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[bookmark: _Toc102050318]Part-A
[bookmark: _Toc102050319]Preparation of Monthly Control Report
Control reports are the preparation of budget variance to find out the deviation from the budget in actual results (Hill et al., 2021). The procedure of calculating the deviations is similar but it can be prepared on a weekly, monthly or yearly basis. In the beginning, an original budget is prepared to estimate expected sales and expenses (Brewer et al., 2015). The monthly budget of Amana Limited expresses a plan for monthly revenue of £208,333 while the contribution margin is £141,667. In short, the original budget is a snapshot projected of what may happen in future regarding revenue and expenditures.
[bookmark: _Toc102050338]Table 1: Original monthly budget of Amana Limited
	Particulars
	Per unit information (£)
	Original Budget (£)

	Units
	                 8,333 
	         8,333 

	Selling Price
	                      25 
	              25 

	Revenue (£25q)
	             208,333 
	     208,333 

	Variable expenses
	 
	 

	Materials (£2.5q)
	                     2.5 
	       20,833 

	Labour (£4q)
	                     4.0 
	       33,333 

	Overhead (£1.5q)
	                     1.5 
	       12,500 

	Contribution
	                      17 
	     141,667 

	Fixed Overheads
	 
	 

	Warehouse rental
	               16,667 
	       16,667 

	Insurance
	                 8,333 
	         8,333 

	Fulltime warehouse supervisor salary
	                 4,167 
	         4,167 

	Total fixed expenses
	               29,167 
	       29,167 

	Net operating income
	 
	     112,500 




[bookmark: _Toc102050339]Table 2: Construction of flexible budget and activity variances
	 
	1
	2
	(1-2)
	 

	Particulars
	Original Budget (£)
	Flexible Budget (£)
	Activity Variance (£)
	 

	Units
	       8,333 
	           6,667 
	          1,667 
	 

	Selling Price
	            25 
	                25 
	 
	 

	Revenue (£25q)
	     208,333 
	         166,667 
	         41,667 
	U

	Variable expenses
	 
	 
	 
	 

	Materials (£2.5q)
	     20,833 
	         16,667 
	          4,167 
	F

	Labour (£4q)
	     33,333 
	         26,667 
	          6,667 
	F

	Overhead (£1.5q)
	     12,500 
	        10,000 
	          2,500 
	F

	Contribution
	     141,667 
	       113,333 
	         28,333 
	U

	Fixed Overheads
	 
	 
	 
	 

	Warehouse rental
	     16,667 
	         16,667 
	                 -   
	 

	Insurance
	       8,333 
	           8,333 
	                 -   
	 

	Fulltime warehouse supervisor salary
	       4,167 
	           4,167 
	                 -   
	 

	Total fixed expenses
	       29,167 
	         29,167 
	                 -   
	 

	Net operating income
	     112,500 
	         84,167 
	         28,333 
	U



Flexible budget and activity variances are presented in table 2. The flexible budget is a static budget for the actual level of sales based on anticipation (Ward, 2012). Thus, the revenue expectation and expenditure variances are quite dependent on the variance of the unit. Here, the flexible unit of production is lower than the anticipation and so revenue and profitability are unfavourable while expenses are favourable. The vice versa is applicable for a rise of units sold than the original budget. Thus, activity variance tells the difference in revenue and expenses caused by the change in activity level. Amna limited faced an adverse move on activity level and so net operating profit is reduced by £28,333 in average months of the year 2020 financial outcome.
[bookmark: _Toc102050340]Table 3: Revenue & Activity Variances
	 
	1
	2
	(1-2)
	 

	Particulars
	Flexible Budget (£)
	Actual Result (£)
	Revenue & Spending variances (£)
	 

	Units
	           6,667 
	       6,667 
	                                   -   
	 

	Selling Price
	                25 
	            20 
	                                   5 
	 

	Revenue (£25q)
	         166,667 
	     133,333 
	                           33,333 
	U

