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Introduction
Amana Limited is an England based business which is engaged in selling souvenirs to the tourists. They supply these souvenirs at many places for the past 40 years. These products which are sold by them are manufactured by a Chinese manufacturer as per the designs produced by the Amana team. The dynamics of the tourism industry has changed after the Covid-19 pandemic as the government has imposed many restrictions on travel. Amana’s revenue was severely affected due to these restrictions. This concerned Amana and its managers decided to sell its product online which would help them generate revenues in such a solution. It had two alternatives to sell its products which have been discussed in the report. A budget has been created which helps to compare between the expected revenues and cost to the actual revenue and costs (Alvarez, 2013). The two online selling alternatives has also been discussed and analyzed in the second part of the report. 


Part A:
(i) Preparation of monthly control report showing original budget, flexed budget and variances. 
	Particulars
	Original Budget
	Flexed Budget
	Actual
	Variance
	 

	 
	 
	 
	 
	 
	 

	Units
	100000
	80000
	80000
	 
	 

	Selling Price Per Unit
	25
	25
	20
	 
	 

	 
	 
	 
	 
	 
	 

	Selling Price
	2500000
	2000000
	1600000
	-400000
	Unfavourable

	Less: Variable costs
	 
	 
	 
	 
	 

	Material 
	250000
	200000
	280000
	80000
	Unfavourable

	Labour
	400000
	320000
	440000
	120000
	Unfavourable

	Overhead
	150000
	120000
	120000
	0
	 

	Contribution
	1700000
	1360000
	760000
	-600000
	Unfavourable

	Less: Fixed costs
	 
	 
	 
	 
	 

	Warehouse rental
	200000
	200000
	170000
	-30000
	Favourable

	Insurance
	100000
	100000
	100000
	0
	 

	Fulltime warehouse supervisor salary
	50000
	50000
	35000
	-15000
	Favourable

	Profit
	1350000
	1010000
	455000
	-555000
	Unfavourable





(ii)
In the previous section, we have prepared a monthly control budget which reflects the original budget, the flexed budget for the number of units that were actually sold and the actual budget. Let us discuss about Amana’s performance on the basis of this budget. It has been observed that the total selling price has fallen from 2000000 to 1600000 which are considered to be unfavourable. This shows that the company expected to sell each unit at £25 each but it could actually sell for £20 each only. This reflects the inefficiency of the management to sell its product at a given selling price. Variable costs are those costs that are directly associated with the volume of sales of the company (Basu, 2014). We have kept the number of units actually sold and the number of units sold in case of flexed budget absolutely same still the total variable costs has increased. The reason behind this is the increase in variable cost per unit. However, the fixed costs remain the same in the original budget and the flexed budget. The table provided above shows the comparison between the flexed budget and the actual budget. Such a table is created to show the variances and determine whether the difference in the amounts are favourable of not.
Let us compare the flexed budget and actual budget to know the deviations between them and what caused it. The expected selling price of the product was 25 but the company actually sold it for 20 which show that the company was not able to generate revenue as per its expectations. This is not at all considered to be favourable and the management of the company must take necessary steps to meet the expectations. The variable costs are more than what was expected. We can see this in the table provided below:
	Variable costs
	Original cost
	Flexed Budget
	Actual Budget
	Variances

	Material 
	250000
	200000
	280000
	-80000

	Labour
	400000
	320000
	440000
	-120000

	Overhead
	150000
	120000
	120000
	0

	Total
	800000
	640000
	840000
	-200000



The flexed budget indicates that Amana must have spent 200000 on materials but it overspent it and did an expenditure of 280000 which shows that it acquired the materials at a very high price. The total budget on material exceeded by an amount of 80000 which shows the inefficiency of the management in negotiating for its raw materials. The budget that was created for labours was 320000 whereas they spent 440000 instead of it. This also shows that the budget was exceeded by an amount of 120000 which is also unfavourable. On the overall basis, it could be observed that the budget exceeded by total 200000 in variable costs.
Now, let’s look at the fixed costs of the company and analyse on the basis of it.
	Fixed costs
	Original Budget
	Flexed Budget
	Actual Budget
	Variances

	Warehouse rental
	200000
	200000
	170000
	30000

	Insurance
	100000
	100000
	100000
	0

	Fulltime warehouse supervisor salary
	50000
	50000
	35000
	15000

	Total Fixed Costs
	350000
	350000
	305000
	45000



The fixed cost for warehouse rental was expected to be 200000 whereas the cost actually incurred was only 170000. This shows that the amount spent was actually less than what was expected. It is considered to be favourable as the company saved its funds and could use it elsewhere (Berman, Knight, & Case, 2013). Amana was also successful in saving an amount of 15000 against fulltime warehouse supervisor salary. The company expected to pay a salary of 50000 but it spent only 35000 which saved an amount of 15000. On an overall basis, the company was able to save 45000 which is a very favourable sign. 
The comparison between the flexed budget and actual budget would tell about the profitability of the company would indicate the financial performance of Amana. In the above table, it is clearly visible that the company expected to earn a profit of 1010000 but it was able to earn a profit of 455000 which shows that the company had a shortfall profit of 555000. Hence, we can conclude that Amana’s financial performance was not very good as it failed to control its variable costs and could not sell the product at the expected price.



