[image: Text

Description automatically generated with low confidence]

                   Management Accounting
Module code: LCBB5002
Lecturer: Dr Zainab Atta

Assignment Title: 
Assessment 2 

Student ID: 2112679
Cristina Anton







Table of Contents
Introduction	3
Part-1 Amana Ltd control Report and Performance Evaluation	3
Question-1 Monthly Control Report of Amana Ltd	4
Question-2 Performance Report of Amana Ltd	5
Question-3 Recommendations for CEO of Amana Limited	7
Employ resources to increase sales	7
Reduce Cost	7
Open an Online platform and reassess the price	8
Part-2 Online platform of Amana Ltd	8
Online shop of Amana Ltd	8
Selling through Amazon	10
Conclusion	12
References	13





[bookmark: _Toc119344801]Introduction

Amana Ltd. is a family-run company with retail locations in the United Kingdom and is involved in travel and tourism. The souvenir shop, which has been in business for forty years, currently has multiple locations in popular tourist destinations such as Buckingham Palace, Westminster Bridge, and London Bridge. During the COVID-19 lockdown and social distancing in 2020, when the entire tourism industry went into a frenzy due to the severe unfavourable external environment, the complications with operational management became more severe (Okafor et al., 2022). Amana Ltd. experienced losses because its customer base depends on the volume of tourists. On the other hand, the management has no influence whatsoever over these external factors; all they can do is devise a management control structure to minimise the impact of these external factors (Hansen et al., 2003). This report comprises two parts, the first of which discusses the control report on past performance and the second of which provides an answer to the strategic expansion decision.
[bookmark: _Toc119344802]Part -1 
Amana Ltd control Report and Performance Evaluation

Companies evaluate the efficacy of their prior decisions and the effectiveness of their management through deviation analysis using control reports, which allows for the establishment of appropriate corrective actions (Collier et al., 2005). Amana Ltd.'s operational and financial performance suffered severely in 2020, and the company needed help to meet its goals. The many lockdowns implemented in the UK led to cancelling several events and travel plans linked to the holidays. They have thus established budgets to monitor the shifts that take place in the variables of their budget.






[bookmark: _Toc119344803]Question-1 Monthly Control Report of Amana Ltd

	Control Report of Amana Ltd

	Items
	Cost per Unit
	Original Budget (£)
	Flexed Budget (£)
	[bookmark: _Hlk119333418]Actual Budget (£)
	Variance
	Comment

	Units 
	
	100,000
	80,000
	80,000
	20,000
	Unfavourable

	Selling price
	25
	25
	25
	20
	5
	Unfavourable

	Revenue
	
	2,500,000
	2,000,000
	160,0000
	900,000
	Unfavourable

	Variable costs:
	
	
	
	
	
	

	Materials
	2.50
	250,000
	200,000
	280,000
	-30,000
	Unfavourable

	Labour
	4
	400,000
	320,000
	440,000
	-40,000
	Unfavourable

	Overhead
	1.50
	150,000
	120,000
	120,000
	30,000
	Favourable

	Contribution
	17
	1.700,000
	1,360,000
	760,000
	940,000
	Unfavourable

	Fixed overheads:
	
	
	
	
	
	

	Warehouse Rental
	200,000
	200,000
	200,000
	170,000
	30,000
	Favourable

	Insurance
	100,000
	100,000
	100,000
	100,000
	-
	Favourable

	Fulltime warehouse supervisor salary
	50.000
	50,000
	50,000
	35,000
	15,000
	Favourable
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Question-2 Performance Report of Amana Ltd

