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[bookmark: _Toc70774845]Introduction
The following report shall discuss and demonstrate the use of budgetary control reports such as flexed and actual budget reports. It shall point out the specific operations that led to the success or failure of the original budget. This shall be done by calculating the different cost variances. In addition, some ways for improving the current position and situation of the company shall also be discussed. With the ongoing situation of the pandemic all over the globe, every business has been affected in one way or the other and so was Amana Ltd. Therefore, the different ways of conducting business through online platforms shall be identified, alternatives shall be evaluated and then the most suitable method for the company shall be advised with reasons.
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Amana Ltd is a manufacturing company that involved the purchase of materials, hiring of labour and incurring of overhead expenses for the preparation of their finished product. Based on the past reports and the current market situation the company had prepared a budget that stated the number of units to be sold and the amount of expenditure on material, labour and overhead on each unit of product. However, the company was not able to control its expenses nor it was able to achieve the budgeted quantity of sales. The following task shall demonstrate the preparation of control reports displaying the various types of budgets such as original and flexed budgets. It shall also calculate the various types of variances such as material cost variance, labour cost variance and overhead cost variances. 





(i) Preparation of original budget, flexed budget and variances
	Original budget

	Particulars
	Units
	Cost p.u.
	Amount

	Revenue from sales
	100000
	25
	2500000

	Less: Variable costs
	
	
	

	Materials
	100000
	2.5
	-250000

	Labour
	100000
	4
	-400000

	Overhead
	100000
	1.5
	-150000

	Contribution
	
	
	1700000

	
	
	
	

	Fixed overheads:
	
	
	

	Warehouse rental
	
	
	-200000

	Insurance
	
	
	-100000

	Fulltime warehouse supervisor salary
	
	
	-50000

	Profit
	
	
	1350000


Table 1: Statement showing the original budget of Amana ltd
The original budget which was prepared by the company at the beginning planned to sell a total of 100,000 units and make revenue of £2,500,000 by selling each unit at the rate of £25 per unit. The company had also made projections on the cost to be incurred on material, labour and overhead per unit. After the deduction of all the variable and fixed expenses Amana Ltd projected to earn a profit of £1,350,000.
	Variance report
	Original
	Actual
	Variance

	Sale revenue
	2500000
	1600000
	-900000

	Variable costs:
	
	
	

	Materials 
	250000
	280000
	-30000

	Labour
	400000
	440000
	-40000

	Overhead
	150000
	120000
	30000

	Fixed costs:
	
	
	

	Warehouse rental
	200000
	170000
	30000

	Insurance
	100000
	100000
	nil

	Fulltime warehouse supervisor salary
	50000
	35000
	15000

	Total variance of costs
	
	
	55,000


Table 2: Statement showing variance between original budget and actual report
The above variance report compares the actual results with the budgeted figures. An unfavourable variance of £900,000 was suffered on the revenue, since the company was not able to sell the estimated quantity of units at the estimated rate. In addition, the company also ended up paying more per unit for material and labour which resulted in the increment of expenses. In terms of expenses the company ended up incurring £55,000 more than what they should have actually spent. 
	Flexed budget as per actual performance

	Particulars
	Budgeted 
	Actual
	Variance

	Materials
	200000
	280000
	-80000

	Labour
	320000
	440000
	-120000

	Overhead
	120000
	120000
	Nil

	
	200000
	170000
	30000



	Insurance
	100000
	100000
	Nil

	Fulltime warehouse supervisor salary
	50000
	35000
	15000

	Total variance
	
	
	-155000


Table 3: Statement showing variance report as per actual results 
	Flexed budget as per budgeted performance

	Particulars
	Original 
	100%
	Variance

	Materials
	250000
	350000
	-100000

	Labour
	400000
	550000
	-150000

	Overhead
	150000
	150000
	Nil

	Warehouse rental
	200000
	200000
	Nil

	Insurance
	100000
	100000
	Nil

	Fulltime warehouse supervisor salary
	50000
	50000
	Nil

	Total variance
	
	
	-250000


Table 4: Statement showing variance report as per budgeted performance
The two flexed budgets prepared above demonstrate two situations. The flexed budget as per actual performance demonstrates the budgeted cost as per actual results (Adilli, 2020). It has been prepared by multiplying the actual number of units sold at standard rates of materials, labour and at actual selling price per unit. As per the flexed budget the report displayed an unfavourable cost variance of £155,000.
The flexed budget as per “budgeted performance” is prepared to demonstrate the cost which would have taken place had the company sold a total of 100,000 units. These units have been multiplied with the actual material, labour and overhead cost per unit. Although, this report shows that the company would have suffered with a negative variance of £250,000 the net income of the company would be higher because of sale of 100,000 units. 
Variances
	Material variance
	Amount 

