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Case Study No.1 

A budget is an operational plan and a control tool for an entity that identifies the resources and commitments needed to achieve the entity’s goal over a period of time. 
Analyzing actual performance against operational goals is a critical control that helps a company understand opportunities or threats to meet their strategic goals[footnoteRef:1].  [1:  Institute Of Management Accountants. (2014). Wiley CMAexcel learning system exam review 2015 : participant guide. Part 1:, Financial reporting, planning, performance, and control. John Wiley & Sons, Inc.
] 


Amana Ltd. budgeting system follows a flexible budgeting format because of the existence of actual cost breakdown and the initial budgeted cost allocation. Using flexible budgeting allows adjustment of the budget by the management to accommodate the actual result from operation to allow a more meaningful comparison with the actual result of operation and the expected result base from the standards set by the management. 

Amada Ltd’s budget control is illustrated below. The static budget is the amount set by the management that they expect to incur. The actual cost incurred column reflects what actually transpired in Amna’s operation. Directly comparing the actual and the static budget will have no meaningful result because both have different volume and cost per unit. Simply, it does not share a common denominator. In order to have a more meaningful analysis of the variance, the flexible budget bridges the gap of the two amounts by incorporating the volume and price of the two columns under its own budget column. Flexible budget does this by using the actual of units multiplied by the standard rate per unit. 

Based on the working paper, it could be noted that there is a significant difference in net income from 1,350,000 down to 455,000 which is approximately 66% down. The sales volume is likewise 20,000 unit short from the expected unit to be sold. Additionally, the selling price also decreased by 5.00 which could probably be explained by the lockdowns and dwindling tourism economy where Amana Ltd is forced to lower its selling price.  

On the other hand, the company incurred less fixed cost than expected. The rentals, insurance and supervisory salary was overbudgeted. The actual total fixed cost was lower by 45,000 than the expected fixed cost. 

The variances noted on the Budget Control Working paper can be further broken down into simpler components to aid the management in understanding of the occurrence of the variances. The variance analysis provided in the second part of this paper aims to explain where variances can be attributed and analyze the performance using the variances noted. 
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I. Performance Management 
The variances noted in the flexible budget are used by management as signals as to where to focus their attention – management by exception. Management by exception allows management to prioritize those variances or deviations that exceeded the threshold rather than focusing in every aspect of organization. This allows management to use their resources more efficiently and effectively. 

Flexible budgeting allows the management create meaningful variances efficiently by the information the flexible budget provides. The variances are helpful too in assessing the performance of how are incurred whether it is over, under or at par with the budget. Performance can be interpreted in financial standpoint where staying on the budget or reasonable minimal deviations is a basis if the company is performing well. 

A. Direct Material Variance
Direct materials are essential cost in the production of the goods. The difference in the actual direct material incurred to the budgeted amount that is expected to be incurred can be broken down into two meaningful variance- price and quantity variance.
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The materials price variance of 80,000 unfavorable means that the company purchased a more expensive materials relative to the expected cost. The company incurred more than expected. The variance is derived by comparing the actual and the budgeted price of the actual volume. The existence of this variance can be explained by the purchasing department of the company. Maybe the company suppliers have increased their usual prices or the quality of the materials needed on this production is higher quality but expensive. 

The materials usage or quantity variance of 50,000  is favorable in terms of cost because the company actually used fewer materials than expected. The variance can be explained by the Production department of the company. This could be from higher quality materials are used that are less prone to breakage or more experienced workers were involved in this production.

B. Direct Labor Variance
[image: ]The direct labor variance can be broken down into two components just like material variance above namely- price and efficiency variance. 

The labor rate variance is 120,000 unfavorable because the company has actually incurred more than expected or over the budget. This variance can be explained by the Human Resources because it manages the worker/employee compensation. The company might have employed experienced laborer wither higher compensation which could also be explained by the favorable material usage variance above. 

The labor efficiency variance tells how efficient in terms of labor input did the workers perform. The 80,000 favorable efficiency variance means that the workers were able to use lesser resources (time and effort) to create the souvenirs. Production department can be the main responsible department to explain this variance. One possible explanation for this is that more experienced workers were employed that are efficient in making souvenirs-lesser production time, fewer errors and defective production. New efficient machines might have been purchased  thus breakdowns are not a problem to the production line. 

