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Executive Summary
Budget consists future plan regarding the finance, cost and revenue of a company. This helps the management to plan a format for future operational activities and then compare the activities to that budget to find out company’s efficiency. In this report, monthly control report of Amana Limited has been prepared with supporting calculation and then critically evaluated the report to find out the reasons behind favorable and unfavorable variance in case of activity and cost variance. 
Due to pandemic Amana Limited has faced so difficulties and like its competitors it also wants to adopt some strategy to cope up the current situation. Amana has two options in hand to incorporate. In this report, those two options have been analyzed with Cost-benefit and Cost-volume-benefit analysis and after the analysis recommendations have been made at the end of the report.


Introduction
A budget is a judgmental estimation which has been performed by the management on the revenues and expenses and also it includes compilation and re-evaluation basis on the financial period (Horngren, 2019). There are different kinds of methods following those management prepare the budget for the financial year. The main objective of preparation of the budget is to compare the actual revenues and expenses with budget to find out the efficiency of the company. Difference between budget and actual one is called variance (Hansen et al, 2021). The variance can be of two types based on the basis of comparison. If management compare between static budget and flexible budget is called activity variance on the other hand if flexible budget is compared with actual, then that is called cost variance (Bromwich and Bhimani, 2020).
Part A
Amana Limited is a tourist business at England sells souvenir to the tourists. It has several branches at different places like Brighton, London Bridge, Westminster Bridge, Buckingham Palace, Birmingham city Centre and Manchester city Centre. Due to lockdown during pandemic, the revenue of this company has suffered much and also its expenses also raised. 
Requirement 1
A monthly control report of Amana Limited has been prepared below with the given information and the control report consists of static budget and flexible budget to find the activity variance and cost variance. Here, flexible budget has brought due to find out exact variance because comparison between static budget and actual one is illogical as they have different quantities.


Amana Limited
Monthly control report
	Description
	Original budget (1)
	Flexible budget (2)
	Activity variance (1-2)
	Actual cost (3)
	Cost Variance (2-3)

	Units
	100,000
	80,000
	
	80,000
	

	Variable costs
	
	
	
	
	

	Materials cost (S 1) 
	250,000
	200,000
	50,000 (F)
	280,000
	(80,000) (U)

	Labor costs (S 2)
	400,000
	320,000
	80,000 (F)
	440,000
	(120,000) (U)

	Overhead costs (S 3)
	150,000
	120,000
	30,000 (F)
	120,000
	-

	Total variable cost
	800,000
	640,000
	160,000(F)
	840,000
	(200,000) (U)

	Fixed costs
	
	
	
	
	

	Warehouse rent cost
	200,000
	200,000
	-
	170,000
	30,000 (F)

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

	Supervisor salary
	50,000
	50,000
	-
	35,000
	15,000 (F)

	Total Fixed cost
	350,000
	350,000
	-
	305,000
	45,000 (F)

	Total overhead cost
	1150,000
	990,000
	160,000 (F)
	1145,000
	155,000 (U)



Under variable costs, there three supporting:
Supporting 1
	Materials costs
	Supporting Calculation
	Amount (£)

	Static budget
	100,000*2.50
	250,000

	Flexible budget
	80,000*2.50
	200,000.





Supporting 2
	Labor costs
	Supporting Calculation
	Amount (£)

	Static budget
	100,000*4
	400,000

	Flexible budget
	80,000*4
	320,000



Supporting 3
	Overhead costs
	Supporting Calculation
	Amount (£)

	Static budget
	100,000*1.50
	150,000

	Flexible budget
	80,000*1.50
	120,000



Requirement 2
Report on variance analysis
Amana Limited is a family-based tourist business and operating their business through several branches located different places at England. During the year 2020, entire world has experienced a tremendously bad experiences due to pandemic. Pandemic not only affected the personal life but also the business world. The world GDP has become negative due to the pandemic even the developing countries have also experienced this negative GDP. Though every sector of business industry has been affected but transportation industry and tourism industry has affected the most as there were no movement of people around the world. Several transportation and tourism companies have closed their operation due to unable to bear the operation cost.
Amana Limited is also a tourist-based souvenir selling company though this company still have managed to survive in the industry due to its attractive souvenir, different branch locations etc. But from monthly control report of Amana Limited, there can be observed there are some favorable and unfavorable variances. In the report two types of variances have been calculated. Both has been discussed below:


Activity Variance
Activity variance has been calculated though the difference of static budget and flexible budget (Weetman, 2011). In the flexible budget, rate of expenses is same as static budget but in the quantity considered is the actual quantity sold.
· In case of activity variance, it can be observed that material costs have been decreased as the quantity sold decreased.
· Labor cost is also favorable as less quantity requires less labor cost. As the actual quantity sold is lower than the budget, labor cost also lower than the static budget.
· Overhead expenses also decreased by 30,000 compared with the static budget due to the less sell in real.
· As the three elements of variable cost are lower than the static budget, total variable cost is also favorable. 
Here, the favorable variable occurs only due to the low volume of quantity. Low volume has been sold due to the pandemic because there were less tourists and as a result the quantity sold has been reduced.
Cost Variance
Cost variance is calculated through the difference between flexible budget and the actual (Atrill and McLaney, 2018). In this variance it has been find out whether company has been cost effective or not.
· Material costs has been increased by 80,000. This increase occurs due to the high price of the materials that are needed to produce the souvenir. Though management has addressed this high price in the budget but still the variance occurs due to the pandemic situation, Because of unavailability during the lock down the price of material has been expensed.
· Labor cost has also unfavorable variance. During the lockdown, it was life risk for the people to go out and as the business is related to product selling directly to the customers, so it was difficult for the company to accommodate the “work from home”. As the production labors are required to come to workplace physically, they have increased their rate compared with the budget. Because of this reason, labor cost has become high.
· Fixed cost includes rent, insurance and supervisor’s salary. As due to little stock in hand, the rent of warehouse also has favorable variance. On the other hand, supervisor’s salary decreased due to cut off strategy of the company. As supervisor was working from home, and during lockdown there were less earning, rather to dismiss the supervisor company has decided to pay less salary.
After analyzing the whole report, it can be concluded that the variance has been occurred due to several reasons, but the most effective reason is Pandemic. Due to the COVID-19, Amana Limited has faced so many higher expenses and lower earnings.
Requirement 3
Recommendation
Though in the report it has been concluded that the variances have been occurred due to the current pandemic situation which has been affected the entire world. But many countries have been able to take precautions for post pandemic and during pandemic situation. So, analyzing those precautions there has been observed some area of improvement for Amana Limited:
· Material has been increased due to the lockdown situation. Amana Limited can address this problem by making agreement with the supplier of the material. They can make framework agreement or a shot term contract to find out whether the supplier is capable of providing best quality at reasonable price. The agreement can help Amana, to become cost effective and increase the cash flow as in the agreement there is also a term of payments. If Amana can make a good negotiation, then they can extend the payment period.
· Though Amana has reduced its warehouse rent but still the amount is also responsible of high expense. As the situation is not normal, Amana can take pre-orders and then produce the products, or they can stock up little inventory. In this way they can reduce the fixed costs.
· The company’s overhead cost is also high. Amana should find the areas of cost cutting and perform a thorough cost management. In various cases, it has been found out that there are some unnecessary overhead expenses which the company can reduce. So, Amana should also work on its overhead expenses.
· To reduce labor cost, they can hire only experienced and skilled labor so that quality products have been produced. As the demand is not increasing, they can hire little labor and following the increasing demand they can raise the labor force.
Amana Limited should be cost effective and efficient in using its resources and also try to boost their sales because boosting is the best way to grow in the market and be efficient.
Part B
From part A, we have witnessed that Amana Limited’s has faced decreasing in sales due to pandemic. But now the company also wants to boost its sales. To increase the sales and attract the customers, Amana has found out two options. One is to sell 50% products through online and closing three branches at Brighton, Birmingham city Centre and Manchester city Centre. And another option is to sell through Amazon. To find out which option is best, cost-benefit and cost-volume-benefit analysis have been performed for each option.
Option A
To sell 50% in online, Amana Limited will incur several fixed costs in addition to the existing variable cost and fixed cost. Though there is no clear indication which fixed costs are related to those three closing branches. We have assumed that no fixed costs will be reduced due to the closing of three branches.
Variable cost: 
	Description
	Supporting calculation
	Rate per unit (£)

	Materials costs
	280,000/80,000
	3.5

	Labor costs
	440,000/80,000
	5.5

	Overhead expenses
	120,000/80,000
	1.5

	Total variable costs per unit
	10.5








Fixed Costs:
	Costs name
	Total amount (£)

	Warehouse rent expense
	170,000

	Insurance expense
	100,000

	Supervisor’s salary expense
	35,000

	Setting up cost (delivery network)
	150,000

	Upgrading cost (current website development)
	50,000

	Salary expense (IT programmer)
	35,000

	Total variable costs per unit
	540,000



Total costs:
	Descriptions
	Supporting calculation
	Amount (£)