	Variable expenses
	 
	 
	                                   -   
	 

	Materials (£2.5q)
	         16,667 
	     23,333 
	                         (6,667)
	U

	Labour (£4q)
	          26,667 
	     36,667 
	                       (10,000)
	U

	Overhead (£1.5q)
	          10,000 
	     10,000 
	                                   -   
	-

	Contribution
	         113,333 
	       63,333 
	                           50,000 
	U

	Fixed Overheads
	 
	 
	                                   -   
	 

	Warehouse rental
	          16,667 
	     14,167 
	                            2,500 
	F

	Insurance
	            8,333 
	       8,333 
	                                   -   
	-

	Fulltime warehouse supervisor salary
	            4,167 
	       2,917 
	                            1,250 
	F

	Total fixed expenses
	           29,167 
	       25,417 
	                             3,750 
	F

	Net operating income
	           84,167 
	       37,917 
	                           46,250 
	U



The difference between flexible variance and the actual outcome is defined by revenue and spending variances (Schuster et al., 2021). Except for the activity deviation consideration, the rest variances are considered here. Since sales price per unit went down, Amana faced a reduced revenue generation than budgeted. Although overhead expenses were as expected in the average months of 2020, materials and labour expenditures exceeded the expectation. However, fixed costs are amazingly controlled and reduced based on unit sales reduction. In the end, profitability remained unfavourable because of the price hike in variable costs caused by materials and labour expenses.


[bookmark: _Toc102050320]Construction of Amana’s Performance Report
During the year 2020, Amana Ltd. faced quite a lot of struggles due to fewer tourists reaching following the spread of COVID and the imposition of lockdown. A performance report is prepared based on two aspects viz. activity variance and revenue & spending variance (Maheshwari, 2021). Here, activity variance identifies the difference that occurs in units between estimated and actual results. On the contrary, revenue and spending variance identified the deviation of the monetary unit.
The insights of the control report present revenue of Amana ltd. is in an unfavourable position in the year 2020 following the impact of COVID. Neither the firm became successful in selling the expected units of souvenirs nor the price was up to expectation. Although sales increased during summer, the rise depleted for the lockdown. In the end, Amana made 20% fewer unit sales than budgeted. On average Amana had to sell souvenirs at a £5 reduced price which made revenue variance in both cases quite massive.
In terms of activity variances, Amana’s performance was satisfactory because a reduced unit sales caused a reduced expenditure. Again, the reduced sales unit incurred a lessened contribution margin and decreased net operating income (Drury, 2013). To sum up, Amana’s performance was not exclusive since there is a large profitability gap i.e. £340,000 less income than expected. The deviation has majorly occurred from the rise in expenditures and reduced selling price.
Additionally, revenue and spending variances also elaborate the depressing condition of Amana Ltd. These time variable expenses are not favourable as well. Possibly due to lockdown and limited transportation, Amana couldn’t source raw materials and labour within expected prices. The gap is also massive causing a £200,000 reduced contribution margin. Nevertheless, Amana performed marvellously in managing fixed assets following reduced sales. Warehouse expenses were reduced by £30,000 followed by a decreased supervisor salary by £15,000. Hence it was a £45,000 savings for Amana through fixed expenses management. But insurance costs couldn’t be altered as these are primarily paid in advance. Still, Amana’s performance was devastating with a £555,000 deviation in operating profit. It is majorly caused by the price fall and uncontrollable variable expenses rise.

  


[bookmark: _Toc102050341]Table 4: Performance report of Amana Limited in 2020
	 
	1
	2
	3
	(2-3)
	 
	4
	(3-4)
	 

	Particulars
	Per unit information (£)
	Original Budget (£)
	Flexible Budget (£)
	Activity Variance (£)
	 
	Actual Result (£)
	Revenue & Spending variances (£)
	 

	Units
	   100,000 
	    100,000 
	      80,000 
	20,000
	 
	80,000
	                                -   
	 

	Selling Price
	              25 
	           25 
	              25 
	 
	 
	            20 
	                                5 
	 

	Revenue (£25q)
	   2,500,000 
	 2,500,000 
	  2,000,000 
	     500,000 
	U
	1,600,000 
	                      400,000 
	U

