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[bookmark: _Toc102237737]Part A
[bookmark: _Toc102237738]Overview of Case Study
	Amana Ltd is the name of a family owned tourist business which is situated in England and is involved in selling of souvenirs to tourists. Consequently, the business comprises of several locations especially in the major tourist hotspot destinations in the country that include the likes of London Bridge, Brighton, Westminster bridge, Birmingham city centre, Buckingham Palace and Manchester city centre. Furthermore, the souvenirs are designed and manufactured by a Chinese manufacturer as per specific requirements and needs of the Amana team who sends the manufacturer the required set of designs. The business has been successfully operating for a period of 40 years and have started to understand the dynamics of the tourism industry in general.
	However, due to the Covid-19 pandemic, the Government has imposed several restrictions on travel and movement that has severely affected the tourism industry. Consequently, Amana’s business was adversely affected because of revenue plummeting in April of 2020. This is because the tourists were restricted from travelling during the Easter Holidays. Although there was a marginal improvement in revenue during the summer of 2020, but the prolonged period of lockdowns during December 2020 to February 2021 led to depletion of any additional revenue that was generated during the summer of 2020.
[bookmark: _Toc102237739]Purpose of Case Study
This case study presents the cost break down of Mr. Amana’s business concerning their product offerings. The main purpose of this case study is to prepare a monthly control report of the business that showcases the original budget, flexible budget and the variances. This control report is intended to serve as the basis for preparing a report that discusses the performance of the business for the financial year 2020. Lastly, the paper also looks to provide recommendations that can help the business in improving its performance.
[bookmark: _Toc102237740]Requirement (i): Monthly Control Report
	Control Report for Amana Ltd

	Items
	Unit Cost
	Original (£)
	Flexed (£)
	Actual (£)
	Variance

	Units
	
	1,00,000
	80,000
	80,000
	

	Selling price
	25
	25
	25
	20
	(5) (U)

	Revenue
	
	25,00,000
	[bookmark: OLE_LINK3]20,00,000
	16,00,000
	(400,000) (U)

	Variable costs:
	
	
	
	
	

	Materials
	2.50
	2,50,000
	2,00,000
	2,80,000
	(80,000) (U)

	Labour
	4.00
	4,00,000
	3,20,000
	4,40,000
	(120,000) (U)

	Overhead
	1.50
	1,50,000
	1,20,000
	1,20,000
	0

	Contribution
	17
	17,00,000
	13,60,000
	7,60,000
	(6,00,000) (U)

	Fixed overheads:
	
	
	
	
	

	Warehouse rental
	
	2,00,000
	2,00,000
	1,70,000
	30,000 (F)

	Insurance
	
	1,00,000
	1,00,000
	1,00,000
	0

	Fulltime supervisor salary
	
	50,000
	50,000
	35,000
	15,000 (F)

	Profit
	
	13,50,000
	[bookmark: OLE_LINK4]10,10,000
	[bookmark: OLE_LINK5]4,55,000
	(555,000) (U)