Sales Unit- Reduced by 20,000 units 
The total sales unit got a serious unfavourable deviation as the actual sales unit is 80,000 units, whereas the anticipated amount in the original budget was 100,000. This situation later led to other unfavourable outcomes in their performance. The decreased sales volume results from the lockdown, as their targeted customers are tourists who visit the spots during holidays and in general. With the limitation of transportation, travelling and social gathering, Amana could not reach its target customer base. Unlike some of its peers, it only functions through offline outlets, so it could not shift its sales to online mediums. The lower sales volume lowered its cash inflow from sales resulting in a lower contribution margin to cover other costs relevant to the business.
[bookmark: _Hlk119333659]Selling price per unit- Dropped by £5
Here the selling price is for the combined portfolio of their souvenir products. The realised change is unfavourable for Amana Ltd. Generally, businesses increase their sales revenue either through increased sales volume or through increasing prices. Here, both sales volume and unit price deteriorated during the period resulting in a considerable variance in the total sales revenue in the actual scenario compared to the original budget, where the total sales revenue is £2500000, which is £900,000 more than the realised revenue with 80,000 units sold at £20 each. Combined, the company failed to generate the desired cash inflow from its sales functions and witnessed a substantial deviation in the realised sales revenue.
[bookmark: _Hlk119334464]Sales Revenue- Decreased by £900,000
The disparity is not in the company's favour since COVID-19 caused the economy to deteriorate, which led to an increase in the CPI; as a result, the costs associated with companies also climbed significantly (Price et al., 2022). A substantial cash inflow from Amana Ltd.'s sales operations was necessary to cover the higher costs; nevertheless, the control report must demonstrate significantly improved performance. They should have achieved their sales goal despite the decline in demand, and they should have done so even though they reduced the price below what was established in the initial budget, which drove the already meagre sales income even lower.

Cost of Materials- Increased by £30,000 and £1 per unit.
The cost of materials is unfavourable for Amana Ltd. The per unit cost of materials was £2.5 in the original budget resulting in £250,000 in total expenditure for materials. However, this cost increased to £280,000 in the original scenario even though the number of units was 20,000 lower. This scenario pushed the per unit martial cost by £1, making it £3.5 per head. The manufacturer of their products is a Chinese company responsible for materials and products with the provided designs of Amana Ltd. Supply chain disruption was a severe issue during the pandemic and global lockdown, so the cost of raw materials increased.
Cost of Labour- Increased by £1.5 per unit
This variance is a negative indicator for Amana's control report. The estimated per-head labour cost was £4 initially, which resulted in the total estimated cost of labour of £400,00. However, they failed to control the cost of manufacturing overhead as the cost per unit rose to £5.5, resulting in a total cost of labour of £440,000 even with 80,000 units of sales. The increased amount of manufacturing overhead went against the initial financial estimation.
Contribution- Reduced by £940,000
Contribution is the amount remaining after subtracting all variable and manufacturing costs of production to meet any fixed expenditures incurred in the business. High contribution denotes more cash remaining to meet fixed costs and profit. In the original budget, the contribution was 17 per unit with a whooping fund of £1,700,000 remaining to complete fixed overheads. However, performance did not follow the estimation, and the sales price was reduced by £5, where the variable cost per unit increased by £2.5, resulting in a drop of £940,000 in contribution amount. Even if we consider the contribution amount of flexed budget, which is £1,360,000, the deviation in contribution will be £600,000. This change is a significant negative performance outcome for Amana Ltd.
Overhead- Stable in both cases £1.5 per unit
Though the total amount shows a positive deviation of £30,000, the per unit cost of overhead is stable in both cases. The positive difference occurred because of the lower number of units in the actual scenario. Considering the economic condition, the cost stability is favourable for them; even though this does not bring them monetary benefits, they avoid extra expenditure.


Fixed Overhead- Favourable deviation from the original Budget
Amana Ltd successfully managed its fixed expenditures as it lowered by £45,000, mainly recognised from the decreased amount of cost regarding the warehouse. Warehouse rental got reduced by £30,000, whereas the salary estimated for warehouse personnel was reduced by £15,000. The insurance cost remained the same over the budgets. So, Amana Ltd managed the fixed part of the expenditure quite well.

