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Amana Ltd is an English family-owned tourism enterprise that offers gifts to travellers. They have many sites around England's tourist areas, including Brighton, London Bridge, Westminster Bridge, Buckingham Palace, Birmingham city centre, and Manchester city centre. Souvenirs are manufactured by a Chinese firm tailored to the Amana team's specifications.
They have been successfully managing a company for 40 years and have developed an understanding of the tourist industry's changing nature. Recently, England was hit by the Covid-19 outbreak, prompting the government to put bans on travel and tourism, badly affecting the tourism industry. Amana's revenue fell significantly in April 2020 due to tourists being unable to travel during the Easter holidays; nevertheless, sales increased a little in the summer of 2020; regrettably, the continuous lock down in both December 2020 and February 2021 wiped out any extra revenue earned during the summer.
Previously, Amana ltd dealt only via physical shops, with a functional website acting as a marketing platform.
The report will analyse the original, flexed and actual budget of Amana LTD and will discuss about variances, whether they are favourable or unfavourable and what the company can do in order to be more profitable.
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Below are the original, flexed and actual budget and the price and quantity variances, along with the overall variance.
	Items
	Cost per unit
	Original (£)
Standard Quantity x Standard Price
	Flexed (£)
AQ x SP
Actual Quantity x Standard Price
	Actual
Actual Quantity x Actual Price
	Price Variance
(Flexed - Actual Budget)
	Quantity Variance
(Original - Flexed)
	Overall 
Variance

	Units
	 
	100000.00
	80000.00
	80000.00
	 
	 
	 
	 
	 
	 

	Selling price
	25.00
	25.00
	25.00
	20.00
	 
	 
	 
	 
	 
	 

	Revenue
	 
	100000 x 25 = 
	80000 x 25 = 
	80000 x 20 = 
	 
	 
	 
	 
	 
	 

	 
	 
	2500000.00
	2000000.00
	1600000.00
	400000.00
	F
	500000.00
	F
	900000.00
	F

	Variable costs:
	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Materials
	2.50
	2.5 x 100000 = 
	2.5 x 80000 = 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	250000.00
	200000.00
	280000.00
	-80000.00
	UF
	50000.00
	F
	-30000.00
	UF

	Labour
	4.00
	4 x 100000 = 
	4 x 80000 = 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	400000.00
	320000.00
	440000.00
	-120000.00
	UF
	80000.00
	F
	-40000.00
	UF

	Overhead
	1.50
	1.5 x 100000 = 
	1.5 x 80000 = 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	150000.00
	120000.00
	120000.00
	 
	 
	30000.00
	F
	30000.00
	F

	Contribution
	25 - (2.5+4.0+1.5) = 
	100000 x [25 - (2.5+4.0+1.5)] = 
	17 x 80000 = 
	 
	 
	 
	 
	 
	 
	 

	(Sales - VC)
	17.00
	1700000.00
	1360000.00
	760000.00
	600000.00
	F
	340000.00
	F
	940000.00
	F

	Fixed overheads:
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Warehouse rental
	200000.00
	200000.00
	200000.00
	170000.00
	30000.00
	F
	 
	 
	30000.00
	F

	Insurance
	100000.00
	100000.00
	100000.00
	100000.00
	 
	 
	 
	 
	 
	 

	Fulltime warehouse 
supervisor salary
	50000.00
	50000.00
	50000.00
	35000.00
	15000.00
	F
	 
	 
	15000.00
	F

	Profit
	 
	17000000 - (200000 + 100000 + 50000)
	 
	 
	 
	 
	 
	 
	 
	 

	 
	 
	1350000.00
	1010000.00
	455000.00
	555000.00
	F
	340000.00
	F
	895000.00
	F
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As seen in the above calculation, one of the main issues of Amana LTD was the fact that materials and wages have increased, thus making those variable costs to become unfavourable in the overall calculation (Rhode & Garrison, 2019).
We know that the fixed costs will remain unchanged, therefore it does not matter if the company has produced and sold 80,000 units instead of the budgeted 100,000 units, because the costs of renting the warehouse, insuring business and paying the wages for the warehouse supervisor are the same for the range analysed, which is the accounting period of 1 year.
The decision to drop the prices was not a good one, especially because the costs of materials and labour have increased. This, along with the decrease in sales volume, had significantly reduced the profit of the company in comparison with the budgeted amount and sale price (Carey & Knowles, 2020).
We can notice a decrease of 18% in profit, although the fixed overheads were slightly lower than the budgeted amounts.

Reducing prices for products has benefits such as (Wood & Sangster, 2015):
· It has the potential to generate a rush of revenue during dull periods.
· It has the potential to momentarily enhance cash flow.
· It's an effective technique to launch a new product quickly and to a larger audience.
· It's a straightforward method of liquidating surplus inventory or expired products.