(Source: Calculated by Author)
Working Notes:
· The unit selling price of the flexible budget column is selected as £25 similar to the original budget. However, the total units is equivalent to the actual units sold which is 80,000 units.
· All the fixed overheads under the flexible budget will be equivalent to the budgeted expenses from the original budget.
· There will however be a change in the total variable costs under the flexible budget column which wherein 80,000 units will be multiplied by the per unit cost of such variable expenses computed from the original budget.
· Under the variance, column, the letter ‘U’ stands for an unfavourable variance while the letter ‘F’ signifies the variance to be favourable. Furthermore, the variance column is calculated as the difference in between the flexed budget column and the actual figure column.
[bookmark: _Toc102237741]Requirement (ii): Report on Performance during 2020
	The above control report that has been formulated for Amana Ltd showcases the performance of the business during the financial year 2020. The control report illustrates the static budget, flexible budget as well as the actual performance. Variances have been calculated as a result of deviations of the actual performance from the flexible budget as it is illogical to compare results with the static budget because of difference in the total activity level accounted for (Blocher et al. 2019). A flexible budget tends to flex the static budget for inculcating the actual activity level of the business (Brewer, Garrison and Noreen 2015). A thorough analysis of the control report illustrates that the performance of the company has been affected severely.
	First and foremost, the business was anticipating selling 100,000 units of souvenirs during the year. However, the tourism industry remain affected owing to the Covid-19 situation for which the total activity level could not match up to the units that was anticipated. However, the business in a situation of reduced demand has reduced its average selling price per unit from £25 to £20. Coupled with a decline in activity level and the unit selling price, the total revenue generated for the year was significantly affected. Hence, an unfavourable revenue variance of £ 400,000 persists. Although the ideology of reducing the selling price is understandable as the business was trying to remain competitive at a time where the demand was declined, it is worth mentioning that reducing the selling price does not guarantee to drive a surge in volume figures. This is quite evident from the actual activity level of the business.
	When it comes to variable costs, there are three predominant costs forming the total variable costs as seen in the control report. These are material costs, labour costs and overhead costs. Variable costs are those costs which tend to change with changes in the activity or production level of the business. One may argue stating that the activity level of the business has declined while the variable expenses have increased on the contrary or has remained same. The material costs for instance can be observed to have increased from £200,000 to £280,000 resulting in an adverse variance of £80,000. This means that the per unit cost of material has changed from what is budgeted for. The budgeted unit cost of material is worth £2.50 while the actual unit cost of material turns out to be higher at £3.5 (280000/80000). There are multiple number of reasons which may affect the cost of materials to become higher. Inflation, Supply chain issues, raw material availability, higher bargaining power of suppliers are some of the common issues which may have resulted in the price increase of the materials under review (Warren, Reeve and Duchac 2016).
	The adversity of labour expense is even more striking when compared to the material variance. This is because the total labour expense budgeted for was worth £320,000 while the actual expense incurred was worth £440,000. This conclusively resulted in an unfavourable variance of £120,000. The budgeted labour cost per unit was £4 while the actual labour cost per unit turned out to be higher at £5.5 which has resulted in an unfavourable variance. Again, there may be several reasons as to why the costs may have turned out to be higher than budgeted which can include the likes of increase in average wage rate, pressure from staff & unions, idle time increase and an increase in casual labour appointments (Taschner and Charifzadeh 2016). Lastly, the overhead expense does not change at all resulting in a variance worth nil and has been incurred in proportion to the activity level.
	The business however was in a sound position to reduce their fixed overhead expenses during the pandemic phase. This is evident from two prominent expenses which are warehouse rentals and fulltime warehouse staff salaries. The warehouse rental has decreased from £200,000 to £170,000 resulting in a favourable variance worth £30,000. Additionally, a reduction in the fulltime warehouse staff salaries from a budgeted figure of £50,000 to an actual spend of £30,000 has also resulted in a savings of £15,000. Lastly, insurance expense remains absolutely fixed at £100,000.
	As a result of all the variances, the ultimate bottom line operating profits of the business has been severely affected, both in absolute terms as well as relative terms. Absolutely speaking, the profit figure of the business has decreased from a budgeted profit of £10,010,000 to an actual profit of £455,000 thus resulting in an unfavourable variance of £555,000. In relative terms, the profit margin of the business has deteriorated as a result from 50.50% (1,010,000/2,000,000) to 28.44% (455,000/1,600,000).
[bookmark: _Toc102237742]Requirement (iii): Recommendations for Areas of Improvement
	Given the performance discussion presented above, there are two broad areas that need to be considered and can be recommended for an improvement in the future financial performance of the business. The first aspect that needs to be considered is revenue. The business may not have a direct control over the state of the tourism industry in general which has affected demand. However, reducing the selling price per unit during such a stage may not make financial sense. Instead, the business is required to review the prices constantly to generate profits for reducing the price in an effort to stimulate sales is not sustainable during the long term. The business should consider the use of sales promotion techniques and digital marketing strategies to organically grow sales numbers (Mowen, Hansen and Heitger 2015).
Their present marketing efforts with a simple website is very limited when it comes to making an online presence. The Covid-19 pandemic has resulted in an exponential increase in digitalisation and the new trend is to make a digital presence. The business already has a functioning presence offline with its physical stores and is required to expand their efforts online. Some amount of capital investments may be incurred to set up a digital business as well. Alternatively, strategic tie ups is also recommended with different websites and applications where the products can be offered. Further, the marketing efforts are quite negligible for which the business needs to have something substantial. It can therefore consider digital marketing strategies such as social media marketing, email marketing and search engine optimisation.
	Another broad form of recommendation in the best interests of the business is to review the cost structure especially the variable costs which include the likes of material and labour whose per unit prices have gone up. Since this is a product related business, material costs is a major part of the total cost of the product (Jiambalvo 2019). The business must ensure that the cost of materials are under control without having to compromise upon quality. It is therefore advised to the business to consider alternative suppliers of the same materials who can supply at cheaper rates without any quality issues and also has a good track records and reputation (Eldenburg et al. 2020). Another cost that needs to be kept track of are labour costs that have also clearly increased. Sound negotiations and fixed contracts may help in bringing down the total cost of labour. Hence, the business needs to consider both the aspects of improvement which is sales maximisation and cost optimisation.
[bookmark: _Toc102237743]Part B
[bookmark: _Toc102237744]Case study overview
	According to the facts of the case study, Mr Amana has realised that most of the competitors of the business have started selling online to customers who are not just located in the UK but also in the US and Europe. As a result, the owner is considering shutting of three retail locations in Brighton, Birmingham and Manchester in an effort to streamline the activities of the business which will help move 50% of the total sales to an online business model.
[bookmark: _Toc102237745]Purpose of case study
	There are several factors that need to be considered when making the decision, from a financial as well as non-financial standpoint. The main purpose of the second part of this paper is to recommend the owner Mr. Amana of whether the business should consider moving into online sales by setting up their own online shop or by selling their products online through Amazon.
[bookmark: _Toc102237746]Discussion of Option 1
	In this case, the business has to incur additional costs worth £150,000 (delivery network set up costs), £50,000 (cost of upgrading website) and £35,000 (fulltime IT programmer salary). From the above analysis in Part 1, the unit variable cost in making the product is worth £10.5. Further, it is expected that the business will be able to sell 100,000 units annually with the help of this option. Hence, the benefit of this proposal is summarised in a tabular representation as follows:
	Particulars
	Option 1