C. [image: ]Fixed and Variable Overhead Variance


Using the 4-way variance analysis, the fixed and variable overhead cost are broken down into three meaningful variances- Spending, Efficiency and Volume. The Spending and Efficiency variance together are called controllable variance because these variance can be controlled by the management. On the other hand, volume variance is an uncontrollable variance.

The total spending variance is 120,000 favorable this means that the company has spent less overhead cost than expected. The spending variance can be attributed to the fixed cost difference between actual and budgeted.  One clear explanation for this fixed cost spending variance is less amount paid in warehouse rental, insurance and warehouse supervisor. There is no variable overhead spending variance since the actual cost is the same with the budgeted cost. 

The efficiency variance is 30,000 favorable because the company incurred less which can be attributed only to variable overhead cost difference. One possible explanation for this variance are the cost drivers such as volume. 

The volume variance of 70,000 unfavorable is due to lesser volume was produced than budgeted. Unlike the efficiency variance, this variance can be solely attributed to fixed overhead cost instead. The number of units produced affects this variance and since there were less units produced it is unfavorable on the company’s production standpoint. 

D. Sales Variance 
The sales variance is likewise analyzed by breaking it down into two components. First is the price and how changes in the price affect the sales revenue using the actual volume as constant variable. Second is the volume on how changes in the volume affect the total sales while holding the standard price constant. 
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The sales price variance is 40,000 unfavorable because the actual sale price per unit was less than the expected sale price per unit. The difference of 5.00 accounts for this variance. Decreasing the price of a product ordinally result to higher volume as more tourist will be enticed to buy more however because of the lockdowns the tourism industry dwindled thus there were no increase in sales volume.

Moreover, the sales volume or quantity variance of 500,000 is also unfavorable because there were less volume sold. The lockdowns really affected business that are dependent on tourism as government impose sticker regulation on mass gathering and leisure activities. 

In conclusion, based on the quantitative analysis of the variances in direct materials and direct labor which is both unfavorable, coupled with an unfavorable result on sales the company overall performed unfavorably in terms of profitability and efficiency. Although the fixed overhead is favorable, it was not enough to offset the huge loss incurred. However, knowing that the company is operating in an unlikely situation brought by the pandemic and increased lockdown and still able to generate profit is a feat worth recognizing. 

Solely on the budget alone the company performed below but taking into consideration the market and environment the company did an outstanding job maintaining a substantial income whilst in the pandemic. 

II. Recommendations
The COVID-19 pandemic created adverse effects on many business and industries that is dependent on tourism as lockdowns and government restrictions disallows mass travel and leisure activities. Amada Ltd 

A. Promotion of Domestic Tourism 
Many countries are looking to domestic tourism to help stimulate economic recovery. In this analysis there is a study conducted by Asian Development Bank (ADB) on its position paper  Reviving Tourism amid the COVID-19 Pandemic September 2020 that saw redirecting tourists from foreign destinations to domestic ones helped to fill the gap in about half of the economies[footnoteRef:2]. This is therefore an attractive option, particularly where there are existing strong domestic tourism markets. Amana could bank on the domestic tourist from England and increase sales force in the domestic setting through advertisement and different sales promotions. Instead of international tourist catered services Amana should consider reinventing its process that is also aware of the domestic tourist demands.  [2:  Helble, M., & Fink, A. (2020). Reviving Tourism amid COVID-19 Pandemic. ADB Briefs, 150. https://doi.org/10.22617/brf200245-2
] 