(ii) On the basis of the analysis and conclusion provided in the above sections, Amana is advised to take necessary steps for improvement of its financial performance. It has been observed that Amana could not sell its product at the expected selling price (Boynton & Johnson, 2013). The management of the company should increase its efficiency and highlight the features of the product which would ultimately convince the customers to obtain that product even at a higher price. The management should also take certain steps to cut down its variable costs. It should try to procure the raw materials at a favourable price and at favourable terms which would ultimately help the company to generate higher profits. The variable costs are directly associated with the volume of sales and therefore, it is necessary to keep it per unit cost low. However, the management of the company has also overspend money on the wages of labour. This again is a part of inefficiency of the management who has hired labours at higher cost. These higher costs affect the profitability of the company so it is necessary to take necessary steps to keep them in control. A company that underperforms its budgets and overspends its funds might have a threat of closing down in the long run. Therefore, Amana is recommended to use necessary cost control techniques which would help the company to earn higher profits which would help to survive in the long run. 


Part B:
In this part of the assignment, Mr. Amana has to take a decision which would affect the profitability of the business (Cochran, 2017). It is important to follow the defined decision making process to take correct and efficient decision. The decision making process involves the following steps:
1. Identification of alternatives – Setting up a new online store or selling through Amazon.
2. Gather information - Information regarding the costs associated, the demand of the product (number of units) and selling price of each unit.
3. Weigh the Evidence – Make required calculations such as Total costs and profits earned in both the alternatives.
4. Choose among alternative – Choose the alternative which helps to generate higher profits.
5. Take an action- Take actions based on the choice of alternative.
6. Review decision – Review decision on a timely basis and make the modification required from time to time.
The management of the company should not only look at the qualitative aspects but should also look upon the qualitative aspects before taking a final decision. 
	Particulars
	Online sales

	 
	 

	Number of units
	50000

	Selling price per unit
	20

	 
	 

	Total selling price
	1000000

	Less:
	 

	Cost of setting up delivery network
	150000

	Cost of upgrading current website to handle large volume of sales
	50000

	Salary of a fulltime IT programmer
	35000

	Profit
	765000



Total selling price = Number of units * Selling price per unit
Total selling price = 50000 * 20 = 1000000
	Particulars
	Amazon

	 
	 

	Number of units
	65000

	Selling price per unit
	20

	 
	 

	Total selling price
	1300000

	Less:
	 

	Amazon fulfilment fees
	50000

	Profit
	1250000



Total selling price = Number of units * Selling price per unit
Total selling price = 65000 * 20 = 1300000
In the current scenario, many companies are now selling their products online. Mr. Amana has noticed that many of his competitors had started doing it too (Donohue, 2015). So, he planned to close the Brighton, Birmingham and Manchester city centre branches and sell it products online. He has two choices – either to set up his own online store and sell through it or sell its products through Amazon. However, both these choices had their own cost and benefits. It is important to look upon all these important factors before taking the final decision. 
In the above table, we have calculated the profits for both the scenarios keeping in mind the costs that would be associated with it. In the first table, we have taken into consideration the option of setting up its own online store and selling through it. On the basis of market research, it is clear that there would be a compulsory sale of 100000 units annually. However, the company has decided to move only 50% of the sales online. So, the total number of units sold through the online store would be (100000*50% = 50000). The costs associated with setting up this online store and selling products online includes cost of setting up delivery network (150000), cost of upgrading current website to handle large volume of sales (50000), salary of a full time IT programmer (35000 per annum). Given the information, it could be concluded that the profits that were earned though this option amounted to 765000.
Now let us take into consideration the second option and compare them to determine which option would prove to be better for the company. Mr. Amana figured out that there was an alternative way of selling products directly on amazon. In this scenario, the company expects to sell 65000 units taking into consideration the high levels of competition between Amana souvenirs and other on these platforms. This option would involve a fulfilment cost of 50000 and would result into profits of 1250000. 
 On comparing the two alternatives, it can be concluded that the company would be able to generate higher profits if it sells it product through Amazon rather than selling it through its own online store. The profit that will be earned through Amazon will be 1250000 whereas it would be only 765000 in case of setting up its own online store. This is because of the higher costs associated with setting up the new store. There is a drawback that the company would have to suffer if it accepts the Amazon alternative which is lack of control over pricing the product and return policy. 
In this case, it can be easily seen that the alternative of setting up a new online store is comparatively expensive than selling its product through amazon. The total cost that the company would have to incur in case of setting up a new online store amounts to (150000 + 50000 +35000 = 235000) whereas the total costs associated with the Amazon alternative is 50000. The costs are higher in setting up a new store which ultimately affects the profits. Also, the number of units that is expected to be sold under two alternatives vary.
Summarizing the points that indicate that the company must accept the Amazon alternative and not choose the alternative of setting up a new online store –
1. The expected number of units that would be sold is 65000 units in the Amazon alternative whereas it is only 50000 units in setting up a new online store.
2. The total costs associated in setting up a new online store is 235000 whereas it is only 50000 in case of Amazon
3. Considering the information above, the profits that is expected to be generated is 1250000 in the Amazon alternative whereas it is 765000 in the other alternative.
Conclusion
It can be concluded that the company could not follow its budget properly and therefore the financial performance of the company was not expected (Blank, 2014). However, certain recommendations have been provided which would help the company to perform better in the future. In the second part of the report, two alternatives has been discussed and analyzed. Also, a decision has been taken as to which alternative to choose based on different qualitative and quantitative aspects that the company should consider.
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