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	control report

	 
	Original Budget
	Original Total Budget
	Actual Budget
	Flexible Budget
	Variance
	Favourable/ Unfavourable
	% Variance

	Units
	        100,000 
	        100,000 
	           80,000 
	 $  80,000 
	 $(20,000)
	unfavourable
	-25%

	Selling Price
	 $25.00 
	 $25 
	 $20 
	 $25 
	 $5 
	favourable
	20%

	Total Selling Price
	 
	 $2,500,000 
	 $1,600,000 
	 $2,000,000 
	 $(400,000)
	favourable
	-20%

	Variable Costs:
	 
	 
	 
	 
	 
	 
	 

	Material
	 $2.50 
	 $250,000 
	 $280,000 
	 $200,000 
	 $(80,000)
	unfavourable
	-40%

	Labour
	 $4.00 
	 $400,000 
	 $440,000 
	 $320,000 
	 $(120,000)
	unfavourable
	-38%

	Overhead
	 $1.50 
	 $150,000 
	 $120,000 
	 $120,000 
	 $ -   
	
	0%

	Contribution
	 $17.00 
	 $1,700,000 
	 $1,160,000 
	 $1,360,000 
	 $200,000 
	favourable
	15%

	Fixed Overheads:
	 
	 
	 
	 
	 
	 
	 

	Warehouse Rental
	 $200,000 
	 $200,000 
	 $170,000 
	 
	 $30,000 
	Favourable
	15%

	Insurance
	$100,000 
	 $100,000 
	 $100,000 
	 
	 $-   
	
	0%

	Fulltime Warehouse Supervisor Salary
	 $50,000 
	 $50,000 
	 $35,000 
	 
	 $15,000 
	Favourable
	30%

	Total Fixed Cost
	 $350,000 
	 $350,000 
	 $305,000 
	 
	 $45,000 
	Favourable
	13%



Formulas
Flexed budget and variances
Flexible budget calculation: actual quantity x standard rate
Variance calculation: 
for cost: flexible – actual
for revenues: actual – flexible
Calculations:
Following variances can be calculated from the given data:
Sales:
Total sales flexible budget: 80,000 x £25 = £2,000,000
Total sales variance= £1,600,000 - 2,000,000= £ (400,000) (unfavourable) 
percentage of variance = £ (400,000)/ £1,600,000 = -25%
Sales price variance: £25 - £20 = £5 (favourable) 
percentage of variance= £5/ £25 = 20%
Material:
Material flexible budget= 80,000 x £2.5 = £200,000
Material variance: £200,000 - £280,000= £ (80,000) (unfavourable) 
percentage of variance: £80,000 / £200,000= - 40%