The government of United Kingdom has subsidies available to small and medium enterprises to aid in the recoupment of operations such as subsidies in salary for workers and business rates holiday for hospitality and leisure business among others. According to the official website of the UK Government, the avail of Business Tax Holiday, businesses in the retail, hospitality and leisure sectors in England will not have to pay business rates for the 2020 to 2021 tax year[footnoteRef:3]. Amada Ltd should take advantage of different government subsidies to allow it lessen the effect of paying operational cost or keeping up the business. It is recommended that Amada Ltd. must comply with the requirements to avail these tax holidays and government subsidies especially that the business is heavily affected by the closure of borders for the pandemic,  [3:  GOV.UK. (2020, April 3). Financial support for businesses during coronavirus (COVID-19). GOV.UK. https://www.gov.uk/government/collections/financial-support-for-businesses-during-coronavirus-covid-19
] 



B. Increasing Online Presence 

Amana Ltd. must take advantage of the technology and social media that is present today. Amana should explore opportunities of using third party online-selling platforms such as Amazon or setting up own website to cater to virtual customers. According to Forbes, the E-Commerce revolution is indispensable in every business survival especially during the pandemic [footnoteRef:4].  [4:  Caplan, J. (n.d.). E-Commerce Has Been A Lifeline For Small Businesses During The Pandemic. Where Do They Go From Here? Forbes. Retrieved April 21, 2022, from https://www.forbes.com/sites/johncaplan/2021/05/03/ecommerce-has-been-a-lifeline-for-small-businesses-during-the-pandemic-where-do-they-go-from-here/?sh=78111f323587
] 


The ability to follow the customers’ lead and pivot to meet them where they are—online—will ultimately position small businesses to grow amid uncertainty.

	Amana Ltd. should embrace digitization of products and services to create additional streams of income even after the pandemic has been fuly eradicated. It is tantamount that Amana Ltd should keep abreast of technological changes and be on a constant look out for new market. 


C. Explore Other Tourism Options When Economy Bounces Back 
When the UK government decides to ease restrictions on travel and open up borders for foreign travel, Amana LTD should have a plan when that time comes. Investments that Amana Ltd   made during the pandemic must still be useful to the company even when everything goes back. Investment on creating a website for online selling for example must be maintained even if the economy starts to open or tourist starts to flock in personally. The reason for withholding these investment is the capital raised to finance these investment needs to be recovered. Ama LTD could maintain its online shops while having personal tourist experience so that customers are given variety of options that they could enjoy. Another recommendation for Amana is to instead of resorting to Chinese manufacturers, it needs to look for domestic suppliers that could provide the same goods. In these case, Ama LTD could save on the transport expenses and custom taxes on these product and at the same time helping the community within the business grow.  


Case No.2 

	Decision making involves a choice between at least two alternatives. One way every executive officer evaluate which option is better is through marginal analysis. For the case of Amana LTD, the marginal analysis is done by considering only those cost that are incremental (or different) and future oriented in quantitatively assessing the better option. 
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A. Decision Analysis
Option A or developing own website includes relevant cost such as the cost of setting up delivery networks, cost of upgrading current website and the IT programmer salary. Aside from the cost mentioned we also have to analyze this option quantitatively moving forward. Cost such as maintaining the website, maintenance on the delivery networks, cost for order disruptions, insurances and freight among others  will have to be incurred in the future if Amana LTD. chooses Option A. 

On the other hand Option B cost is straightforward only obliging the company to pay the Amazon fulfillment fee. However, the decreased cost iis coupled with a decrease in unit sold which could heavily impact the net income of the company.

In analyzing the best option both options are set in a price where the net income under the two options are the same which meant the management is indifferent. The breakeven option according to  Michael Raiborn’s Principle of Cost Accounting -Marginal Analysis, it is important to set two options having different variables at breakeven point as a starting point of assessment[footnoteRef:5].  [5:  Raiborn, C. A., & Kinney, M. R. (2013). Cost accounting principles. South-Western ; Andover.] 


Moreover, after determining the indifference point the two options should not be directly compared as the absolute amount of its net income yield because it will lead to a wrong decision. The two options could not be compared because it does not have a common denominator which is on this case they have different volumes and one way to compare these two options is by expressing the net income as a ratio of total sales or return on sales ratio. The ratio can scale the net income of two different options using the total sales as the basis.

To support the rationale on expressing first the net income as a ratio of sales is that when we just base our decision on the absolute pounds amount of net income we will choose Option A because clearly it has higher volume however when we use the return on sales as basis Option B is better. For this case, scenario is the better option where the company will choose to conduct online sale in Amazon. 