	Budgeted amount for 80,000 units
	200000

	Actual amount for 80,000 units
	280000

	Variance (unfavourable)
	-80000

	
	

	Labour variance 
	Amount 

	Budgeted amount for 80,000 units
	320000

	Actual amount for 80,000 units
	440000

	Variance (unfavourable)
	-120000

	
	

	Overhead variance
	Amount 

	Budgeted amount for 80,000 units
	120000

	Actual amount for 80,000 units
	120000

	Variance 
	nil

	
	

	Fixed overhead variance for 100000 units
	350000

	Fixed variance for 80000 units
	305000

	Variance (favourable)
	45000



The variances have been calculated on the basis of actual units sold (Pagare, 2020). The material cost variance displays an unfavourable variance of £80,000. The rise in prices of materials may be occurred due to the lack of resources in the market because of the ongoing pandemic. Amana ltd also had to pay £1.5 more to each labour for their contribution. The variable overhead variance was neutral and the fixed overhead variance had seen a decrease of £45,000.


(ii)  Report on performance of Amana ltd during the year 2020
	Actual Income statement

	Particulars
	Units
	Cost p.u.
	Amount

	Revenue from sales
	80000
	20
	1600000

	Less: Variable costs
	
	
	

	Materials
	80000
	3.5
	-280000

	Labour
	80000
	5.5
	-440000

	Overhead
	80000
	1.5
	-120000

	Contribution
	
	
	760000

	
	
	
	

	Fixed overheads:
	
	
	

	Warehouse rental
	
	
	-170000

	Insurance
	
	
	-100000

	Fulltime warehouse supervisor salary
	
	
	-35000

	Profit
	
	
	455000



The above income statement reflects on the true performance of the company at it shows a profit of £455,000. Although the company projected a net income of £1,350,000 in its budgets, it was not able to achieve because of all the reasons mentioned in the above reports. However from the statement, it is evident that the company made a gross profit margin of 47.5% (760,000 / 1,600,000) and a net profit margin of 28.44% (455,000 / 1,600,000) on sales. This shows that the company has a great potential of making profits and its profits can increase by a considerable amount if its revenues increases. 


(iii) Recommendations to the CEO
Mr. Amana had attempted to achieve its targets by practicing the tool of budgeting. However, due some limitations the company was not able to perform as per the expectations of the management. These are some recommendations which can help the company to make improvements on certain areas:
(a) Realistic budgeting targets: A company should be optimistic while preparing the budget and put in figures that pose a challenge to the company to be achieved. However, it is also necessary that these figures are prepared with realistic projections (Weigel and Hiebl, 2018). Mostly, companies copy the figures of cost of materials from the budgets of last year. It should analyze the current situation of the market, review the prices of materials and the rate charged by labours and then put in the budget. If a low rate of material cost is placed deliberately in the budget then the budget will display a loss although there is no actual loss (Becker et al., 2016). 
(b) Flexible for alteration: The dynamic environment that any company operates in is very unpredictable. Introduction of a new government policy or a change in the economic situation of the country may put a huge impact on the functions of a company. This might demand a change in the budgeted figures. Therefore, rigidity is not a feature of effective budgeting and managers should always be prepared for changes in the economic or political environment and make relevant variations in the budget (Di Francesco and Alford, 2016). 
(c) Communication: The plan of budgeting is implemented over the entire organisation and therefore it is imperative that the various levels of management are in continuous communication with each other. The various functions of an organisation are performed in a hierarchy and every level of management contributes equally in this process (Yılmaz, 2018). Therefore, when a budget is implemented, a clear line of communication should be developed between these levels to understand whether the budgeting plan is on the right path or not.
(d) Supervision: The role of supervising can be given to the heads of various departments who can supervise the actions of their respective divisions. These supervisors can also coordinate with the heads of other departments in order to solve their combined budgeting issues (Asumta et al., 2016). The supervisor also makes sure that the department has adequate funds to carry out their functions smoothly. 
(e) Search for new market base: Amana ltd is performing efficiently but is lagging behind in selling their units in the current market. Therefore, it should now consider of diversifying its business in other areas or other forms. It should make an effort to make their brand known to the public by advertisement and practice various methods of sales promotion. This shall help the company in creating a brand value and increase their base of customers.
(f) 
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In order to increase their revenues and the financial condition Amana ltd has decided to diversify and conduct its business through different ways which would ensure sale of a larger number of units. The company has two options:
Option A: Conduct business through own website
Option B: Conduct business through Amazon
Given the current situation, where the shops are not opening and people are not allowed to walk the streets freely because of the pandemic and are also scared of entering any shops physically due to the fear of transmitting the virus. It is a good opportunity to diversify through the online platforms when the utilisation of e-commerce platforms is at its peak. In this task, both the options that have been identified by the company shall be evaluated and then it shall be advised with the best method for conducting business. All costs of materials, labour, overhead and figures of selling price have been taken from the actual costs data from the previous task in order make accurate decisions. 
	Budgeted profit
	Amount£
	Amount£ 

