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[bookmark: _Toc69507572]Requirement 1:
[bookmark: _Toc69507573]Introduction:
In this scenario, we are going to prepare a monthly control report showing the original budget, actual budget, flexed budget, and variance.
We calculated the monthly budget report in two steps. First of all, we compare the original budget with the actual and calculate the variance than we flexed the budget into actual units then we make a comparison of the actual budget with a flexed budget and calculate variance.
Below the two monthly reports demonstrate the progress of AMANA LTD CEO. What he achieves or lost during the process. Below we made an appraisal report for AMANA LTD CEO Progress.
Before moving toward making and comparison of the budget we will briefly discuss the advantage and disadvantage of budget

[bookmark: _Toc69507574]Advantage and disadvantage of budget
There are so many advantages and disadvantage of the budget some of important are listed below

Advantages:
· First of all the most important objective is the maximization of profit and minimization of cost. To achieve this aim and objective, proper planning and coordination of different departments within the organization needed. There are proper control expenses like revenue and capital nature. The coordination of executive and subordinate is necessary to achieve the budgeted target.
· The provision of specific aim to each department due to this every department efficiency and competency increased. The plan policies and goals are decided by the top management of the organization. Every department has given a specific target.
· The cost reduction directly increases profit. The difference in budgeted and actual cost is usually determined by variance analyses and any unfavorable difference identified is actively looked at by the management accounting department, which after evaluation and analyses, provides recommendations for improvement.
· The determination of weaknesses and provision of recommendations to those weaknesses identified area. The deviation in actual and budgeted is considered a weakness and proper responses are addressed to that deviation.
· Management will be able to direct and supervise the performance of their subordinates and take corrective measures whenever there is a discrepancy in performance.
· There is another benefit of the introduction of incentive scheme remuneration the comparison of budgeted versus actual performance leads to the use of this remuneration.
· The last important benefit is it helps management on a timely basis and effective decision-making process.
· The finance department will be put on optimize use. When there is more benefit to business this benefit will be directly on the country's economy. So we can say the proper structured use of budgetary tolls can make a business and economy greater.

Disadvantages:
· The first disadvantage of the budgetary tool is that there is some sort of uncertainty in the future .the budget is always prepared for the future there for most of the time estimates are made for the future and predictions do not come in a straight way. The uncertainty reduces the usefulness and utility of budgetary tools.
· The other disadvantage is the target given to every person so everyone is giving their hundred percent and try to achieve the target but some of the employees are so efficient they can exceed the target but they will limit their efficiency up to target set by management.
· The other disadvantage of the budgetary tool is it creates so many conflicts among the various department. So everyone busies its departmental goal and forget about the business goal.
· The other disadvantage is there is a lack of support from the higher department.
(Goode, M. and Malik, A., 2011)
[bookmark: _Toc69507575]Monthly Budget Report:

[bookmark: _Toc69507576]Comparison of Budgeted versus actual report:


	 
	 
	Budgeted
	 
	 
	Actual
	 
	variance
	favorable/(unfavorable)

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Particulars
	per unit cost
	no of unit
	ORIGINAL BUDGET £
	per unit cost £
	Actual budget £
	no of unit
	 
	 

	Units
	 
	100,000
	 
	 
	 
	80,000
	 
	 

	selling price
	25
	 
	2500000
	20
	1600000
	 
	 
	 

	variable cost
	 
	 
	 
	 
	 
	 
	 
	 

	Material
	2.5
	 
	250000
	3.5
	280,000
	 
	  (30,000)
	unfavorable

	Labour
	4
	 
	400000
	5.5
	440,000
	 
	  (40,000)
	unfavorable

	over head
	1.5
	 
	150000
	1.5
	120,000
	 
	30,000
	favorable

	 
	 
	 
	 
	 
	 
	 
	 
	 

	Contribution
	17
	 
	1700000
	 
	760,000
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 

	fixed overheads
	 
	 
	 
	 
	 
	 
	 
	 

	warehouse rental
	 
	 
	200,000
	 
	170000
	 
	30,000
	favorable

	Insurance
	 
	 
	100,000
	 
	100,000
	 
	0
	 

	full-time warehouse salary
	 
	 
	50,000
	 
	35000
	 
	15,000
	favorable

	 
	 
	 
	 
	 
	 
	 
	 
	 

	total overhead
	 
	 
	1,150,000
	 
	1,145,000
	 
	5,000
	favorable


As above in the report, there is a comparison of actual versus budgeted reports. Although there is a favorable variance of 5000£ production is 80000 units. Now in the second step, we will make the flexed budget for the production of 80000 units then we calculate and make the comparison. Lastly based on actual versus flexed budget variance analyses we will make an appraisal of AMANA LTD CEO progress.
[bookmark: _Toc69507577]Comparison of Actual versus flexed:
	 