Furthermore, comparing the Net Income to Sales ratio of Option which is 85% is a good indication that there is a high chance cost can be recovered easily with excess the company will have to pocket while lower Net Income to Sales Ratio such as in Option A will have lesser chances in cost recovery and attaining high profit margin. In conclusion, Option B is the better option. 




B. Risk Assessment 
Aside from the quantitative analysis above, it is important also that Amana LTD should assess the case qualitatively through risk management. In every decision come with a risk and it is a challenge for the company on how to address these risk. The following are the risk the management should consider in making a decision. 

1. Amazon’s reputation for dependability and quality. 
· Amazon should be expected to ensure on-time delivery of products, a smooth flow of parts and materials, and acceptable quality control.  The company can look at the track record of the company, the reviews from customers and inspection of services through on-hand experience to verify if Amazon could fulfill the demands of the company[footnoteRef:6]. [6:  Institute Of Management Accountants. (2014). Wiley CMAexcel learning system exam review 2015 : participant guide. Part 1:, Financial reporting, planning, performance, and control. John Wiley & Sons, Inc.
] 

2. A company’s strategy.
· It is important not to relinquish control over core competencies and any outsourcing of an internal capability essential to maintaining competitive advantage. In the case of Option B where the company has little control on price and return policy could be a detrimental set of information. Amana LTD should assess if it’s okay giving up these control over the ease of production and streamlined production line. 

C. Scenario Analysis 
Sensitivity analysis involves asking “what if?” regarding one or more changes in values of the key variables such as price per unit, cost per unit and volume. To appraise the quality of the recommendation, the table below provides four difference situations where two variables (sales price and volume) are changed. 

Scenario A depicts a scenario where both sales price and volume increases, Scenario B where both variables decrease, Scenario C on the other hand is when sales volume has increased but sales price decreased and lastly is Scenario D where sales volume decreased and sales price increased. The aim of this scenario analysis is to understand how the net income behaves with its relationship to return on investment and unit contribution margin by changing sales volume and sales price. 
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Base on the simulations made, the result is still constant, in all four scenarios Option B always yield the highest return on sales (net income ratio) and income per unit sold (controllable margin). Additionally, it can be observed that changes in variables has more impact on Option A this is because of the fixed cost involved. Option A has higher fixed cost thus it is operationally leveraged or risky because regardless the level of income the company will have to pay these fixed cost and at times when the company has negative income, the fixed cost adds to the sustained loss[footnoteRef:7].  [7:  Degree of Operating Leverage - Definition, Formula, and Example. (n.d.). Corporate Finance Institute. https://corporatefinanceinstitute.com/resources/knowledge/finance/degree-of-operating-leverage/
] 


Recommendation
Base on the relevant costing report, Mr. Amana is better off when it sells through third party platform Amazon instead of maintaining its own website. After considering the risk involved in the little control on prices and return policy on the third party option, Amana is still better off with the third party online platform because the cost to maintain the website is costly and consumes resources for the company. 
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Direct Labor Quantity Price/Unit
Actual Unit @ Actual Price 80,000.00     (5.50)            (440,000.00)   (120,000.00)       Unfavorable Labor Rate Variance
Actual Unit @ Standard Price 80,000.00     (4.00)            (320,000.00)   
Standard Sales @ Standard Price 100,000.00   (4.00)            (400,000.00)   80,000.00          Favorable Labor Efficiency Variance
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4-Way Variance Analysis on OH Cost Fixed Variable 
Actual Overhead Cost (305,000.00)  (120,000.00) (425,000.00)   45,000.00          Favorable Overhead Spending Variance
Budgetted Cost at Actual Unit (350,000.00)  (120,000.00) (470,000.00)   30,000.00          Favorable Overhead Efficiency Vairiance
Bughetted Cost at Standard Unit (350,000.00)  (150,000.00) (500,000.00)   
Standard Overhead Cost (280,000.00)  (150,000.00) (430,000.00)   (70,000.00)         Unfavorable Overhead Volume Variance
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Sales Quantity Price/Unit
Actual Unit @ Actual Price 80,000.00     20.00            1,600,000.00 (400,000.00)       Unfavorable Sales Price Variance
Actual Unit @ Standard Price 80,000.00     25.00            2,000,000.00 
Standard Sales @ Standard Price 100,000.00   25.00            2,500,000.00 (500,000.00)       Unfavorable Sales Quantity Variance
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Choice A: Internally Developed Online Store Choice B: Third-Party Outsourced (Amazon) 
Expected Sales in Units 100,000.00         Expected Sales in Units 65,000.00                      
Selling Price 5.29                    Selling Price 5.29                               
Expected Sales   528,571.43         Expected Sales   343,571.43                    



