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Part A
Monthly Control Report
A flexible budget helps in adjusting or flexing with the changes in activity or volume for easier comparison of the company’s performance (Rhode & Garrison, 2019). Amana Ltd budgeted for 100,000 units but ended up selling 80,000 units. The budgeted performance for 100,000 units cannot be easily compared with the performance for 80,000 units. Therefore, a flexible budget is prepared at 80,000 units to easily compare the budgeted financial performance with the actual performance. However, the cost per unit will remain the same and will be used with the 80,000 actual units sold, which means the variable costs will change as per the actual performance. Nevertheless, the fixed costs will remain the same as the budgeted amounts. As a result, the monthly control report has been prepared as per the table below, which provides the flexed budget, original budget, and variances. 
	Items
	Cost per unit
	Original (£)
	Flexed (£)
	Actual (£)
	Variance
	 

	Units
	 
	         100,000 
	 
	           80,000 
	 
	 

	Selling price
	                  25 
	 
	 
	                  20 
	 
	 

	Revenue
	 
	      2,500,000 
	      2,000,000 
	      1,600,000 
	-400,000 
	Unfavourable

	Variable costs:
	 
	 
	 
	 
	 
	 

	Materials
	               2.50 
	         250,000 
	         200,000 
	         280,000 
	           80,000 
	Unfavourable

	Labour
	               4.00 
	         400,000 
	         320,000 
	         440,000 
	         120,000 
	Unfavourable

	Overhead
	               1.50 
	         150,000 
	         120,000 
	         120,000 
	                   0
	 No variance 

	Contribution
	 
	      1,700,000 
	      1,360,000 
	         760,000 
	-600,000 
	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 
	                   0 
	 No variance 