	Variable expenses
	 
	 
	 
	 
	 
	 
	                                      
	 

	Materials (£2.5q)
	              2.5 
	250,000 
	     200,000 
	        50,000 
	F
	280,000
	                     (80,000)
	U

	Labour (£4q)
	              4.0 
	    400,000 
	     320,000 
	       80,000 
	F
	440,000
	                   (120,000)
	U

	Overhead (£1.5q)
	              1.5 
	    150,000 
	     120,000 
	      30,000 
	F
	120,000
	                                -   
	-

	Contribution
	               17 
	 1,700,000 
	   1,360,000 
	      340,000 
	U
	   760,000 
	                      600,000 
	U

	Fixed Overheads
	 
	 
	 
	 
	 
	 
	                                   -   
	 

	Warehouse rental
	      200,000 
	    200,000 
	     200,000 
	                 -   
	 
	170,000
	                       30,000 
	F

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

	Fulltime warehouse supervisor salary
	        50,000 
	      50,000 
	       50,000 
	                 -   
	 
	35,000
	                       15,000 
	F

	Total fixed expenses
	      350,000 
	    350,000 
	      350,000 
	                 -   
	 
	305,000
	                       45,000 
	F

	Net operating income
	 
	 1,350,000 
	   1,010,000 
	     340,000 
	U
	   455,000 
	                      555,000 
	U



[bookmark: _Toc102050321]Recommendations on Area of Improvements
The issues Amana faced in the operation of the souvenir business include reduction in sales activity, price decrease in sales and price rise of variable expenditures. The following recommendations are for Amana Limited based on the control report prepared earlier. The recommendations addressed are an output of control report analysis which enables tracking the operational issue ad resolving these (Hill et al., 2021).
· At the outset, Amana says the decrease in sales activity has been incurred from lockdown. Lockdown affected businesses all over the world reducing business activities. Amana can go online and reach tourists from all over the world to sell souvenirs. The impact of delay in decision making to go online is a £500,000 loss in revenue generation. Online selling platforms are now more popular than at any time to sell products and make them reach the address of buyers (Becken and Hughey, 2021). This will enable Amana Limited to reduce fixed costs, for example, rent of the showroom.
· The next recommendation is about price decrease. Price decrease must have happened due to lower demand and fewer tourists' arrival. Hence, going online is also the solution for getting the desired price for souvenirs. The immediate beginning of online sales following the COVID breakdown could have reduced the profitability shock that occurred. Lots of firms recovered in this way which Amna can also follow.
· The third recommendation is about following the accurate lead time and maintaining communication with a wide number of suppliers. A wide number of suppliers provide several forms of opportunities in pricing and quantity of raw materials (Barman et al., 2021). During the depression, the connections can be used to get raw materials within the expected price. Having wide suppliers’ connections could reduce the biggest deviation Amana Limited faced during the financial year 2020.



[bookmark: _Toc102050322]Part-B
[bookmark: _Toc102050323]Analyses of the Decision-making Process to go Online
The development of science and technology has been shaping businesses and its operation for a long time now. The change has gone rapid as COVID breakdown was here (Becken and Hughey, 2021). Within a night, everything went online as people are not allowed to roam around and got stuck at home. The souvenirs business faced a similar barrier as tourists started arriving at a lessening number impacting sales. At this point, Amana can sell products to foreigners bring the business online or participate with large retail firms to go online. Currently, online businesses can supply products at a lower price and earn a greater margin as it allows for reducing fixed expenses massively (Schuster et al., 2021). Besides, reaching customers is easier online than having them through in-person stores. Following the trend, Amana has decided to go online closing the stores in Brington, Birmingham and Manchester. But there is confusion regarding the opportunity or cost-benefit analysis through the self website or with the help of Amazon.
[bookmark: _Toc102050324]Feasibility through Firm Website
It is expected that there will be 100,000 units sold annually from Amana Limited and the sales are expected to happen online with 50% sales from physical stores. Firm website sales refer to the selling of souvenirs through Amana Limited website along with in-store sales. But building an online platform requires a massive fixed expenditure. Amana would need to invest in setting delivery network, upgrading the website and IT programmer salary. Thus selling 50,000 units online through the website Amana can derive £440,000 operating profit. Here, the contribution margin will be £850,000 considering the regular budget prepared in part-A. Fixed expenses are counted in two parts i.e., regular warehouse related fixed expenses and additional fixed expenses for going online. With these expenditures, Amana is expected to earn a profit of £8.8 for every piece of souvenirs on average.
	