Cost Involved
Cost of Setting Up Delivery Network (150,000.00)        Amazon Fulfillment Fees (50,000.00)                     
Cost of Upgrading Current Website (50,000.00)          
IT Programmer Salary (35,000.00)          
Net Income 293,571.43         Net Income 293,571.43                    



Difference -                                 
Breakeven Point



Analysis
Net Income to Sales Ratio 56% Net Income to Sales Ratio 85%
Net Income to Sales Unit 2.94                    Net Income to Sales Unit 4.52                               



RELEVANT COSTING: DECISION ANALYSIS
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Scenario Summary
Current Values: Scenario A Scenario B Scenario C Scenrio D



Changing Cells:
Option A Unit Sale 100,000.00    120,000.00    80,000.00      120,000.00    80,000.00      
Option B Unit Sale 65,000.00      85,000.00      45,000.00      85,000.00      45,000.00      
Option A Selling Price 5.29               8.00               2.00               2.00               8.00               
Option B Selling Price 5.29               8.00               2.00               2.00               8.00               



Result Cells:
Option A Net Income 293,571.43    725,000.00    (75,000.00)    5,000.00        405,000.00    
Option A Net Income Ratio 56% 76% -47% 2% 63%
Option A Net Income Per Unit Sold 2.94               6.04               (0.94)             0.04               5.06               
Option B Net Income 293,571.43    630,000.00    40,000.00      120,000.00    310,000.00    
Option B Net Income Ratio 85% 93% 44% 71% 86%
Obtion B Net IncomePer Unit Sold 4.52               7.41               0.89               1.41               6.89               



Notes:  Current Values column represents values of changing cells at
time Scenario Summary Report was created.  Changing cells for each
scenario are highlighted in gray.
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Static Budget Budgetted Amount Flexible Budget/Unit Flexible Budget Actual Cost/Unit Actual Amount
Units 100,000.00          80,000.00                         80,000.00               
Selling Price 25.00                   25.00                                20.00                      
Sales 2,500,000.00           2,000,000.00         1,600,000.00        



Variable Cost
Materials (2.50)                   (250,000.00)            (2.50)                                (200,000.00)          (3.50)                      (280,000.00)          
Labor (4.00)                   (400,000.00)            (4.00)                                (320,000.00)          (5.50)                      (440,000.00)          
Overhead (1.50)                   (150,000.00)            (1.50)                                (120,000.00)          (1.50)                      (120,000.00)          
Contribution Margin 17.00                   1,700,000.00           17.00                                1,360,000.00         9.50                        760,000.00           



Fixed Overhead (3.50)                   
Warehouse Rental (200,000.00)            (200,000.00)          (170,000.00)          
Insurance (100,000.00)            (100,000.00)          (100,000.00)          
Fulltime Warehouse Supervisor (50,000.00)              (50,000.00)            (35,000.00)            
TOTAL INCOME 1,350,000.00           1,010,000.00         455,000.00           
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Direct Materials Variance Quantity Price/Unit
Actual Unit @ Actual Price 80,000.00     (3.50)            (280,000.00)   (80,000.00)         Unfavorable Material Price Variance
Actual Unit @ Standard Price 80,000.00     (2.50)            (200,000.00)   
Standard Sales @ Standard Price 100,000.00   (2.50)            (250,000.00)   50,000.00          Favorable Material Quantity Variance
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