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

	Profit
	 
	      1,350,000 
	      1,010,000 
	         455,000 
	-555,000 
	Unfavourable



Report on Amana Ltd.’s Performance
The financial performance of Amana Ltd varied across the period when the actual performance is compared with the performance as per the flexed budget. Firstly, the company's generated revenue of £1,600,000 when 80,000 units were sold and the price was decreased to £20. However, had the budget been prepared with a sales volume of 80,000, the company would have realized revenue of £2,000,000. As a result, the actual revenue for Amana Ltd is less than the flexed performance by £400,000, which means the company had an unfavourable variance. This means that the actual revenue is less than the projected or standard revenue (Rhode & Garrison, 2019). An unfavourable revenue variance means that the company’s profit will be lower than was anticipated (Weygandt, Kieso & Kimmel, 2018). Therefore, the company had a loss or shortfall in its actual performance compared to the anticipated performance within the period. 
On the other hand, the variable costs indicate unfavourable variances within the period. The company budgeted for £200,000 expenditure on materials but ended up spending £280,000. As a result, it overspent by £80,000, which is an unfavourable variance. For instance, Amana Ltd spent more on materials than it anticipated. An unfavourable cost variance means the company incurred more costs than anticipated, which lowered its profit for the period (Weygandt et al., 2018). The company went beyond its budget to obtain the required raw materials, which can be attributed to the inflation in the market or inefficiency in the use of raw materials within the company. Either way, the company needs to increase its operating efficiency and effectiveness to maintain its costs within the budget. 
Moreover, the labour cost shows an unfavourable variance within the period. The company budgeted for £320,000 expenditure on labour; however, Amana Ltd actually incurred £440,000. As a result, it overspent by £120,000, which is an unfavourable variance. Amana Ltd spent more on labour than it anticipated within the fiscal year. An unfavourable labour cost variance implies that the company incurred more costs than anticipated on labour, which lowered its net income across the period (Weygandt, Kieso & Kimmel, 2018). The company significantly went beyond its budget for labour, which can be attributed to the decreasing productivity because of the rise in idle time as well as a rise in the employee turnover or greater rates of attrition within the company (Weygandt et al., 2018). Moreover, the rise in inflation in the market or inefficiency in the production process within the company might also contribute to the unfavourable labour cost variance. The company should ensure there is a high level of productivity to lower its labour costs. 
Nevertheless, the overheads did not vary across the period as it has no variance. For instance, Amana Ltd budgeted £120,000 expenditure on overhead and ended up spending £120,000. Therefore, the company met its budget effectively, meaning it was effective in using the overheads. Amana Ltd spent the same amount of money on overheads as it budgeted for and hence met its goal. A no variance means the company incurred the same costs as was anticipated, which has no impact on its profit for the period (Rhode & Garrison, 2019). The company went beyond its budget to obtain the required overheads, which can be attributed to the greater effectiveness and efficiency in the utilization of overheads within the company. However, Amana Ltd should increase its operating efficiency and effectiveness to maintain its costs within the budget as well as improve its financial performance. 
	Based on the four variances, the overall variance for the contribution margin is unfavourable. For instance, the company’s revenue declined by %400,000, the material costs increased by £80,000, labour costs rose by £120,000, and the overheads did not change resulting in an overall variance of negative £600,000. The company expected to have a contribution of £1,360,000; however, it realized a contribution margin of just £760,000, resulting in an unfavourable variance of £600,000. As a result, the products offered by Amana Ltd contributed a negative £600,000 to the overall profit; which means they lowered the company’s profits by £600,000.
On the other hand, the fixed costs had varying variances across the period. The company anticipated to spend £200,000 on warehouse rental but only spent £170,000, which indicates that it had a favorable cost variance of £30,000 within the period. As a result, the company underspent by £30,000, which is a favourable variance. For instance, Amana Ltd spent less on warehouse rental than it anticipated. A favourable cost variance means the company incurred fewer costs than anticipated, which improved its profit for the period (Weygandt, Kieso & Kimmel, 2018). The company realized savings on the warehouse rentals, which can be attributed to the reduction in the cost of renting spaces within the region. Also, it could mean Amana Ltd had greater operating efficiency thereby being able to reduce wastages. 
Nevertheless, the insurance expenses did not vary across the period as it has no variance. For instance, Amana Ltd budgeted for £100,000 expenditure on insurance and incurred, which implies that the company met its budget effectively and was effective in using the insurance expenses. A no variance means the company incurred the same costs as was anticipated, which has no impact on its profit for the period (Weygandt et al., 2018). The company did not go below or above its budget to obtain the required insurance products, which can be attributed to the greater effectiveness and efficiency in the utilization of insurance or the fact that the insurance does not vary across the period within the company. Amana Ltd should ensure greater operating efficiency to maintain or lowers its costs within the budget as well as improve its financial performance. 
Finally, the company’s projected profit decreased by £555,000. For instance, it anticipated realizing a profit of £1,010,000 but its actual profits were £455,000. Therefore, it has an unfavourable variance of £555,000, which shows that its profits decreased significantly compared to the budgeted amounts. The company reduced its selling price from £25 to £20 to increase the revenue. However, the strategy is not sustainable. The quantity sold and the selling price determine the revenue that a business generates within a period (Rhode & Garrison, 2019). Therefore, Amana Ltd might have reduced the selling price in 2020 to increase its sales and remain competitive within the market (Alegre and Sar, 2017). Nevertheless, lowering the selling prices to stimulate sales is an unsustainable strategy, and hence, the company should review the prices to guarantee they generate long-term profitability. 
Recommendations to Amana’s CEO on Areas of Improvement
The analysis of financial performance shows that there are many areas of improvement that Amana Ltd.'s CEO should address to improve the financial performance across the period. Firstly, there was an increase in the cost of materials. Being a product-based business, the cost of materials is a significant part of the company's cost structure and has to be monitored more efficiently (Weygandt et al., 2018). The cost of raw materials for Amana Ltd rose in 2020. Given that the core products of the company are souvenirs, the CEO has to guarantee that they keep the material costs under control with no compromise to the quality. Therefore, Amana Ltd should consider switching to other cheaper suppliers who have good track records. 
Secondly, the company reduced its selling price and experienced decreased sales revenue. There is a direct relationship between quality sold and selling price and the revenue that a business generates. The company lowered its selling price to perhaps increase its sales revenue and remain competitive within the industry. Even though reducing prices can stimulate sales, it is not a sustainable strategy and the CEO should consider maintaining the £25 selling price to improve its lon0term profitability. The suitable approach for the company is to increase the quality of its products and increase the price to target premium customers. 
Part B
The decision by the CEO to move half of the company's sales to online platforms is a good one as it will ensure that it increases its reach and presence within the market. Having physical locations in Manchester city centre, Birmingham city centre, and Brighton only limits its presence as it is only capable of catering to a limited section or area of people. Even though the company is capable of enjoying a greater customer loyalty base through these physical stores, there will be a lower potential to reach a new customer base but the expenses associated with maintaining physical stores would be greater. Nevertheless, routing 50% of its projected sales through an online model targeting the U.S., Europe, and the UK would allow Aman Ltd to significantly increase its customer base and market across the globe. Moreover, the company will have the opportunity to strategy to revamp or reposition the other physical stores to cater to its domestic market or customer base as well as its loyalists within the UK.
Online retail sales continue to soar, which will enable the company to increase its long-term profitability. As per Bowsher (2018), non-food items’ online sales have soared over the past few years because of convenience. Moreover, price plays a critical role as many consumers perceive online purchases to be cheaper. Online stores have no reach limitations. Sellers who have physical stores can only reach a given number of buyers within the locality. They are capable of delivering to the homes of customers but there are distance limitations. Nevertheless, most of the eCommerce marketplaces, for instance, Amazon, have their own delivery and logistics systems. With online sales, Amaan Ltd can reach out to more customers. The company is facing stiff competition and needs to expand its reach to locate new customers thereby realizing significant benefits. In addition, expanding online enables the company to save on the logistics costs as well as being rest assured of loyal customers while those with physical stores can only sell to local buyers (Bowsher, 2018). Moreover, the company will not have to spend a lot of money to promote its items due to affordable marketing and advertising with online platforms. 
The company intends to venture into the online business either through its own website or through selling its products directly on Amazon. However, the decision to either sell on Amazon or set up its own shop can be assessed by taking into consideration both qualitative and quantitative factors. A selling price of £25 is used to assess the impact of the two options of going online using incremental analysis.
	 