[bookmark: _Toc119344805]Question-3 Recommendations for CEO of Amana Limited

[bookmark: _Toc119344806]Employ resources to increase sales
Because of the combination of the low sales price and the overall volume of units sold, the primary source of the negative variance in the control report of Amana Ltd. is recognised as coming from the substantially lowered amount of sales revenue. This results from the low sales price and total sales volume. They could not achieve their desired level of client base, which led to a fall in demand and, consequently, pricing. This result came from their inability to operate any other channel for the pump to continue the ongoing epidemic. As a result, they need to increase their sales, and to do so, Amana requires an alternate route to provide their clients with the commemorative goods they sell. They need to expand their market reach to a wider variety of clients to address the decline in demand. To do this, they must invest their resources in marketing and product placement.
[bookmark: _Toc119344807]Reduce Cost
During the period in question, the production overhead costs went up by £2.5 per unit, which is a significant amount compared to the total. Two fundamental causes may be identified as having contributed to the negative deviation: one is material, and the other is labour. As for the material, given that they are currently acquiring their products from international manufacturers, they can switch their material supply. One different approach would be to partner with the stakeholders while settling on the terms and conditions. This would allow the stakeholders to deal with any changes in the price of the market. They might contract with their manufacturer to discuss schedule optimisation and reward performance to boost productivity, which would help them deal with the higher labour cost.
[bookmark: _Toc119344808]Open an Online platform and reassess the price.
The company will have a highly focused concentration on visitors but launching an online platform may reach numerous people in addition to that market. They will be able to compensate for the variance incurred during the epidemic and review their pricing according to the demand of their customers since this would provide them with more excellent market coverage. Therefore, having some leeway in setting prices will aid in bringing in more money from sales.
[bookmark: _Toc119344809]
Part-2 
The online platform of Amana Ltd
[bookmark: _Toc119344810]Even though the fixed portion of Amana Ltd.'s 2020 spending was somewhere favourable, the company's operations could have been more stable due to their missed opportunities to execute more effectively within their initial budget. It could have been more stable. The steep fall in their sales was the primary driver of this problem. The discrepancy may be explained by the absence of an online component and the COVID-induced stock, just as it is the case with other businesses that are active in the tourist industry (Sigala, 2020). As a result, Mr Amana, the firm's CEO, has proposed launching an online platform for the company's operations; the choice about the company's growth might take either of two possible forms.
Online shop of Amana Ltd
Amana Ltd. was allowed to launch and run its online business section due to this choice, and as a result, it can exercise complete control over the operation. Amana Ltd., on the other hand, requires some early expenditures since it is now in a position where it must hold all of the infrastructural resources to run an internet sector that can accommodate its supply quantity.
Some Costs directly attributed to this option are: 
Cost of delivery network £150,000
Establishment of the website to enable sales of £50,000
Salary of IT personnel £35,000
So, they need to pay a total of £235,000 to avail of this option of online expansion. However, this option also guarantees them the sale of 100,000 units, and if we consider the unit price of the actual scenario, which is £20, they will have the following financial outcomes:
	
	Online Shop

	Units 
	100,000

	Selling price
	20

	Sales
	2,000,000

	Variable costs:
	

	Materials
	250,000

	Labour
	400,000

	Overhead
	150,000

	Contribution
	1,200,000

	Fixed overheads:
	

	Warehouse rental
	200,000

	Insurance
	100,000

	Fulltime warehouse supervisor salary
	50,000

	Profit/loss
	850,000

	Cost of Online shop:
	

	Delivery Network
	150,000

	Website Development
	50,000

	Salary of IT
	35,000

	Total Cost of an online shop
	235,000

	Remaining Income
	615,000


 
The manufacturing overheads of the original budget are considered here as the selling price is taken from the actual budget to balance out risks. As we can see, even after considering all the relevant costs of setting up an online shop, Amana Ltd will register a profit of £615,000 while considering a lower selling price. If they can operate their online segment well, they can charge more for their products, increasing the revenue. They will enjoy complete liberty of pricing policy, and they will be able to design their customer service and returning policy. This alternative allows them to go for specialisation and different market positioning.
A big downside of this option is the management aspect; as they only have experience with offline store management, maintaining an online segment will take more work for management. This will likely increase their advertisement and administrative cost. The initial establishment cost will be an issue if they fail to pull off their online segment. This risk is quite reasonable considering the units guaranteed by this option.
[bookmark: _Toc119344811]
Selling through Amazon
The second option is to sell its products on Amazon through a fulfilment fee of £50,000 per annum. This option ensures 65,000 units of product sales. Amana Limited would be competing with similar vendors selling through Amazon platforms. Mr Amana will have little control over the online segment, including the pricing policy. With the same consideration as the last option, its financial outcome will be the following:

