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Introduction 
In the given assignment, the financial data of Amana Ltd have been assessed and observed. In the first part of the assignment, we have prepared a control report showing the actual data in contrast with the flexible as well as original budget and the variances following it. An attempt to showcase the company’s performance via a table of calculations have been made. Further, detailed analysis and recommendations for room of improvement in relevant cases have been provided. 

In the second part of the assignment, a decision-making report has been prepared as to whether the company shall set up its own online shop or it shall sell its products on Amazon. For the purpose of this, the techniques and principles pf relevant costing have been considered. The evaluation of the company’s decisions using the relevant costing and proper demonstration of the decision-making abilities of the company under risk have been showcased. 

[bookmark: _Toc71275651]Part A: Preparation of Budgets and Analysis of the variances

(i) Preparation of the report showing Original & Flexible Budget Along with the Variances. (Chandrasekaran,2019)





	 
	Original Budget
	Original Budget
	Flexible Budget
	Actual
	Original Variance
	Flexible Variances


	 
	 
	 
	 
	 
	 
	Quantity
	Price

	Units
	   1,00,000 
	    1,00,000 
	      80,000 
	      80,000 
	      20,000 
	    20,000 
	 

	Selling Price
	             25 
	              25 
	             25 
	             20 
	 
	 
	 

	Sales
	 
	  25,00,000 
	 20,00,000 
	 16,00,000 
	   5,00,000 
	 5,00,000 
	 

	Variable Costs
	 
	 
	 
	 
	 
	 
	 

	Material
	               3 
	    2,50,000 
	   2,00,000 
	   2,80,000 
	    (30,000)
	    50,000 
	    (80,000)

	Labour
	               4 
	    4,00,000 
	   3,20,000 
	   4,40,000 
	    (40,000)
	    80,000 
	 (1,20,000)

	Overhead
	               2 
	    1,50,000 
	   1,20,000 
	   1,20,000 
	      30,000 
	    30,000 
	              -   

	Contribution
	             17 
	  17,00,000 
	 13,60,000 
	   7,60,000 
	   5,40,000 
	 3,40,000 
	   2,00,000 

	Fixed Overheads
	 
	 
	 
	 
	 
	 
	 

	Warehouse Rental
	   2,00,000 
	    2,00,000 
	   2,00,000 
	   1,70,000 
	      30,000 
	            -   
	      30,000 

	Insurance
	   1,00,000 
	    1,00,000 
	   1,00,000 
	   1,00,000 
	              -   
	            -   
	              -   

	Supervisor Salary
	      50,000 
	       50,000 
	      50,000 
	      35,000 
	      15,000 
	            -   
	      15,000 

	 
	 
	 
	 
	 
	 
	 
	 

	Net Profit
	 
	  13,50,000 
	 10,10,000 
	   4,55,000 
	   4,95,000 
	 3,40,000 
	   1,55,000 

	
	
	
	
	
	
	
	



(ii) Using the above report prepared, the performance of Amana has been analyzed as follows & Recommendations for areas of improvement is as follows: 
(Schuster et.al,2021)


Direct Materials Price Variance 

= (Standard Price − Actual Price for Unit) × Actual Quantity purchased
= ( SP – AP ) * AQ
= £ 80, 000 Unfavourable




Where, 
AQ is the actual quantity of direct material purchased;
SP is the standard unit price of direct material; and
AP is the actual price per unit of direct material;


Comment : 

A negative material price variance is an indicator of the actual purchase price of the material being is higher than the standard set price. This is an un likeable position be to be in as the expense budgeted crosses the actually occurred. (Pagare,2020)


This can occur because of one of the many different reasons including: 
· Overall hike in the prices of the material in the market. 
· Purchasing of materials having a higher quality than the set standard quality. 
· More power of bargaining carried out by the suppliers. 
· Lower discounts received by the company due to buying of smaller order size.
· The staff responsible for procurement was not efficient in purchasing the materials at lesser rates. 



Recommendation :

The actual selling price is lower by ( 3.5 – 2.5 ) ie., 1 /- which is a significant amount. This needs to be monitored. Amana Ltd must exercise its bargaining power better and instruct its procurement staff to check the market properly and seal the best possible deal (Matsuoka,2018). 

Direct Material Usage Variance 

= ( Standard Quantity for Production − Actual Quantity used ) × Standard Price
=( SQ – AQ )* SP
= £ 50, 000 Favourable

Where, 
AQ is the actual quantity of direct material purchased;
SQ is the standard quantity of direct material purchased; and
SP is the standard unit price of direct material; 

Comment : 

A positive direct material usage variance shows an efficient as well as effective utilization of the materials in the functioning of the company’s operations. (Nathwani,2020)
This is a desirable position to be in. 

