a business encouraging the management to adjust these costs correctly. Further, the cost control report aids Amana’s management in increasing its productivity through effectual use of its available financial resources (Martin, 2019). Amana’s control report showcases the original budget, flexed budget and the cost variances. The flexed budget compares the actual expenditure to the budgeted expenditure at the actual level of output attained. For that reason, Amana’s management is able to determine the effectiveness of their resource management and profit maximisation. Moreover, comparisons between the flexible and original budget assist the management to determine favourable and unfavourable variances (Arora, 2016). Favourable cost variance indicates lower actual expenses than the budgeted expenses hence promoting profit growth. Conversely, unfavourable cost variances are espoused by higher actual costs than budgeted costs. Amana’s monthly cost control is as illustrated below:
AMANA’S MONTHLY CONTROL BUDGET REPORT
	Item
	Original budget in
(£) 

	Flexible budget
(£) at 80,000 units

	Actual results
(£) at 80,000 units

	Variances 
(£) 
(Actual results – flexible budget)

	

	Production in units
	100,000
	80,000
	80,000
	(20,000 units)
	Unfavourable

	Selling price
	25
	25
	20
	(5)
	Unfavourable

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

	Variable costs
	
	
	
	
	

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

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

	Overhead
	150,000
	120,00
	120,000
	-
	

	Contribution 
	1,700,000
	1,360,000
	760,000
	(600,000)
	Unfavourable

	Fixed costs
	
	
	
	
	

