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[bookmark: _Toc123735703]Introduction
The Covid-19 pandemic introduced array of operational challenges to different businesses all over the world. The pandemic greatly affected the revenue levels of Amana. Amana is a family-owned business that sells souvenirs to tourists in different tourists’ hotspots within England. However, due to travel and movement restrictions imposed by the government and prolonged lockdown the business received very low number of in store visits which led to lower revenues. As a result, the business has had to carefully evaluate its cost and operational strategies in order to remain afloat as well as survive the changed business environment. Thus, this report is focused at creating a monthly control report that will allow Amana’s management to identify the variances between its budget and actual expenditures. Also, the report will provide recommendations on the different aspects the business can review in order to improve its future performance. Furthermore, the report seeks to analyse the different costs related to Amana’s decision on its online venture’s options.
[bookmark: _Toc123735704]Part A
[bookmark: _Toc123735705]Preparation of Amana’s monthly control report
Rhode and Garrison (2019) assert that a monthly control report is an instrumental report that greatly informs the decisions of an organisation. The monthly control report is mainly centralised at evaluating the actual expenditures of an organisation in comparison to the original estimated budget. This allows the organisation to identify desirable and undesirable variances thus taking the most effective corrective measures (Edmond and Olds, 2013). Moreover, the monthly control report allows an organisation to evaluate its progress towards the attainment of its short term and long-term goals. Furthermore, the monthly control report outlines the seasonal variations in the performance of a business which allows a business to create corresponding operational measures. Additionally, the control report identifies fundamental budget forecasting errors that have to be improved on in future budgets of an organisation (Collier, 2015).
According to Alegre and Sard (2017), Amana’s monthly report compiled below has been able to identify favourable and unfavourable variances between the businesses’ original budget and its actual expenditures. Favourable variances refer to differences between the original budget and actual expenditures that positively impact the operations of the business. On the other hand, unfavourable variances are variances that do not favour the operations of a business. Hence, the management of the business needs to keenly evaluate the unfavourable variances to optimally control them (Arora, 2016).
	Item
	Cost per unit
	Original budget in
(£) 

	Actual results
(£) at 

	Flexed budget
(£) 

	Variances 
(£) 
(Actual results – flexible budget)
F-favourable
A-Adverse


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

	Selling price
	25
	25
	20
	25
	(5) A

	Sales
	
	2,500,000
	1,600,000
	2,000,000
(25*80,000)
	(400,000) A

	Variable costs
	
	
	
	
	

	Materials 
	2.50
	250,000
	280000
	200,000
	(80,000) A

	Labour
	4
	400,000
	440,000
	320,000
	(120,000) A

	Overhead
	1.50
	150,000
	120,000
	120,00
	-

	Total variable costs
	17
	900,000
	840,000
	640,000
	(200,000) A

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

	Fixed costs
	
	
	
	
	

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

	Insurance
	100000
	100000
	100000
	100,000
	-

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

	Total fixed costs
	
	350,000
	305,000
	350,000
	45,000

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


 