But that are also negative consequences of a strategy involving reduction of sales price (Dyson, 2007)
· Customers have become used to it, particularly when it is a plain price reduction with no additional components.
· It results in a disproportionate reduction in earnings
· It requires more labour on the part of the firm, and it takes longer to recover from errors, replacements, and returns.
· It may result in long-term consumer loss and a drop in revenue.
· Amana might attract the incorrect kind of customer—the bargain hunter.
· It may result in a decreased perceived value (people think Amana’s products are simply worth less)

· It is detrimental to Aman’s brand. Customers who paid the full amount may be resentful of the price reductions. 
· It is not a panacea for underlying issues. For instance, it will not compensate for poor customer service.
· Costs may increase. For example, increasing volume may result in a rise in miscellaneous variable expenses, defeating the aim of the price reduction.
· Rivals may react with more price reductions, resulting in a price war and nobody is victorious.
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One of the main recommendations to Amana’s management is to find cheaper suppliers for the raw materials they are using to produce their goods, thus reducing the variable costs incurred by it.
The price of supplies has a direct impact on how much it costs a business to manufacture a product (Elliot, 2013). A rise in the cost of raw resources will result in an increase in the cost of manufacturing. If a business can negotiate a lower price with a supplier, this might result in improved profit.
Another solution is sourcing the entire production to the same country as the one they are using now for their raw materials (China), thus cutting short both variable costs and overhead costs (Carey & Knowles, 2020).
Sourcing from low-cost marketplaces is an excellent approach to reduce basic manufacturing costs. This is due to the fact that practically everything is cheaper in locations like China, Brazil, Vietnam, the Middle East, and Southeast Asian markets. Numerous businesses have effectively reduced critical manufacturing costs via the use of clever global sourcing methods. Low cost markets include paying less for infrastructure, raw materials, and overheads, among other things (Jones, 2006).

There are also a number of other solutions that Amana can implement in order to become more profitable such as:
· Be aware of their strategic expenses. Management should identify the activities that generate the highest income and make a concerted effort to eliminate everything else (Ryan, 2008). Strategic costs are those that are directly related to product quality, superior customer service, lucrative new sales, or the company’s stated competitive advantage. Amana LTD should take into account anything else that is overhead.


· Conduct an audit of all expenditures and charges: According to a research in 2022, profit-oriented CEOs always ask one basic question before making a decision: "What is the excellent business case for doing this?" If there is no straightforward solution to this issue, revaluate those expenses (Carey & Knowles, 2020).
· Accept Technology. Examine the present administrative operations and discover places where technology, rather than personnel, may be used to automate. The corporate world is developing at a very fast pace, and keeping up with the newest innovations via the use of technology will result in huge cost savings.
· Create and adhere to a monthly budget. Amana cannot manage something they are unable to quantify. Although two-thirds of owners say they are responsible for cost management, many do not have financial budget, according to a National Foundation for Independent Company survey of small business owners. According to Bob Fifer, author of Double Your Profits, if you want to save a significant amount of money in a short period of time, create a budget. It has the potential to save you a substantial amount of money each month.
· Reducing the costs of marketing. Traditional marketing techniques are too expensive and outmoded. Amana should harness the internet's capacity to connect with millions of online consumers, as they are already trying to do by going online with 50% of their sales volume. Internet advertising options are both free and paid. Rather of engaging a marketing firm, Amana may promote its company using free classifieds websites and low-cost CPC adverts. Not only would it be less expensive, but it would also be more focused and effective.
· Costs should be bid out on a regular basis. Any expenditure that is not competitively procured is a squandered cost-cutting opportunity. Amana should accept no price hikes without first soliciting competitive bids. Even informing a supplier that the company is contemplating outsourcing work might produce cost-cutting suggestions.
· Automate cost-control procedures. You may get more control over the majority of your business's costs by investing a little time in learning how to use basic online banking tools and controls. Establish the power to approve all expenditures and to restrict others via automated entitlements, authorizations, and spending limitations, especially for strategic or high-value cost categories.
· Customer Service. Every firm has clients, and nobody can afford to overlook customer support. Having saying that, keeping your own customer care staff may be pricey. Add the expense of recruiting and training to that. That is why the vast majority of small companies choose to outsource customer service to a third-party partner.