	Revenue from operations
	
	2500000

	Less: Expenses
	
	

	Setting up delivery network
	150000
	

	Cost of upgrading current website
	50000
	

	Salary paid to IT professional
	35000
	235000

	Budgeted profits
	
	2265000


Table A: Budgeted profit under Option A
It has been assured that if the company selects option A, then it shall be selling a minimum of 100,000 units. However, the beginning of any new project involved capital expenditures (Datar and Rajan, 2018). The company has to spend an amount of £150,000 for organising their own delivery network. This will involve the expenses of delivery trucks, driver`s salary and other related expenses so that the products can safely be delivered to their customers. In addition, the company shall transform its website into a shopping platform, where customers can view hundreds of products, browse among the various substitutes present on the website. The website should contain an option to login into the platform for customers who would like to shop and the customer`s account shall be saved in the database and their activities shall be tracked. The tracking of their activities shall help to identify a pattern in the preferences of a particular customer and recommend products to them accordingly. The installation of these systems will incur a total expenditure of £50,000. An IT professional shall also be hired who could keep a check and ensure the smooth and hassle free functioning of the website. 



	Budgeted profit
	Amount£
	Amount£ 

	Revenue from operations
	
	1625000

	Less: Expenses
	
	

	Amazon fulfilment fees
	50000
	50000

	
	
	1575000


Table B: Budgeted profit under Option B

Option B ensures a sale of 65,000 units in the first year and then the figures of sales are likely to increase in the coming years depending on the demand of the product. The capital expenditure to be spent under this option is £50,000 on the “Amazon fulfilment fees” which being charged by Amazon for letting the company uses their platform to sell their products. There are no other expenditures incurred under this option which makes it seem as profitable. 
In order to analyse the situation better income statements of Amana ltd under both options have been prepared to judge which situation would be more profitable and promising.





	Income statement under Option A

	Particulars
	Amount

	Budgeted profit
	2265000

	Less: Variable costs
	

	Materials
	-250000

	Labour
	-400000

	Overhead
	-150000

	Contribution
	1465000

	
	

	Fixed overheads:
	

	Warehouse rental
	-200000

	Insurance
	-100000

	Fulltime warehouse supervisor salary
	-50000

	Profit
	1115000


Table A1: Income statement under Option A

Working notes:
1. Following the valuations of the various variable costs:
	Material (100000*2.5)
	250000

	Labour (100000*4)
	400000

	Overhead (100000*1.5)
	150000



	Income statement under Option B

	Particulars
	Amount

	Budgeted profit
	1575000

	Less: Variable costs
	

	Materials
	-162500

	Labour
	-260000

	Overhead
	-97500

	Contribution
	1055000

	
	

	Fixed overheads:
	

	Warehouse rental
	-200000

	Insurance
	-100000

	Fulltime warehouse supervisor salary
	-50000

	Profit
	705000


Table B1: Budgeted profit under Option B
Working notes:
1. Variable costs
	Material (60000*2.5)
	162500

	Labour (60000*4)
	260000

	Overhead (60000*1.5)
	97500



Analysis on the income statements prepared
It is clearly evident from the income statement that the option of selecting own website for conducting business is more profitable. However, there are a few things that are important to be noted before making any decision:
· Option A is risky
· Chances of further expenditures are higher in Option A
· Chances of increase in sales are high in Option B
· Option B does not give freedom of return policies or changing price of goods. 
In comparison to option B the first option seems to be risky as without the support of a well established e-commerce platform such as Amazon, Amana ltd will have a decreased chance of being known in the market amongst the customers. Besides, it is highly probable that the expenses under Option A increase in the next few years due to advertisement and other costs of running the website. 
It must also be noted that if the company uses Amazon platform it will not be able to control the prices of its commodities and they will be regulated by Amazon itself. Under option A, the company can change the prices of the products anytime depending on the demand of the products or the supply of materials and other elements. Amana ltd will also be able to change their policies regarding exchange or return of products and refund of amount under option A but not under Option B. 
Therefore, it is advisable to Amana ltd to select option A to conduct business. It is risky, but shall provide better returns and also allow the company to run their business independently.
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The report above demonstrated the use of flexed and actual budgets to compare between the budgeted and actual performance. It also specified the areas in which the company failed to achieve their targets by calculating different variances and recommendations have been made to the CEO of Amana ltd on ways to improve performance of business. The different ways to perform online business have been discussed and the option best for the company in the long run which would help it to achieve sustainable success have been suggested. 
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