[bookmark: _Toc123735706]A report on Amana’s performance during the year 2020
As outlined in the monthly control report of Amana, Amana unfavourably performed in 2020.It performed lowly than anticipated. First, the company had lower production levels than anticipated in the year 2020. The company produced less 20,000 units of souvenirs in 2020 than planned. The lower production levels are mainly attributed to the pandemic movement and travel restrictions imposed by the government. Thus, the business received few in store tourist visits thus producing fewer units of products.  Likewise, Amana sold its products at a lower price than actually planned. The business sold its souvenirs at 20 pounds which was 5 pound less than its budgeted price. Low production levels and lower prices affected the profitability levels of Amana. The business accrued less sales profit levels by £400,000.
Correspondingly, as showcased by the monthly control report above, Amana accrued higher costs than planned in 2020.Overally, the company surpassed its budgeted costs by £155,000. The unfavourable variance in costs was instigated by higher variable costs. Amana incurred higher material and labour costs for lower production levels. However, the company was able to maintain considerably lower fixed costs than planned. The company had lower warehouse rental and warehouse supervisor salary costs. The lower warehouse rental costs are due to its low levels of production. Hence, lower rental space was needed which led to lower costs. Correspondingly, the warehouse supervisor worked less hours due to lower inventory levels thus earning less (Rhode and Garrison, 2019).
[bookmark: _Toc123735707]Recommendations to Amana’s CEO on areas of improvement
Adjustment of the selling price of its souvenirs: In 2020, Amana reduced the selling of its souvenirs by 5 pounds. This was one of its strategies to increase the sales revenue of its operations. However, the company ended up producing and selling fewer units of souvenirs than anticipated. As a result, the company needs to increase its selling prices in order to increase its margin of safety of making losses (Collier, 2015). Correspondingly, an increment in price will enable the organisation to efficiently pay its operational costs while retaining desirable levels of profits.
Controlling of its variable costs: As showcased within the control report of Amana, its variable costs have increased regardless of having a lower level of production. The material costs have increased by £30,000 while the labour costs have increased by £ 40,000. These variable costs are very relevant to the operations of Amana thus having a great impact on its cost structure. Thus, the company should consider lowering its material costs through negotiating lower supplier prices or switching its suppliers (Harelimana, 2019). On the other hand, the labour costs can be effectively reduced through creation of defined work distribution schedules for its workers. This is to ensure that employees work within their productive hours to reduce on the waste of labour as well as minimize on overtime labour hours (Horngren, 2013). Also, scheduling of labour encourages employees to adhere to their daily schedule thus reducing on the operational costs of the organisation.
Embracing digital marketing strategies: Amana mainly uses its website as its marketing channel. However, the organisation needs to embrace additional digital and social media marketing strategies to build customer traffic within its websites. According to Edmond and Olds (2013), digital and social media marketing strategies will allow the organisation to virtually interact with consumer from around the world. Correspondingly, social media and digital posts can redirect the consumers to the website to view the different souvenirs of the business. Moreover, the business needs to revamp the website to be customer friendly as well as provide sufficient product information that will encourage online purchases (Horngren, 2013). Furthermore, the company needs to embrace email marketing. Through email marketing it is able to inform customers of different new designs within their stock.
Automation of its operations: The Covid-19 pandemic instigated new business challenges to Amana. The restriction of travel and movement affected the normal operations of the business. As a result, Arora (2016) opines that it is important for the business to automate its key operations in order to allow the business to remain productive. The business has to ensure it utilizes different technologies and tools that support its day-to-day operations remotely. For example, the company needs to create a remote design system that allows its designer to work remotely (Alegre and Sard, 2017). Moreover, automation of its operations will assist the organisation to reduce on its human labour needs thus reducing on labour costs.
Digitalisation of its inventory management systems: Amana relies on its warehouse supervisor to oversee the receiving, batching as well as the disbursement of its inventory. Thus, the warehouse supervisor has to work for long hours which increase his salary payment (Rhode and Garrison, 2019). For that reason, Amana should prioritise digitalising its inventory management system. The company needs to batch its souvenirs and digitally record them. This enables the warehouse supervisor to remotely supervise the warehouses. Correspondingly, digitalisation of the inventory will allow the company to reflect real-time inventory levels within its websites thus streamlining its online sales (Collier, 2015).
[bookmark: _Toc123735708]Part B
[bookmark: _Toc123735709]Analysis of Amana’s decision to set up its own shop or sell on Amazon
The Covid-19 pandemic has changed the business operational environment of Amana. The restrictions in travel and movement have led to lower tourist activities than other years. As a result, Amana has to prioritise moving 50% of its sales online as well as closing down some of its physical shops. Below is an analysis of the cost relevance of its decision to set up its own online shop or sell on Amazon.
Cost analysis of Amana’s decision to set up its own online shop