· Have a satisfied customer? Through presentations or casual interactions, Amanda’s sources may inspire others to utilise their goods or services by sharing what they've gained from utilising them.
· Consider the value of experience. By employing interns, Amana may get free or low-cost assistance and provide an opportunity for local college students to learn the ropes. Also, they can reduce the variable costs for labour, thus increasing profits.
· Join a professional organisation. Numerous trade and business groups charge fair dues and give savings on anything from insurance, vacation, and vehicle rental to long-distance phone service, prescription medications, and even golf course fees.
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	Items
	Cost per unit
	Original (£)
Standard Quantity x Standard Price
	Online Sales 
	Amazon

	Units
	 
	100000.00
	100000.00
	65000.00

	Selling price
	25.00
	25.00
	25.00
	25.00

	Revenue
	 
	100000 x 25 = 
	100000 x 25 = 
	65000 x 25 = 

	 
	 
	2500000.00
	2500000.00
	1625000.00

	Variable costs:
	
	 
	 
	 

	Materials
	2.50
	2.5 x 100000 = 
	2.5 x 100000 = 
	2.5 x 65000 = 

	 
	 
	250000.00
	250000.00
	162500.00

	Labour
	4.00
	4 x 100000 = 
	4 x 100000 = 
	4 x 65000 = 

	 
	 
	400000.00
	400000.00
	260000.00

	Overhead
	1.50
	1.5 x 100000 = 
	1.5 x 100000 = 
	1.5 x 65000 = 

	 
	 
	150000.00
	150000.00
	97500.00

	Contribution
	25 - (2.5+4.0+1.5) = 
	100000 x [25 - (2.5+4.0+1.5)] = 
	100000 x [25 - (2.5+4.0+1.5)] = 
	17 x 65000 = 

	(Sales - VC)
	17.00
	1700000.00
	1700000.00
	1105000.00

	Fixed overheads:
	 
	 
	 
	 

	Warehouse rental
	200000.00
	200000.00
	200000.00
	200000.00

	Insurance
	100000.00
	100000.00
	100000.00
	100000.00

	Fulltime warehouse 
supervisor salary
	50000.00
	50000.00
	50000.00
	50000.00

	Delivery network
	 
	 
	150000.00
	 

	Website
	 
	 
	50000.00
	 

	IT programmer
	 
	 
	35000.00
	 

	Amazon FBA
	 
	 
	 
	50000.00

	Total fixed overheads:
	 
	350000.00
	585000.00
	400000.00

	Profit
	 
	1700000 - 350000 = 
	 
	 

	 
	 
	1350000.00
	1115000.00
	705000.00



Predetermined overhead absorption rates are used based on actual goods output during a certain accounting period or specified timeframe to absorb overhead costs (Rhode & Garrison, 2019). According to planned costs and production, overhead rates are calculated. 
Over absorption occurs if the overheads absorbed are more than the actual overheads incurred. We are talking about under absorption when the absorbed overhead is less than what was actually spent in the period under review.

Reasons for Over or Under absorption of overhead costs (Rhode & Garrison, 2019)
· There is a discrepancy between the hours worked and the budgeted hours.
· Budgeted overheads do not match up with real overheads.
· There is a discrepancy between actual and anticipated overhead expenditures and activity levels.
· It is possible that the approach of absorbing overhead costs is incorrect.
· Expenses that are not anticipated may arise throughout the accounting period.
· It is possible that the computation of the overhead absorption rate includes additional charges.
· Significant shifts, such as the substitution of manual labour by machinery. As a result, there is an increase in overall capacity.
· Seasonal variations in the overhead costs from one period to the next.

When output is quantified in physical units like number, weight, etc., the per-unit approach of overhead absorption is utilised (Rhode & Garrison, 2019).

Amana LTD had 2 options available: either to go towards an online sales business which will guarantee a sales volume of 100,000 units or proceed towards Amazon and use their FBA program, which will guarantee a sales volume of 65,000 units.
Looking at the initial budget for 100,000 units we can calculate that we had a rate per unit of 350,000 / 100,000 = £3.5. In the case of using the online sales solution, the Fixed overhead costs are now increased for the same number of units produced, because we need to add all the costs associated 


with launching the website, setting up a new network of delivery and paying the salary for a programmer who will be in charge of designing and maintaining the website.
These additional costs, along with the existing ones, will now increase the Fixed Overhead costs to 
£585,000, and extra £285,000 compared to the initial budget. That means that we now have a rate per unit of £5.85, which suggests that the direct cost of each unit produced is now higher, and in order to cover these new costs, we will have to increase the price of the products sold.
The second option, using the Fulfilment by Amazon solution, is only incurring an extra cost of £50,000 (the fees charged by Amazon) on top of the existing ones according to budget. However, because we can now produce and sell just 65,000 units, the rate per unit is £400,000 / 65,000 = £6.15 per unit, which is much higher than the one obtained if Amana LTD would’ve chosen to go into the online sales. So, the costs incurred by using FBA are significantly higher compared to the volume of sales that can be provided by using Amazon’s services.
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Amana LTD should focus on keeping the same price and not reducing it from £25 and also try to find better alternatives for the suppliers of raw materials. Although it is not advisable to reduce wages, they can reduce the number of employees but focus on improving productivity, thus increasing the number of products manufactured monthly. As for the long-term pricing strategy, then can use coupons or discounts in periods where sales are low, in order to incentivize buyers and maintain a high volume of sales.
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