	
	Amazon

	Units 
	65,000

	Selling price
	20

	Sales
	1,300,000

	Variable costs:
	

	Materials
	162,500

	Labour
	260,000

	Overhead
	97,500

	Contribution
	780,000

	Fixed overheads:
	

	Warehouse rental
	200,000

	Insurance
	100,000

	Fulltime warehouse supervisor salary
	50,000

	Profit/loss
	430,000

	Cost of Amazon:
	

	Fulfilment Fee
	50,000

	Remaining Income
	380,000




The option cost is low for this option; Amana will only have to pay the fulfilment fee to Amazon. The remaining estimated income for this option is £380,000. Though this option will reduce the managerial complications and maintenance hassle to a minimum, the company will lose most of its operational hold of the online segment. They will not be able to decide on the return policy and customer service. The Amazon way may not align or even contrast with their market positioning.

Decision- Establish an online shop
It is recommended that Amana Ltd should establish an online shop to operate their online segment of the business.
Advantages
· Better financial prospect with a higher number of units sells and high revue.
· Flexibility in terms of pricing based on demand-supply.
· Overall operational control over the supply chain, including after-sale services.
· A broader scope of market positioning and differentiation. 
Disadvantages
· The high initial cost of set-up
· Lack of expertise in handling online business.
· Management complications and related costs.



[bookmark: _Toc119344812]Conclusion
It is clear from the control report that Amana Ltd. had more than its fair share of financial challenges in the year 2020. Amana Ltd.'s significant and positive variation points come from the expenses associated with its sales and production overhead. In addition, the firm had worked hard to stay up with its planned financial estimations. Still, despite all its efforts, most of its performance variations could be more favourable than the original objective. It is suggested that Amana Ltd. enter a long-term cooperation arrangement with its stakeholders, who are primarily suppliers. They should also establish new routes to supply their goods when the structure of the market changes. Since it is dangerous to have a concentrated client base that relies on a cyclical sector, they should take this step. It is advised that they establish their online store to facilitate the growth of their presence in the internet market. Due to this move, they would see improved financial outcomes and sole control over the company's operational management.

[bookmark: _Toc119344813]References:
1. 1. Collier, P.M. and Agyei-Ampomah, S. (2005) Management accounting-Risk and control strategy. Elsevier.
2. 2.Hansen, S.C., Otley, D.T. and Van der Stede, W.A., 2003. Practice developments in budgeting: An overview and research perspective. Journal of management accounting research, 15(1), pp.95-116.
3. Okafor, L., Khalid, U. and Gama, L.E.M., 2022. Do the tourism sector's size and digitalisation level affect the COVID-19 economic policy response? Evidence from developed and developing countries. Current Issues in Tourism, pp.1-24.
4. Price, S., Wilkinson, T. and Coles, T., 2022. Crisis? How small tourism businesses talk about COVID-19 and business change in the UK. (“Crisis? How small tourism businesses talk about COVID-19 and business ...”) Current Issues in Tourism, 25(7), pp.1088-1105.
5. Alegre, J. and Sard, M., 2017. Price strategies by German and British tour operators in Mallorca. (“Price strategies by German and British tour operators in Mallorca”) Journal of Hospitality and Tourism Management, 33, pp.93-102.
6. Rhode, S. and Garrison, N. (2019) Management Accounting. Sixth edition. London, England: McGraw Hill 

2

image1.jpeg
Prifysgol Cymru
Y Drindod Dewi Sant
University of Wales
Trinity Saint David