This can occur because of one of the many different reasons including: 

· Purchasing the materials of a better quality than that of the standard quality which yields better productivity.
· Better utilisation of the company’s skilled labour.
· Higher productivity of the staff working which might be because of better and finer training to the working staff. 
· Using of better machinery and tools which are more efficient and automated.

Recommendation:

Amana is suggested to continue its performance in this area.  

Direct Labour Rate Variance 

As per the above table we get,
= £ 1, 20, 000 Un Favourable


Comment : 

A negative labour rate variance reflects that the actual price paid to the labours are higher than the prices set as standard. This shows efficient utilisation of labours. This is an unlikely position be to be in. 

This can occur because of one of the many different reasons including: 

· Hiring more semi-skilled or unskilled labour with relatively higher wage demands. 
· Hiring more skilled labour with higher wage demands
· Decrease in the labour supply in the market and increase in the rates due to undersupply. 
· Inefficient bargaining.

Recommendation: 

Amana is suggested to exercise better bargain power while appointing labours. Moreover, it shall make sure that the unskilled or semi-skilled labours are not paid as much as the skilled labours are paid. The wage shall be set as per the efficiency of work. With better motivation, better facilities, friendly and likeable working environment, Amana can bargain the wage rates from the labours. (Vesty & Brooks,2017)


Direct Labour Efficiency Variance 

= ( Standard direct labour hours – Actual direct labour hours ) * Standard Rate
As per the table, we get,
= £ 80, 000 Favourable

Comment : 

A positive direct labour efficiency variance reflects a better productivity as a result of using the labours effectively at the given time period. This is a always a likely position be to be in. 
This can occur because of one of the many different reasons including: 

· Hiring of further skilled labours who shows more effectiveness at jobs. 
· Training the staff and the workforce with better and improved ways of production. 
· Using good quality raw materials. 
· Better and Higher learning curve than the Standard expectations.

Recommendation:

This is a favourable position to be in and the performance in this area is good. This shall be kept up. 

Direct Overhead Variance 

As per the above table we get,
= 30, 000 Favourable

Comment : 

A positive direct overhead variance shows the actual overhead incurred is less than the budgeted overheads reflecting an efficient as well as effective utilization of the resources in the functioning of the company’s operations. This is a desirable position to be in. 

Recommendation:

Amana is suggested to continue its performance in this area as there has been seen an effective utilisation of company’s resources

Fixed Overhead Expenditure Variance 
= Actual Fixed Overhead Cost – Budgeted fixed Overhead Cost
= £ 3, 05, 000 - £ 3, 50, 000
= £ 45, 000 Favorable
Comment : 

A favorable Fixed Over Head Expenditure Variance shows that there has been a lower amount of fixed cost incurred in real than what was estimated in the planning of the budget. This is a desirable position be to be in. 

This can be because of Effective and Efficient management of the fixed overheads.

Recommended: 

It is recommended that the company assesses its standards properly to see if no error was made while making budgets. It is simply because many a times, there are some errors in assessing the budgets which creates the variances. If that is fine, then this position shall be kept up. 

Sales Variance

The volumes expected to be sold were 1, 00, 000 units whereas the actual units sold were 80, 000 /-. There has been a deficiency of revenue from 20, 000/- units. Moreover, the actual sale price is 20 where the budgeted was higher. Here again there has been a revenue loss of 5/-. The sales variance has been un-favorable for Amana both in terms of quantity as well as price. 

Recommendation: 

To increase the sales volume of the company, Amana shall make sure to provide better customer satisfaction and good quality so as to retain its existing customers. Customer reviews shall be taken to see whether anything is unsatisfactory making sure that the customer loyalty remains intact. Moreover, with better marketing strategies and effective planning, Amana should expand its customer base thereby increasing the quantity of sales. (Callus,2019)

The analysis of budget and the variances helps us understand where the company’s performance has been favorable and where more improvement is required. (Marzlin et.al,2019)
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Amana has been considering to move 50% of the sales online. 

Previously the sales was 

i) Budgeted – 100 , 000 units.
ii) Actual – 80 , 000 units.
Note : 

Only 50% of the sales will be transferred online. The other 50% shall remain the same. So, with reference to the above, decision is to be taken by choosing the best scenario of the alternatives given in the sums. (Appelbaum et.al,2017)


The decision is taken on the basis of following: (Geiszler et.al,2017)

Alternative 1 – 50 , 000 units + 1, 00 , 000 units guaranteed
Alternative 2 – 50 , 000 units + 65 , 000 units guaranteed.

The most profitable in the above 2 alternatives will be calculated and the decision will be taken accordingly.