Amana’s decision to set up its own online shop attracts different types of costs. These costs are necessary to support efficient delivery of products to customers as well as improve customer interaction (Collier, 2015). The costs Amana will incur include; cost of setting up a delivery network, upgrading its website, employing a fulltime IT programmer. The cost of setting up a delivery network is variable costs that mainly depends on the number of units the company will be able to sell. On the other hand, the salary of a fulltime IT programmer is a fixed cost that may increase or decrease depending on the skills and experience of the programmer. Lastly, Amana’s cost of upgrading its website is a variable cost that is prone to change in future in case the company needs to add additional features into its website. It is important to note that, all these costs are relevant as well as very critical in supporting the success of the business (Harelimana, 2019). Furthermore, through setting up of its own online shop, the company is guaranteed 100,000 units thus being able to attain its budgeted sales level.
Pros and Cons of Amana’s decision to set up its own online shop: Amana’s decision to set up its online store has both great benefits and shortcomings. According to Alegre and Sard (2017), predominantly, setting up of its online shop diversifies its potential customer market. The business is able to access different customer market segments thus reducing its dependence on the tourist market segment. Correspondingly, the brand is able to interact with customers all over the world thus increasing its sales revenue. Moreover, Amana is able to access its customer data thus increasing its decision-making efficiency (Arora, 2016). Through the use of its website data, it is able to gain insights on the souvenir designs that satisfy the customer’s tastes and preferences. Additionally, the business is able to gain feedback from its customers on the different aspects to change in regards to its business or products (Collier, 2015)
On the contrary, according to Horngren (2013), Amana has to launch effective digital and social media strategies in order to increase brand visibility and recognition for it to successful launch its online store. These digital and social media strategies may be highly expensive thus increasing the operational costs of the business (Rhodes and Garrison, 2019). Besides, it may take time for the online customers to have confidence into Amana’s brand. As a result, it is mostly likely that the company may fail to satisfactorily meet its budgeted online sales.
Cost analysis of Amana’s decision to sell on Amazon
Amana’s second option of selling its products online is through enlisting its products on Amazon. The main cost that the business will incur is fulfilment cost of £50,000 with a guarantee of selling 65,000 units. The fulfilment cost incurred will cover for the cost of delivery and Amazon website enlisting (Alegre and Sard, 2017). The fulfilment cost is a fixed cost and does not change regardless of increased sales level of Amana’s products.
Advantages and disadvantages of Amana’s decision to sell on Amazon: Amazon is well renowned brand with approximately over 200 million customer visits and purchases. Thus, Amana’s decision to sell its products through Amazon exposes it to a wider customer market increasing its chances to accrue high sales. Also, Amana does not have to incur high marketing costs since Amazon is an already established brand. Moreover, selling through Amazon can enable Amana to weigh the appeal of its products to the international market. For instance, high international sales may encourage the organisation to expand its operations internationally (Edmond and Olds, 2013).
However, Amana’s souvenirs are prone to very high levels of competition from other brands. As a result, customers may choose other brands over it. This may deter Amana’s ability to attain its desired sales level (Arora, 2016). Also, Amana has no control over the pricing policy of Amazon. Amazon may price its products either highly or lowly which may make Amana’s products to be unattractive to its prospective consumers (Edmond and Olds, 2013). Furthermore, it is difficult for Amana to develop its brand through Amazon. Most consumers are affiliated to Amazon as a brand rather than the affiliate product merchants like Amana. Congruently, Amana has no access to customer data that is crucial to its decision-making process. Hence, Amana may not be able to understand the product aspects to improve on making its products unattractive with time (Rhode and Garrison, 2019).
Advise to Amana on their decision to sell on Amazon or set up its own online store
In accordance to the pros and cons associated with Amana’s decision to sell on Amazon or set up its own store, I would advise the business to set up its own online store. Its own online store is instrumental in supporting its perpetual growth and expansion post the Covid-19 pandemic. The online store will allow the business to grow its brand identity. Also, the customer insights from its online activities are critical in promoting its product and service innovation (Collier, 2015). Furthermore, with increased evolution of business technology, it is important for the business to actively to embrace digital and social media marketing as a brand (Edmond and Olds, 2013). Besides, it is important to note that costs such as the upgrading of the website are variable costs that may be incurred annually thus remaining to be manageable.
[bookmark: _Toc123735710]Conclusion
Cost accounting and management is fundamental in supporting the financial growth and stability of an organisation. Cost accounting and management ensures that a business undertakes operational strategies that adhere within its budget lines. Likewise, cost management and accounting systems allow an organisation to monitor and control its tactical and operational costs thus being able to attain its financial objectives. The most effective way an organisation can account and manage its costs is through the creation of a defined budget as well as use monthly control reports to monitor the costs.
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