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Below is the monthly control report of Amana Ltd with respect to the original budget and flexed budget of its business for making a comparison with the actual performance of the organisation and determining the variances occurring:
	Monthly Control Report of Amana Ltd

	Particulars
	Way of determining
	Original
Perf.
(£)
	Flexed Budget
(£)
	Actual Perf.
(£)
	Variance of the actual perf. from the Flexed Budget
(£)
	Favourable/ Unfavourable

	Activity Level
	Already mentioned
	100,000 U
	80,000 U
	80,000 U
	-
	Unfavourable

	Selling Price Per Unit
	Already mentioned
	25
	25
	20
	5
	Unfavourable

	Sales Revenue
	Activity level/Selling price
	2,500,000
	2,000,000
	1,600,000
	(400,000)
	Unfavourable

	Variable Costs:
	
	
	
	
	
	

	Materials
	Activity level/Material cost per unit
	250,000
	200,000
	280,000
	(80,000)
	Unfavourable

	Labour
	Activity level/Labour cost per unit
	400,000
	320,000
	440,000
	(120,000)
	Unfavourable

	Overhead
	Activity level/Overhead per unit
	150,000
	120,000
	120,000
	-
	-

	Contribution
	Activity level/Contribution per unit
	1,700,000
	1,360,000
	760,000
	(600,000)
	Unfavourable

	Fixed Overheads:
	
	
	
	
	
	

	Warehouse Rental
	Already mentioned
	200,000
	200,000
	170,000
	30,000
	Favourable

	Insurance
	Already mentioned
	100,000
	100,000
	100,000
	-
	-

	Fulltime Warehouse Supervisor Salary
	Already mentioned
	50,000
	50,000
	35,000
	15,000
	Favourable

	Net Profit
	Contribution – Fixed Overheads
	1,350,000
	1,010,000
	455,000
	(555,000)
	Unfavourable
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Financial performance is one of the key measures of the efficiency of a business to utilise the resources available to it and generate sales as a part of its routine operations. The financial health of a business for a particular time can be studied with the help of an evaluation of the financial performance (Osei and Eum, 2022). The financial performance of a business is tried hard to be balanced to the best level of competence with the help of preparation of budgets and planning and forecasting all the activities the same for attaining efficiency. Budgeting in a business comprises two interrelated aspects, i.e. budget development and budget management (Messer, 2020). Budget development is associated with planning based on relevant forecasts. A budget is developed usually for the upcoming fiscal year, i.e. duration of twelve months. Different activities are planned and mentioned in the budget to recognise the cost elements and prepare the business to accumulate sufficient funds to meet the same (Messer, 2020). The other aspect is budget management which is mainly responsible for controlling the execution of the budget and putting corrective actions in function to ensure meeting the standards set in the budget (Messer, 2020). 
In confirmation of the above, Mr Amana runs a family-owned business under 'Amana Ltd' name in the tourism sector. The business entity is involved in the selling of souvenirs to tourists. After operating for 40 years successfully, the business has been facing the consequences of the economic fallout caused by the COVID-19 pandemic. The business has been facing fluctuations in its operations for a long time, which calls for evaluating its financial performance. Amana Ltd prepares and follows the budget to set standards of performance to be followed during the actual performance. The organisation has originally budgeted 100,000 units to be sold as a part of its budget development activity at the unit price of £25. However, it could actually sell 80,000 units only, which led the organisation to prepare a flexed budget based on standard rates at the actual activity level as a part of budget management activity. 
Variance analysis is an important function of budget management that allows measuring the performance quantitatively. It is that performance measuring tool that appraises the numerical disparities arising during the actual performance of the business with the standards mentioned in the original budget and flexed budget (Osei and Eum, 2022). Variance analysis can also be understood as the determination of contrasts between the standard and actual outcomes. Such analysis is mainly categorised into two, i.e. concerning the variance of sales revenue and variance of cost elements (Osei and Eum, 2022). The control report prepared above with respect to Amana Ltd showcases that the actual performance executed by the business is notably different from the standards maintained in the original and flexed budget. There were significant variances discovered from such report, which have been discussed below:
	Variances reported in the Control Report of Amana Ltd

	Variances
	Explanation
	Context with the Business

	Volume Variance
	Volume variance reflects the differences in the actual and budgeted selling or production volumes.
	Amana Ltd deviated negatively as it budgeted to sell 100,000 souvenirs but managed to sell 80,000 only.