	 
	 Actual 
	 
	 
	 Flexed budget 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 

	Particulars
	per unit cost £
	 Actual budget £ 
	no of unit
	factor cost per unit (standard price)
	 Flexed budget 
	variance
	favorable (unfavorable)

	Units
	 
	 
	80,000
	 
	 
	 
	 

	selling price
	20
	          1,600,000 
	 
	25
	           2,000,000 
	 (400,000)
	 Adverse

	variable cost
	 
	 
	 
	 
	 
	 
	 

	Material
	3.5
	               280,000 
	 
	2.5
	              200,000 
	    (80,000)
	adverse

	Labor
	5.5
	               440,000 
	 
	4
	              320,000 
	  (120,000)
	adverse

	over head
	1.5
	               120,000 
	 
	1.5
	              120,000 
	0
	 

	 
	 
	 
	 
	 
	 
	 
	 

	contribution
	9.5
	               760,000 
	 
	17
	           1,360,000 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 

	fixed overheads
	 
	 
	 
	 
	 
	 
	 

	warehouse rental
	 
	               170,000 
	 
	 
	              200,000 
	     30,000 
	favorable

	Insurance
	 
	               100,000 
	 
	 
	              100,000 
	0
	 

	full-time warehouse salary
	 
	                  35,000 
	 
	 
	                50,000 
	     15,000 
	favorable

	 
	 
	 
	 
	 
	 
	 
	 

	total overhead
	 
	          1,145,000 
	 
	 
	              990,000 
	  (155,000)
	adverse



(Goode, M. and Malik, A., 2011)
Below I will show the variance formulas for more understanding.
Price variance:
(Actual rate-standard rate)*actual unit sold/produced
Direct material variance:
(Actual price-standard price)*actual unit produced
Direct labor variance:
(standard rate –actual rate)*actual units
Variable overhead variance:
(Actual variable overhead rate-standard overhead rate)*actual unit (here actual and standard rate is same)


[bookmark: _Toc69507578]Requirement 2:
[bookmark: _Toc69507579]Performance Report on AMANA LTD CEO
First of all, we make analyses on price and units produced. As in the original budget, there is the production of 100,000 units and the budgeted selling price was £25 while they only produce 80,000 units and the actual selling price is £20. In price variance, if we flexed the units to 80000 units there is a difference of £5 in selling price variance so we deviate from an original budget which results in an adverse variance of £400,000.
The unfavorable price variance is due to units sold were fewer than planned or due to competition in market selling price was too low these reasons can be the main reason of price adverse variance
Direct material utilization:
As per budgeted the direct material price £2.5 per unit but they purchase at the cost of £3.5 which results in an adverse variance of £80,000. The material purchased department purchases expensive material which result from adverse variance. The cost per unit increased which is the reason behind the adverse variance. AMANA LTD CEO should monitor the performance of the material purchased department and identify the weak areas and should take corrective measures.
(Drury, C., 2018)

Direct labor variance: 
As per budgeted the direct labor cost was £4 per unit but the company bears the costly labor of £5.5 which results in an adverse variance of £120,000 the reason behind adverse variance due to shortage of worker supply or worker taking too long time to complete the project. So, AMANA LTD CEO should take corrective measures while hiring the labor. (Variance, C., Standard Costing)

Variable Overheads:
As per budget variable overhead rate and actual rate are the same so there is no variance. AMANA LTD CEO Progress is well as concerned with the utilization of overhead.

AMANA LTD CEO should ask the four questions when a company has unfavorable variance these four questions are as follow
· From where is the difference coming from 
· When did the variance occur this happened when an invoice was not earlier received or payment made earlier or later than expected.
· Why is there unfavorable variance this will be due to price changes and consumer demand?
· What do I do next this is a very important question which needs to be addressed by recommendation and necessary changes.
(Drury, C., 2018)

[bookmark: _Toc69507580]Causes of unfavorable variance:
There are many other causes of unfavorable variance some of them listed below.
· Due to change in economic conditions
· Lower economic growth 
· Lower consumer spending
· Due to recession which causes unemployment
· The market condition also have an impact on adverse variance like the entrance of new competitor in the market
· Technology impact new and advanced technology make obsolete to old technology



[bookmark: _Toc69507581]          Conclusion:

If AMANA LTD CEO Management team critically analyze the unfavorable variance and point out the main causes once the weak area identified company can make the necessary corrective measure and get back on target with their budgeted plan.
So, keeping the above-recommended changes the operation of AMANA LTD CEO can operate effectively and efficiently.