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

	Insurance
	100000
	100,000
	100000
	-
	

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

	Total costs
	1,150,000
	990,000
	1,145,000
	(155,000)
	Unfavourable


 
[bookmark: _Toc67738523]Amana’s performance report
 The Covid-19 pandemic adversely affected Amana’s business activity since it is solely dependent on tourist activities. The government travel restrictions and lockdowns inhibited tourist from travelling hence low sales activity (Ryan, 2018). Besides, stay at home directives promoted the low visits by customers within Amana’s physical shops. As a result the company incurred low sales demand than anticipated which led to unfavourable production and sales level. Moreover, due to the pandemic Amana’s souvenirs selling prices fell below the 25 pounds projected by the company. This further contributed to lower profit margins from its sales (Collier, 2015).
 Amana’s monthly control report depicts that the company’s actual material and labour costs are extremely high as compared to the budgeted level at the same output of 80,000 units. For instance, the material and labour costs were higher than the budgeted cost by £ 80000 and £120,000 respectively. High material costs are triggered by high buying prices of inventory, high number of defective souvenirs and poor inventory management (Collis and Hussey, 2017). Likewise, high labour costs incurred from the poor scheduling of employees tasks hence paying more overtime rates. Moreover, fixed salary burden of junior and senior management as well as excess labour workforce despite the low sales activity is a major contributor of the unfavourable labour variance (Hess and Hess, 2018).  
Arora (2016) observes that Amana incurred favourable warehouse rental expenses and warehouse supervisor salary costs. This shows that the actual expenditures are lower than the budgeted costs. The Covid-19 pandemic led to longer supply chain periods hence low number of inventory which led to the occupation of fewer warehouses than normal. As a result, Amana was able to pay for only fewer operational warehouses hence reducing its warehouse rental expenses (Schaffer, 2014). Furthermore, the lower warehouse supervisor salary costs are attributed to low number of warehouses to be supervised hence lower basic wage rates. Additionally, the lockdown periods led to the warehouse closure hence forcing the warehouse to stay home thus earning lower wage rates.
The higher unfavourable variances as compared to favourable variances led to unfavourable total production cost variance of £ 155,000.This shows that Amana incurs more unnecessary costs than anticipated hence lower surplus profit levels(Hess and Hess 2018).Moreover, Amana is continuously remitting other fixed operational costs such as insurance  which increases its overall operational expenditure. The higher unfavourable cost expenditure variance of Amana’s operations questions the efficiency of its cost control strategies as well as its overall operational efficiency (Collier, 2015). And so, for the company to cope up with the adverse impacts of the Covid-19 pandemic as well as uncertainty in sales activity it needs to adopt more stringent cost controlling strategies.
[bookmark: _Toc67738524]Recommendations to Amana’s CEO on the areas of improvement
It is important for Amana to streamline its cost control and monitoring system to efficiently project and plan its operational profits (Charlesworth, 2014). As a result it needs to identify controllable and uncontrollable costs to minimise the variances between the actual expenses and budgeted expenses. Schaffer (2014) defines controllable expenses as expenses that the company has authority to control their expenditures. Whereas uncontrollable expenses are expenses that the company cannot change, these expenses are instigated by external factors. Amana’s CEO can improve the revenue performance of the company through embracing better cost treatment of its cost items. The operational areas and strategies Amana needs to improve include: 
Embrace digital and social media marketing: The covid-19 pandemic presented Amana with unique challenges in sales and marketing of their products. The prolonged lockdowns and government travel restrictions made it impossible to market and sale its products through its physical stores (Hemann and Burbary, 2013). As a result, Amana has to embrace digital and social media marketing strategies to drive sales traffic in its website. Likewise, digital and social media platforms will expose Amana to other market segments to reduce dependency on tourist consumers only (Martin, 2019). Moreover, better digital and social media marketing will boost Amana’s brand awareness hence improving its sales and revenues.
 Improve on material cost efficiency: According to Arora (2016) material costs undesirably affect the revenue performance of Amana. As a result, Amana has to formulate better cost control strategies to reduce its material expenses. Material costs are both controllable and non-controllable costs. For instance, Amana cannot control the supplier’s market prices of the souvenirs; but it can control the material efficiency and usage through proper inventory management and better material usage efficiency. For Amana to efficiently reduce the material costs it should upgrade its inventory management systems. This will promote better material usage efficiency and better stock accountability (Edmond and Olds, 2013). Moreover, Amana should automate repetitive production processes through the incorporation of modern technology to reduce on material wastage and production of defective products.
Initiate labour cost controlling strategies: The Covid-19 pandemic greatly affected the labour and work schedules of Amana which has immensely contributed to its high costs than estimated (Ryan, 2018). The company has to ensure health and work safety of the individuals through promoting social distancing during operations. For that reason work schedules were spread to accommodate only the required number of employees in the production spaces and warehouses. This led to employees having varied number of working days at the same fixed wage rates and salaries. Therefore, Amana has to revise its wage rates and salaries to correspond with the work output of the employees. Equally, Amana has to suspend unnecessary allowances to its senior management till it’s financially stable again. Furthermore, Amana should restructure its work schedules to minimise on unnecessary overtime work payments. As the governments furlough scheme is coming to an end, Amana should incorporate more employee dismissals procedures to reduce employee’s headcount (Collis and Hussey, 2017). For example, it can provide the employees with attractive exit incentives. 
[bookmark: _Toc67738525]PART B
[bookmark: _Toc67738526]Cost analysis of Amana’s online marketing strategies