	Selling Price Variance
	Selling price variance depicts the differences in the actual sales price and budgeted sales price (Aimagambetova et al., 2020).
	Amana Ltd again deviated negatively as it could sell the souvenirs only at the price of £20 each, while the standard price was set at £25 each. This deviation and the deviation of selling volume caused the actual sales revenue earned to also deviate negatively from the budgeted one.

	Variable Costs Variance
	Variable cost variances showcase the differences between the budgeted and actual variable costs. These costs include material costs, labour costs, overheads, etc. (Aimagambetova et al., 2020).
	Amana Ltd incurred three types of variable costs, i.e. material costs, labour costs and overheads, out of which the material and labour costs deviated negatively as the actual costs were higher than the costs determined in the budget. Overheads did not reflect any deviations as the actual spending in its respect was at par with the standards set.  

	Fixed costs variance
	Fixed cost variances are the variances caused by the difference in the actual level of fixed costs and the budgeted level of fixed costs. The fixed costs of a business can include salaries, rent, maintenance, advertisement and any other (Aimagambetova et al., 2020). 
	Amana Ltd incurred different fixed costs, including warehouse rental, insurance and salary to full-time warehouse supervisor. The actual insurance expense incurred by the business was at par with the expenses set in the budget and showed no deviation. Other costs, i.e. rent and salary, were paid at a lower side than mentioned in the budget, which led to a positive deviation. 



All these variances together put a negative impact on the contribution margin and net profit earned by Amana Ltd. This showed that despite few positive and nil variances, the overall impact of the variances that arose in the business has affected it negatively. Therefore, there is a need for the business to control its activities at the time of execution to match the standards set and earn desired profits. 
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Looking at the control report and performance report prepared with respect to Amana Ltd, its CEO, Mr Amana, is suggested to proceed towards bringing in certain improvements in its business. In this regard, it is recommended to him to firstly focus on attracting more customers to improve the sales volume of the business. This can be done by introducing better marketing and promotional activities and advertisements on different platforms so that tourists and other genres of customers can be attracted to the business for purchasing the souvenirs. Different schemes can also be introduced for attracting customers to purchase more. 
Further, it seemed that the budget prepared to be followed in Amana Ltd while execution of actual performance could not be effectively followed. Thus, it is suggested to improve the budget development techniques and prepare more rational budgets that can be followed with fewer deviations. For this, the operational level of the business can serve helpfully in providing better insights for setting the standards in the budget. Preparation of a realistic budget will cause lesser deviations and save the employees from getting demotivated. It is also recommended that Mr Amana focus on cost control in his business to improve the profit margin. The major focus must be made on controlling the direct costs, i.e. material costs and labour costs. However, it must be ensured that lowering the costs does not affect the quality of the souvenirs. If the direct costs are controlled and maintained at a lower level, the contribution margin will get improved, ultimately affecting the profit margin positively. In such a case, selling at lower prices will remain feasible for the business to some extent. 
Lastly, the CEO of Amana Ltd is recommended to seek other channels of sales as well so that it can overcome the deterioration of the business and fluctuations being caused due to the advent of the COVID-19 pandemic. Shifting to channels like affiliate sales, online sales, etc., can significantly serve to reach out to the customers and bring consistency to the business operations. 
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Amana Ltd has been struggling hard to keep its business performance high and thus, is striving with hard efforts. The competitors of its business have lately been involved in making online sales to the customers located in different parts of the world, more likely in the UK, Europe and the US. The organisation has also been trying to streamline the business activities of its branches located in Brighton, Birmingham city centre and Manchester city centre. With such streamlining, the business is now focusing on shifting its activities to the online platform and generating around half of its overall sales. For this, it has the option of setting up its online store and making sales with the help of its delivery network. Choosing such an option will cause the business to incur the following costs:
	Online Store - Amana Ltd

	Particulars
	Amount in £
	Amount in £

	Sales revenue estimated (100,000 units*£25)
	
	2,500,000

	Less: Considering costs 
	
	