	Total variable costs
	100,000*10.5
	1,050,000

	Total Fixed costs
	N/A
	540,000

	Total costs (Fixed + Variable)
	1,590,000



Total Revenue:
	Particulars
	Supporting calculation
	Rate/unit/Amount

	Selling price per unit
	
	20

	Selling quantity (through 50% online sell
	
	100,000

	Total revenue
	100,000*20
	2000,000



Cost-Benefit Analysis:
Here, total cost is 1590,000 and total Revenue is 2000,000. So, Amana will get benefit (2,000,000 – 1,590,000) = 410,000. So, Amana Limited will be able to earn £410,000 profit after selling 50% though online. Some points form the analysis:
· Amana will be able to grab more attention from the customers. Because to sell online Amana will promote the business though social media marketing that also help Amana to grow.
· Sales have been decreased due to the pandemic and restrictions in movement. If Amana brings its product online people do not need to go outside to buy their products. At home they can find the desired products.
· Online selling will also give benefit Amana Limited after pandemic also. There is a chance to sell the product in the outside country. Because we know that online marketing platform is not a little market. It has been assumed that almost all types of consumers are available at this platform.
· There is high chance, after going to sell online, Amana will be able to introduce more product lines. Because while going for online business, there is direct interaction occurs between the seller and buyer. And the buyer can give suggestions to the seller that what they can bring for the market, what is the customers new demand.
So, after analyzing, cost and benefit of selling products online, it can be concluded that, in the very fast Amana Limited may have to face several difficulties as how to incorporate the online sell and how to manage the customers. But it will help Amana Limited in the long run to grow in the industry.
Cost-Volume-Benefit
In the cost-volume-benefit analysis, not just cost and benefit is considered rather the quantity is also been considered as how many quantities are required to cover all the costs.
	Particulars
	Supporting calculation
	Rate/amount/Amount

	Total fixed cost
	
	£540,000

	Total variable costs per unit
	
	10.5 per unit

	Selling price per unit
	
	20 per unit

	Break even point (Quantity)
	= Total fixed costs/ (selling        price – variable cost)
= 540,000/ (20-10.5)
	56,842 units

	Break-even point (amount)
	= 56,842*20
	£1,136,842


Here, we can see that, if Amana sells 56,842 units, then it will not have neither profit nor loss. And selling, that Break-even quantity, Amana will earn profit. So, if Amana able to sell 100,000 quantity after moving the business online, it will earn (2000,000 – 1,136,8420) = £863,158 profits. Which is not a less amount. It will have to sell around 55% of total quantity to cover all the costs. And, if it can grab the attention of the customers, it will able to earn more while the earning will be increased keeping the cost constant.
Option B
Another of Amana Limited is to sell through online but using the platform of Amazon. Which means, through Amazon people will buy products from the online. While using the selling platform of Amazon, Amana will able to sell 65,000 quantity.
Fixed costs:
	Costs name
	Amount (£)

	Fulfillment fees (Amazon)
	50,000

	Insurance cost
	100,000

	Rent expense
	170,000

	Salary expense (Supervisor)
	35,000

	Total Fixed costs
	355,000


 
Total costs:
	Total Fixed costs
	355,000

	Total variable costs (65,000*10.5)
	682,500

	Total costs
	1,037,500



Cost-Benefit analysis
	Total costs
	Supporting calculation
	1,037,500

	Total Revenue (65,000*20)
	65,000*20
	1,300,000

	Benefit (1,300,000 - 1,037,500)
	1,300,000 - 1,037,500
	262,500


Amana Limited will be able to earn £262,500, though the amount is low compared to the current amount of profit due to less amount sell. 
· Amana will able to get ready market as Amazon has a good popularity among people.
· Amana will need not to expense in case of marketing.
· Amana will also able to know the market situation.
Cost-Volume-Benefit analysis
	Particulars
	Supporting calculation
	Rate/Amount/Unit

	Total fixed cost
	
	355,000

	Variable cost
	
	10.5

	Selling price
	
	20

	Break-even point (Quantity)
	= Total fixed costs/ (selling        price – variable cost)
= 355,000/ (20-10.5)
	37,368(unit)

	Break-even point (amount)
	= 37,368*20
	£747,368



Here, we can see that after selling 37,368 unit of souvenir Amana will be able to earn after selling this amount. Amana will able to earn (1,300,000 - 747,368) = £552,632.
Recommendation
If Amana Limited sells through it network channel it will able to earn 4 million to 8 million profit and if it uses the channel of Amazon, it will able to earn 2 million to 5 million profit. From the profit/benefit point of view, it is clear that Amana Limited should upgrade its own website and channel to boost the sell. But there are some other reasons behind using own channel rather Amazon:
· The company will have more control over its operational activity.
· It can interact directly with the consumers.
· It can know the global market situation.
· It can sell at least 40% more than in case of Amazon.
So, Amana should choose the option A, to boost the sales and attract more consumers in the market.
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