	Amounts in £

	Sales unit in online
Per unit revenue
Sales revenue

Variable expenses
Raw materials, labour and overhead
Contribution margin

Fixed expenses
Warehouse rental, insurance and supervisor salary (Half of the budgeted)
Setting up a delivery system
Upgrading Amana Souvenir website
IT programmer salary
Net operating profit online
Per unit profit
	50,000
25
1,250,000


400,000
850,000


175,000

150,000
50,000
35,000
440,000
8.8



[bookmark: _Toc102050325]Feasibility through Amazon Website
Selling through Amazon is a facility through which small businesses can have an opportunity of global presence through the Amazon selling system. Businesses follow the footprint of Amazon because expanding for online delivery systems and reaching customers on their own may go expensive compared to the revenue structure (Maheshwari, 2021).
Amana has another option to sell souvenirs online by participating on the Amazon website. The benefit of joining Amazon is that Amana will not need to expend extra advertisement expenditure or set up a delivery system (Noreen et al., 2015). Amana will only be required to pay an Amazon fulfilment fee of £50,000. Another facility Amazon will be providing is ensuring an additional 15,000 unit sales than the firm's website.
	
	Amounts in £

	Sales unit in online
Per unit revenue
Sales revenue

Variable expenses
Raw materials, labour and overhead
Contribution margin

Fixed expenses
Warehouse rental, insurance and supervisor salary (65% of the budgeted)
Amazon fulfilment cost
Net operating profit online
Per unit profit
	60,000
25
1,625,000


520,000
1,105,000



230,000
50,000
805,000
12.38



Selling through Amazon, Amana can generate a £1,625,000 sales revenue on an annual basis which is quite higher than selling through a firm website. The margin is also higher here. Compared to firm website selling, Amazon selling has few fixed expenses and so the net operating profit is £805,000 when Amana will be selling through Amazon. Finally, the per unit profit is also higher here by 20% than selling through a firm website.

[bookmark: _Toc102050326]Decision-Making
The net operating profit and per unit profit analysis represents the higher costs involved in selling through a firm website. But several non-monetary benefits exist in selling through a firm website. Since the souvenirs can be easily breakable, the delivery people of Amana can better deliver these compared to the Amazon delivery system. But delivery expense is going to be higher when Amana will be delivering souvenirs one by one (Ward, 2012). On the contrary, the lot delivery system of Amazon can reduce the expense intensely as the delivery expenditure is going to be distributed among thousands of products to be delivered in a similar area.
Another context is, that the fixed expenses Amana is bearing are not variable for firm website selling. These primary costs will not repeat as extensively as they are now. In the second year, selling through the Amana firm website can reduce up to £160,000 making the net operating profit £600,000. This decrease in fixed cost will ensure a £12 profit per souvenir in the following accounting years other than the first year. Still, the per unit profit is lower than the profit possibly could be gained by selling on the Amazon website.
Considering the cost-benefit analysis, it can be concluded that Amana should go for sale on the Amazon website as it has the highest potential of providing per unit profit. Besides, selling through the firm's website will require regular checkups, maintenance expenses and so on which will not be necessary in the case of Amazon sales. Thus, the Amna management team will be able to concentrate entirely on designing and producing souvenirs than correcting and maintaining a firm website frequently.
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