	Unit Sales Guaranteed
	1,00,000

	Unit Selling Price
	20

	Total Revenue
	20,00,000

	Unit Variable Cost
	10.50

	Total Variable Cost
	10,50,000

	Total Contribution
	9,50,000

	Less: Fixed Costs:
	

	Set up Costs of Delivery Network
	1,50,000

	Website Upgrading Cost
	50,000

	IT Salary
	35,000

	Expected Benefit
	7,15,000


(Source: Author)
[bookmark: _Toc102237747]Discussion of Option 2
	In the case of Option 2, the expected guaranteed sales is equivalent to 65,000 units. Further, Amazon tends to charge a fulfilment fee of £50,000. The unit variable cost in this case remains the same at £10.5. Hence, the expected benefit if this option were to be accepted has been represented in a tabular format as follows:
	Particulars
	Option 1

	Unit Sales Guaranteed
	65,000

	Unit Selling Price
	20

	Total Revenue
	13,00,000

	Unit Variable Cost
	10.50

	Total Variable Cost
	6,82,500

	Total Contribution
	6,17,500

	Less: Fixed Costs:
	

	Amazon Fulfillment Fee
	50,000

	Expected Benefit
	5,67,500


(Source: Author)
[bookmark: _Toc102237748]Concept of Relevant Cost
	Relevant costs in management accounting are referred to as such costs which only pertains to the particular decision under review. These costs tend to vary based on the context of decisions (Drury 2018). The above calculations can be considered as vague for it does not consider the relevance of costs. When it comes to both these options, the unit variable cost tends to remain the same for both these options. This means that the business will have to incur the variable costs no matter which option it ultimately opts for. As a result, it is the fixed costs that are relevant in this case from a managerial standpoint. The total fixed costs in Option 1 is worth £235,000 while that in the case of Option 2 is worth £50,000. Hence, the actual benefit lies in selling through Amazon where the benefit amounts to £235,000 - £50,000 = £185,000.
[bookmark: _Toc102237749]Other Relevant Factors
	There are other qualitative factors which also have to be considered when it comes to decision making. The business has to consider that setting up a new online network (Option 1) will require additional fixed costs but may report a higher margin. Additionally, when it comes to Option 2, the main issue pertains to the pricing policy. The business will not have much control over the prices of its own products. Furthermore, there is also a control over the return policy at Amazon as the business will not have much control over the same. Another cause of concern with Option 2 is that the degree of competition is quite high with several souvenir sellers in the platform which may result in price wars for which the business may not have control. The guaranteed sale units is also lower in the case of Amazon which in the case of Option 1 is higher. Therefore, in a nutshell, there seems to be a lot of issues and uncertainties involved with Option 2 while Option 1 seems to be safer from an investment standpoint irrespective of the higher fixed costs it may have to incur. Further, these costs may be reduced over the long run as the online business tends to mature.
[bookmark: _Toc102237750]Final Recommendation
	The business should go about investing in Option 1 which is to set up their own online presence in favour of Option 2 which is selling directly through Amazon. This is supported from financial as well as non-financial analysis of the situation.
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