Alternative 1 : Guaranteed sale of 100 , 000 units

Initial fixed costs : -
Cost of setting up delivery network – 150 , 000
Cost of upgrading current websites to handle large volume of sales – 50 , 000
Salary of full time IT programmer – 35 , 000
Total fixed costs – 235 , 000
Extra fixed cost of 235 , 000 is allocable to 100 , 000 units. So, fixed cost per unit 2.35.
So, profit alternative 1
Gross margin – (100,000 + 50,000) * (25 – 2.5 - 4 – 1.5)  = 25.5 lacs
Total fixed costs – 350,000 + 235,000 = 585 , 000
Total profit = 19,65,000

Alternative 2 : Guaranteed sale of 65 , 000 units

Amazon fulfillment fees – 50 , 000
So, profit from alternative 2
Gross margin – (65 , 000 + 50 , 000)*(25 – 2.5 – 4 – 1.5) = 19,55,000
Total fixed costs – 350,000 + 50,000 = 400,000
Total profit – 15,55,000.

Recovery of fixed costs in both alternatives : 

Alternative 1 : Total Fixed cost – 585 , 000
Units to be sold to recover the above – 585 , 000 / 17 = 34 , 412

Alternative 2 : Total fixed costs – 400 , 000
Units to be sold to recover the above – 400 , 000 / 17 = 23 , 530.

Mr Amana recovers the fixed cost in alternate 2 more easily by just selling 23 , 530 units as compared to alternative 1 by selling 34 , 412. However , thinking long term, Mr Amana should go with Alternative 1 as it yields more profit than alternative 2. 

So alternative 1 is better as it yields more profit than alternative 2. A full time IT Programmer is also getting in place which will look after the IT infra , while Mr Amana can think about further expansions . Setting up Mr Amana’s own IT desk will be very helpful as it will avoid giving commissions to the online platform like Amazon and increasing the prices of souvenirs unnecessarily. 

In alternative 2 , there even exists a lack of control over pricing and returning policies. However , there exists a potential to increase in sale as per the demands. It should be noted that seeing the current scenario, the chances of getting an increase sale is minimal in the present COVID times. Hence the decision should not be based on the “ chances “ of increase sale as it is not going to happen anytime soon .

The above sum is based on relevant costing principles.
Out of original 100 ,000 quantities sold , 50 , 000 units are continued to be sold offline in both the cases above. It is to be noted that the 50 , 000 sell of the units would not impact the decision , either in alternative 1 or alternative 2 in the sum given , as , in either alternative , 50 , 000 units will be sold offline.
Some assumptions – 
1. the above calculation is done on the basis of original budget as it is assumed the real outcome is unknown at the time of decision making.
2. 50 , 000 units have remained same (They are constant as only half of the sale is streamlined)
3.  The rental costs, insurance and full time warehouse supervisor salary is has not been changed after the application of the above scenario, That is so because, the company continue to sell the 50 , 000 units irrespective of moving it’s sale to the online platform
4. It is further assume that there was spare capacity in warehouse. So, all the units may be in alternate 1 ( 150 , 000 units ) or in alternate 2 (115 , 000 units) can be easily accommodated in the warehouse without any extra costs of being incurred
The firm should go with Alternative 1 as it is yielding more profit. (Nariswari & Nugraha,2020)

Further analysis : - 

1. Gross profit ratio in alternative 1 – 25.5 lacs / (100 , 000 + 50 , 000) * 25 = 68%
2.  Gross profit ratio in alternative 2 – 19.55 lacs / (65 , 000 + 50 , 000) * 25 = 68%
It is to be noted that the gross profit ratio is same in both the scenario, as there is only in the fixed costs, while the variable costs are same in the above two alternatives.
On reading of Question 1, it is noticed that the lockdown scenario has been considered in the sum.

It is highly recommended that Amana goes in favor of online platforms. It is so because the current scenario of the country and the nature of business of Mr Amana, online streamlined business will help him a lot. Firstly, the nature of business is selling souvenirs to tourists. It should be noted that in this crucial pandemic time, tourism industry has taken a big hit and all the revenue which came from tourism , in any industry , has seen a huge dip. In the light of the above stated fact , Mr Amana should focus on backhand operations which is taking rent somewhere in a cheap place and store the stock there , as the chances of getting the front end interactions with the customers are very minimum (Rödger et.al,2018).
A prospective business is one which grows irrespective of the scenarios in the hitting the economy. Thus , Mr Amana should spread it’s reach by selling the products online , in different countries. 
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The assignment is concluded with successfully delivering the report of the original as well as flexible budget and deep analysis of the position of the company, its reasons or the variances and recommendations for the same. 

Moreover, the decision-making strategies using relevant costing have been applied in case of Amana for deciding whether to go online or on amazon. With proper assessment, it is concluded that Amana should diversify reach by selling its products in different countries online as that will provide better returns as compared to the investments done. 
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