	Delivery network costs
	150,000
	

	Upgrading the current website to handle the large volume of sales
	50,000
	

	Full-time IT programmer wage
	35,000
	

	Total estimated costs to be sustained
	235,000
	(235,000)

	Margin to be saved
	
	2,265,000



It has been expected that with the establishment of its online store, Amana Ltd will be required to incur costs in relation to setting up the delivery network, upgrading the existing website and providing salary to a full-time IT programmer. The establishment of such a store is expected to support the generation of sales of 100,000 units each year guaranteed. It can be expected that such sales will be made at the originally budgeted sales price of £25 per unit. The total expenses will land at £235,000 in this case, and there will be a forecasted profit margin of £2,265,000 saved after taking all these into consideration. 
Amana Ltd has another choice of selling the products directly on Amazon. Choosing this option will serve as an outsourcing choice where the business will not be required to look into the technical requirements and will be responsible for paying the charges only. Choosing such an option will cause the business to incur the following costs:
	Selling the Souvenirs on Amazon

	Particulars
	Amount in £
	Amount in £

	Sales revenue estimated (65,000 units*£25)
	
	1,625,000

	Less: Considering costs
	
	

	Amazon fulfilment costs
	50,000
	

	Total estimated costs to be sustained 
	50,000
	(50,000)

	Margin to be saved
	
	1,575,000



It seems that with the option of selecting Amazon as a business associate and making online sales of souvenirs through it, Amana Ltd will generate sales of 65,000 units guaranteed each year. However, it also carries the potential of improving sales with the increase in demand. While going with this option, the business will be required to incur only one cost, i.e. Amazon fulfilment fees amounting to £50,000. This will lead the business to save an estimated profit margin of £1,575,000. 
Looking at the results of selling activities, costs to be incurred, and profit margin to be saved, establishing its online store Amana Ltd will prove to be a better choice than making sales through Amazon. The first factor that justifies such a choice is the level of revenue generated. Own online store is expected to generate 100,000 units guaranteed in a year while selling on Amazon is estimated to lead to sales of 65,000 units only, which might increase with the increase of demand at the later stages. Increasing sales volume and maintaining it at a higher level is one of the key aims of the business, and the same is served by making the choice of establishment of own store. The sales volume to be generated by making sales through Amazon is comparatively very low. 
The expenses to be incurred by the business in case of its store, i.e. £235,000, are remarkably higher than that to be incurred in case of sales through Amazon, i.e. £50,000. However, such expenses will generate better values and are estimated to attract higher profits, i.e. £2,265,000, than in the case of Amazon, i.e. 1,575,000. This aspect makes the choice of own store establishment more favourable. 
Apart from comparing financial details, the non-financial information is also important to consider for making a rational decision. It is to be noted that choosing Amazon to make online sales of the souvenirs will make Amana Ltd lose all the controls from pricing and return policies and be required to comply with the terms and conditions set by Amazon. Any business will not find it much feasible to let any other business control its key policies associated with its operations. Thus, choosing Amazon seems unfavourable here as Mr Amana would not want to compromise with his policies and follow such critical rules and regulations set by the associate business.
On a concluding note, it seems that the option of establishing its online store is a feasible choice for Amana Ltd that getting associated with Amazon for selling its souvenirs online. This option is financially as well non-financially viable. Financially, this option will favour increased sales revenue and profits, while non-financially, it will benefit the business by letting it control its policies concerning the pricing and return. The benefit of low expenses showcased by the other option might be attractive but is overshadowed by the benefits of own online store establishment. 


[bookmark: _Toc100753174]Reference list
1. Aimagambetova, A., Akhmetova, A. and Urazbaev, N. (2020). APPLICATION OF AN IMPROVED SYSTEM FOR ACCOUNTING FOR INCOME AND COST VARIANCES IN THE" STANDARD-COSTING" SYSTEM. OF SOCIAL AND HUMAN SCIENCES, p.37.
2. Messer, R. (2020). Budget Management Decisions. In Financial Modeling for Decision Making: Using MS-Excel in Accounting and Finance. Emerald Publishing Limited.
3. Osei, P. and Eum, S. (2022). VARIANCE ANALYSIS FOR FINANCIAL PERFORMANCE.

1

image1.jpeg
Prifysgol Cymru
Y Drindod Dewi Sant

University of Wales
Trinity Saint David