According to Martin (2019) online marketing strategy is fundamental in stimulating better sales and profitability of Amana in the current and future years to come. Online marketing has different marketing channels which will expose Amana’s business to the different market segments hence increasing its brand awareness and sales. Moreover, online marketing is critical in improving in person visits as well as local presence of its business. For example, when consumers search for online products it detects their location hence providing local results of local businesses that offer the product. As a result, this makes the business to be more renowned with the local areas and globally (Gamble and Gilmore, 2013). Furthermore, during the recent times of a pandemic most consumers feel safer to shop online than through physical shops. For that reason, Amana should build a strong online presence Amana to attract these consumers. Nonetheless, Amana has to evaluate the cost and concurrent profits of setting up an online shop, selling on Amazon and sticking to its offline marketing. This is to facilitate strategic marketing and operational decisions hence enhancing its financial stability and performance. The cost analyses of these decisions are discussed below:
Cost analysis of setting up its online shop
For Amana to efficiently set up its online shop it has incur a  total cost of £235,000 in upgrading its current website, hiring IT programmer and setting up a delivery network. These costs are analysed below:
Cost of upgrading its current website: Theses cost quotations are variable costs as they solely depend on the type of web providers Amana would choose (Ryan, 2018). Some of the web providers can charge more or less to upgrade its website to hold a lot of customer traffic. The cost of a website also depends on the potential customers Amana projects to hold. For example, the more number of consumers Amana’s website is projected to hold the more the expensive the costs of upgrading websites will become (Charlesworth, 2014).
Cost of setting up a delivery network: The cost of setting up a delivery network is variable cost since it depends on the geographical areas Amana seeks to sell their products to. As a result, these costs proportionally vary with the geographical areas of operation (Hemann and Burbary, 2013).
Cost of hiring an IT programmer: This cost is a fixed cost as it is remitted as monthly salary for the entire year. However, it’s a productive cost since the IT programmer will oversee all the technical issues within its websites maximising the website efficiency (Gamble and Gilmore, 2013).
As much as Amana’s costs of setting up its own online shop are relatively high, it will be instrumental in promoting Amana’s achievement of its budgeted sales. Equally, these costs are relatively lower as compared to the costs Amana would incur in continuing to operate its physical stores in Brighton, Birmingham and Manchester city(Arora,2016).Moreover, through having its own online shop Amana is able to have full control over its web operations of its business. For instance, it can examine the consumer purchase behaviour hence creating products that satisfy their needs and preferences. Furthermore, Amana is able to build trust with its consumers hence enhancing its brand awareness and customer loyalty. On the contrary, Collier (2015) argues that Amana’s owned website still limits its market reach as it exposes the businesses to restricted international markets. On the same note, new consumers may question the credibility of its online shop leading to lower sales than anticipated
Cost analysis of selling on Amazon
According to Edmond and Olds (2013) Amana’s decision to sell on Amazon will cost the company fulfilment costs of £ 50,000 for guaranteed sales of 65,000 units annually. Amana may also sustain additional costs on referral and repetitive sales. Likewise, Amana’s profits are subject to double taxation since they will be taxed at Amazon and also through its corporate tax. Moreover, Amana will lose control of its pricing and return policy since Amazon have the freedom to set its own prices. As a result, these prices may be too low or too high leading to low profit margins (Collier, 2015). Correspondingly, the high level of competition from other sellers on Amazon increases the threat of substitution of Amana’s products. For example, sellers can directly compare the prices and product information from other sellers which would not be the case if it was Amana’s individual website (Schaffer, 2014). Additionally, Amazon imposes restrictive terms and conditions on the interaction of Amana with customers hence failing to understand the consumer purchasing behaviour and preferences. In the long run, Amana’s products may remain irrelevant to customer’s needs leading to dwindling sales.
Nevertheless, Martin (2019) asserts that Amazon has a strong brand identity and an established global presence which will grant Amana access to wider audience of customers. Similarly, Amazon’s strong brand identity will increase potential consumer’s faith in its products hence purchasing more from the brand. Besides, Amazon has a reputation of excellent customer experience which guarantees Amana better customer satisfaction levels. Additionally, through payment of fulfilment costs Amazon handles all the supply logistics which will save Amana’s valuable time and resources (Hess and Hess, 2018).
                       Recommendation of Amana’s appropriate decision
I would recommend for Amana to embrace a mix of both its online shopping and selling on Amazon. Selling on Amazon will help to enhance the brand credibility of the company which will attract new interested consumers. Moreover, Amazon’s ecommerce strong brand reputation will enhance Amana online presence locally and internationally (Ryan, 2018). On the other side, setting up of its online shop will supplement its customer interaction throughout their purchasing journey. As a result, the company can improve its products to keep up with consumer’s changing preferences and demographics. A mix of these two online marketing strategies will increase on its sales hence incurring better profitability levels (Charlesworth, 2014).
[bookmark: _Toc67738527]Conclusion
For businesses to survive in the contemporary business environment with changing business environment they need to embrace cost accounting systems. Cost accounting systems are vital in gearing a company towards better profit performance. Cost accounting systems ensure that an organisation efficiently uses the available financial resources to achieve its financial goals and objectives. Additionally, cost accounting ensures that a company incorporates cost monitoring and controlling strategies to avoid incurring unnecessary costs. Furthermore, cost accounting systems enable an organisation to assume cost effective investment and operational decisions. Correspondingly, businesses complement their cost accounting systems with budgets to effectually control and monitor their costs. Budgets plan and forecast standard costs of an organisation’s activities within a given financial year. As a result; the management can trace any arising adverse deviations between these budgets and the actual results hence implementing corrective strategies. Examples of budgets an organisation can utilise include flexible budgets, cash budgets and operational budgets.
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