Labour:
Labour flexible budget: 80,000 x £4=£320,000
Labour Variance: £320,000 - £440,000= £ (120,000) (unfavourable)
percentage of variance: £120,000 / £320,000=38%
Overheads:
Overhead flexible budget: 80,000 x £1.5=£120,000
Overhead variance: £120,000 - £120,000 = 0
Fixed Costs:
Warehouse Rental: £200,000 - £170,000 = £30,000
percentage of variance: £30,000 / £200,000 = 15%
Insurance variance: £100,000 - £100,000 = 0
percentage of variance: 0%
Fulltime warehouse supervisor salary variance: £50,000 - £35,000 = £15,000
percentage of variance:  £15,000 / £50,000 = 30%
Total fixed cost variance: £350,000 - £305,000= £45,000
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Budgetary control report is a financial term used for managing and controlling the company’s revenues and expenditure. Control reports are explicitly used for the ongoing process of the comparison of actual income and expenditures to planned or budgeted revenues and expenditures (Gunawan, et al., 2020). These tools are used to evaluate how effectively and efficiently the company is operating and to identify the exact areas where the differences are coming from which have been termed as variances. Meanwhile, variance analysis is a quantitative measure for investigating the differences between the actual and planned data for a company (Farkas, Kersting, and Stephens, 2016). The variances can be favourable as well as unfavourable. When comparing the cost or expense data, the favourable situation will be the one in which the actual costs incurred are less than what was planned for the production. Alternatively, comparing revenues and sales prices the favourable situation will be the in which actual revenues earned are greater than those planned for the period under consideration. Therefore, company uses this budgetary tool to evaluate overall performance of the company to meet with the targets and perform better than expectations; and has also been used as key measures to analyse performance of the managers. In addition to, this tool also helps to determine bonuses and increments based on this analysis for the managers (Becker, et al., 2016). 
In this particular case, Amana Ltd’s analysis have been used in which control chart have been constructed showing the variances into the performance for each source of revenue, expenses and other items being considered for analysis. The company is based in England and sells souvenirs. The company was operating successfully for the last 40 years but as the situation of COVID-19 prevailed since the start of 2020, the company affected significantly since tourism declined considerably which affected the sales of the company negatively. There were variances reported in the current year which showed unfavourable situations. Looking at the budgetary control report prepared in the above section the variances can be observed either favourable or unfavourable. First of all, a flexible budget was calculated; where a flexible budget is a budget that is calculated incorporating the adjustments of the actual production or the actual sales of units. It is calculated by multiplying the actual production or sale of units by the standard costs per unit. This budget is more justifiable to be compared with the actual budget.
There are many kinds of variances but with the limited amount of information given by the company, basic variances were calculated. For instances, looking at the units the company sold, the company planned the revenue associated with 100,000 units whereas it could only sell 80,000 units which were due to the COVID-19 situation. As the tourism declined there were no customers for the product. Several units reported a negative or unfavourable variance of 20,000 units that is a 25% variance. Furthermore, as far as the selling price per unit is concerned the company successfully raised its selling price by 5 pounds. The company planned to sell the product for £20 whereas it sold for £25. The selling price reported a 20% favourable variance but it was still not enough to cover up the lost revenue due to the decline in the units sold. The total selling price reported a £400,000 unfavourable variance. The total selling price variance is always a function of both number of units’ variance and the selling price per unit variance (Drury, 2018.). The 20% variance in total selling price is mainly caused by the variance of number of units.
In addition to, major variance that is usually analysed is the material variance. Although the no. of units was less than what was planned for the period still the cost of material was £80,000 more than what was allowed for the production of 80,000 units. The material reported variance of a negative 40%. Material variance is also a function of the material quantity and material price variance (Vesty and Brooks, 2017). But due to the limited amount of information, the actual cause of the variance cannot be determined. Furthermore, another major component of variable costs is labour cost. Similar to material, labour costs also showed a negative variance although the units of production declined. The total labour cost allowed on the production of 80,000 units was supposed to be £320,000 whereas the actual cost incurred was £440,000. Labour variance is also a function of labour efficiency and labour cost variance but in this limited data it cannot be calculated. Meanwhile, Overheads showed no variance as the actual costs were equal to the costs allowed for the production of 80,000 units. On the other hand, fixed costs of the company showed an overall favourable position of £45,000 because the actual overheads were less as compared to the budgeted overheads. The company was able to save £30,000 in warehouse rent and £15,000 more in fulltime warehouse supervisor salary. Insurance cost remained the same.
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The economic situation of the world that is prevailing since the start of 2020, it is seen that the economy is still going downhill. Especially for a business like Amana Ltd operates the situation is not favourable at the moment because a ban on tourism has been imposed throughout the world. If the company keeps on operating as it was in previous years, its sales are bound to decrease. It will be essential for Amana ltd to switch to more technological advancements. The company can shift to online selling platforms to increase its product accessibility. People will be able to buy their products even if they are not physically traveling. Apart from that, the company needs to look into its material and labour costs as they are increasing even in the decrease in units sold. The problem might be in acquiring low-cost and high-quality materials and labours which is causing the variances. Additionally, if the company shifts to selling its products online, The Company will be able to save a lot of costs in labour. Also, some of the fixed costs like shop rents can be saved. These steps are necessary to be taken in the situation of a pandemic for Amana ltd to remain profitable.
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Part B – Analysis for Decision Making
In this report, the main focus would be on the two choices given related to Mr Amana and their analysis according to the data given. Due to the ongoing pandemic, Mr Amana has to decide whether he should move 50% of the sale online or go for Amazon, but several factors were taken into consideration when making a decision and one of them was that 100,000 units would be sold and that is the guarantee based on the market research. So this figure of 100,000 units was taken into consideration when the comparison was being made between going online and shifting to Amazon. The data has been given in figure 1 for going online
	GO ONLINE