	Own Online Shop
	Selling on Amazon

	Units
	                 100,000 
	                    65,000 

	Selling price
	 £ 25.00 
	 £ 25.00 

	 
	 
	 

	Revenue
	 £1,250,000.00 
	 £1,250,000.00 

	 
	 
	 

	Incremental costs
	 
	 

	Cost of setting up a delivery network
	 £150,000.00 
	 

	Cost of upgrading the current website
	 £50,000.00 
	 

	Fulltime IT programmer salary
	 £35,000.00 
	 

	Amazon fulfilment fees
	 
	 £50,000.00 

	 
	 
	 

	Incremental profit
	 £1,015,000.00 
	 £1,200,000.00 


	Even though the two option offers a higher sales volume, only £50,000 will be sold assuming the production capacity is the budgeted 100,000 units. Therefore, 50% of 100,000 will be 50,000 unis. Given the incremental analysis above, selling on Amazon will result in higher incremental profit for Amana Limited. Despite the fact that the market research indicates that setting up its own website or online store will result in a guaranteed sales volume of 100,000; the company will incur an upfront cost of £200,000 (£150,000 to set up a delivery network and £50,000 to upgrade its current website to be able to handle large sales volume) as well as an annual recurring cost of £35,000 to hire a fulltime IT programmer to maintain the online store. However, by selling on Amazon, Amana Ltd will incur an annual recurring cost of £50,000 but will result in a guaranteed sales volume of £65,000 each year. When a sales volume of 50,000 (50% of its current sales) is taken, selling on Amazon will result in an incremental profit of £1,200,000, which is higher than setting up its own online store of £1,015,000. As a result, Amana’s CEO should sell on Amazon to save on operating costs in terms of high upfront costs and recurring expenses associated with setting own online store. 
	Other than the investment decision involved on the basis of the figure above, the company CEO of the company needs to take into consideration the current visibility of the chosen online brand within the U.S. Europe, and the UK as well as the marketing costs associated with increasing its brand awareness within such regions. Amana Ltd is operating physical stores within select locations in the UK and hence has a limited brand awareness overseas as it is only known in a few parts of the UK. According to Dowsett and Fares (2019), Amazon is experiencing significant growth, which is enticing many retailers who then decide to offer their products on the platform to take advantage of the significant customer reach. The sales of online retailers have grown at double-digit percentage rates in all western European nations (Pal, 2018). As a result, venturing onto the online platform through a well-established electronic commerce platform will enable Amana Ltd to attract and retain more customers thereby increasing its sales revenue.
	Taking into consideration such factors, Amana's CEO should consider selecting to offer its products through Amazon for the first few years as it establishes its brand awareness within the market. Even though it is likely that Amana Ltd will face stiff competition on the platform due to the existence of a wide variety of products offered by companies through this seller space, the CEO will obtain real feedback in regards to the level of acceptance of its products within the chosen markets. Moreover, the CEO will have the capacity to build marketing campaigns accordingly thereby increasing customer loyalty and awareness in the long term. By substantially improving the brand awareness of the product within the targeted market during the first few years, the CEO will have to take into consideration switching its operations to its own online store for its souvenirs. 
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