	Budgeted Sales Revenue
	 £            2,500,000

	Cost of Setting up a delivery network
	-£               150,000 

	cost of upgrading the current website
	-£                  50,000 

	Salary of full-time IT programmer
	-£                  35,000 

	Budgeted Profit
	 £               2,265,000 


Figure 1
In figure 1, the budgeted profit was calculated based on the entire given data. 
The second option that was given was for switching to Amazon because of the ongoing pandemic that has shaken the global markets and left every industry affected in one way or the other. So according to the second option that is switching to Amazon, the guaranteed sales were 65,000 units. The data has been given in figure 2
	AMAZON

	Budgeted Sales
	£         1,625,000

	Amazon Fulfilment Fees
	-£              50,000

	Budgeted Profit
	£             1,575,000


Figure 2
According to figure 2, the budgeted sales are given and so is the budgeted profit given which makes it easier to make a report and a comparison between the two options. Since, going online has guaranteed 100,000 units and switching to Amazon has guaranteed sales for 65,000. The ideal sales would be 100,000, however, it is also mentioned that there was a possibility of an increase in demand annually but that increase is not guaranteed and the amount of increase in the demand is also missing so it would not be quite wise to go for it just based on that. If a specific number of increases was given, it would have been easy to determine whether to consider this factor or not. Some of the factors for going Amazon also include the fact that there would be a lack of control over pricing so there is a high chance that there may be some sort of deduction in the portion of Mr Amana, so this is also another risk that Mr Amana will have to go through the takes this road. The cost for this choice is not that much as compared to the first choice mentioned in figure 1 but then again, the guaranteed sale for this choice is less too and the increase in annual demand is not mentioned.
Following the budget, figure 2 states that the profit is £810,000 which is lower as compared to that of Figure 1. The cost margin is not that less in comparison to the profit also, the disadvantage of going towards Amazon is that the owner will lose part of control from his product because of the policies of Amazon especially the return policy and there will be the time when the customers may want a refund because they are not satisfied with the products provided and Amazon is quite strict with its policies. However, the good part about switching to Amazon is that when the products would have to be sent worldwide or across the border, the responsibility for that will be taken by Amazon and the owner himself would not have to do all the needful documentation just so the product could reach the customer. 
The responsibility will be taken by Amazon which will not only be convenient but will also help the business like Amazon and its employees must be experts in this area as they’ve been operating for years. The problem arises when the owner goes for the online choice as he must not have that expertise and might have to hire someone for handling that which will add to the cost. There is a possibility that due to the traffic on Amazon, the sales might get increased and it would help the company in the long run.  However, the amount of the change has not been given. The variable and fixed costs have not been taken into consideration because both of these costs are irrelevant to the decision-making process. 
Furthermore, keeping everything in mind and after looking at all the facts and figures, it is advised that Mr Amana should go with the first option which is going online. The reasons are given. Comparing Figure 1 with figure 2, it is visible that the profits and the potential for more output sold are with going online. As the guaranteed sales units for figure 1 is 100,000 and the guaranteed sales unit figure for Amazon is 65,000, so that is less than the first one which will lead to lesser profits, which means there are fewer chances for expansion for the company. The costs were already given and the per-unit cost taken was the budgeted one, and according to the market research, it said that 100,000 units would be sold. Along with that, Mr Amana would have complete control over his business and the policies that he will and his company would have to be followed will be made following his interests so he would not have to compromise there. The potential will automatically increase as the business will gain more recognition online however if the business used this mind set for Amazon, the sales may increase but the units will go up from 65,000 while when going online, the demand for the unit will go up from 100,000 so that is the high amount. This situation will only be applicable if the business gets recognition online due to customer satisfaction. To conclude this, a wise decision to take would be going online considering all the costs and the control that the owner will have for its business
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