Requirement no 3
[bookmark: _Toc69507582]Recommendation for AMANA LTD CEO.
What corrective measure AMANA LTD CEO should take in response to adverse variance:
AMANA LTD CEO should take the following measure in response to adverse variance
· AMANA LTD CEO should adjust their company budget realistically.
· AMANA LTD CEO should reconsider company projected revenue by changing price, volume, and sale process.
· AMANA LTD CEO should increase customer demand by changing products or by increasing the marketing budget.
· AMANA LTD CEO should make the process to be efficient and effective and less wasteful.
· AMANA LTD CEO should take all corrective measure to make all departments effective and efficient because of efficiency they can achieve their desire budgeted plan











[bookmark: _Toc69507583]PART 2:
Introduction:
[bookmark: _Toc69507584]Introduction to decision making:
Decision-making is simply the process by which managers take steps to resolve a problem. It is an integral part of the company's management plan that aims to improve efficiency. Decision-making is where managers can make the right decisions at the right time. Decision-making is an integral part of all organizational management teams.
If any decision is made incorrectly there will be negative consequences for the organization. It can affect the effectiveness of all that makes it difficult for organizations to achieve their goals. The decision-making process enables us to select the appropriate course of action among the various alternatives available. This choice of the right decision makes it easier to manage all business matters and easily achieve objectives.
Decision-making is an ongoing and dynamic task for every business. It must be ensured that rational and thinking people should be involved in decision-making. The decision-making process includes a series of steps that need to be followed to improve. In modern times, the organization involves a large number of people in their decision-making.

[bookmark: _Toc69507585]Scenario AMANA ltd:

In this scenario whether AMANA LTD CEO would set up own online shop through the website or outsource to Amazon ltd. The decision is based on the following points.
· Cost comparison of both proposal
· Sale units of both proposal
· Relevant cost for both proposal
· Price control and return policy

Keeping in view the above points we will analyze all the points and make a report on whether AMANA LTD CEO set up an online shop in-house or outsourced to Amazon.
Before moving toward the scenario I want to explain the concept of relevant cost has an impact on decision making.

Relevant Cost:
In Managerial accounting term, relevant cost is defined as the cost which is avoidable and incurred only when making a specific business decision.	

Cost comparison of both proposals:

First of all, we will make analyses of the in-house setup of online shop and their relevant cost on which decision is based.
Cost of setting up delivery network - £150,000

The cost of setting up the delivery network is the cost which is incurred due to in house setup of an online shop is relevant and it will have an impact on decision making. So, £150,000 is a relevant cost.

Cost of upgrading current website due to large volume of sale: - £50,000

 Cost of upgrading website due to a large volume of sale is incurred due to in house setup of the online shop so its has impact on decision making, therefore, £50,000 is relevant cost and should be considered while deciding about in house setup of online shops

Salary of a full time IT programmer £35,000 per annum: 

As the salary of a full-time, IT per annum is irrelevant cost and has no impact on decision making because the salary of its programmer is fixed nature cost. It may assume the IT programmer is hired before decision-making for maintenance of the current website. So, £50,000 has no impact on the decision-making process of the in-house setup of an online shop.

Guaranteed Sale of 100000 units:

In house setup of the online shop will be awarded by the guaranteed sale of 100,000 if we compute the total relevant cost is £200,000 then the per-unit cost is £2 per unit

[bookmark: _Toc69507586]There are the following points which should be considered while deciding on outsourcing these points are
· Pricing factor 
· Cost savings
· The technology and resources
· The ability of an outsourced company to meet a deadline
· Limit the liabilities 
· Communication and service agreement

[bookmark: _Toc69507587]The benefit of outsourcing:
· Faster and quality service 
· Resources utilization if you are manufacturing a product and you have a lack of necessary resources in that department you can outsource the best expert in that area.
· The other benefit related to outsourcing is risk is shared between the partner companies.
· Goods acquired with a partnership can lower the cost of labor and material.
· The main benefit of outsourcing is that you can utilize your time in value-added activities.
· Fixed overhead cost is too high but by outsourcing, this cost will be shared between partners.
· Another most important benefit of outsourcing is it focuses on core business processes.
· Control of cash flow outsourcing ensures control of cash flow.
· Outsourcing also helps in managing risk.
[bookmark: _Toc69507588]A disadvantage of outsourcing:
There are a few disadvantages of outsourcing also 
· There is a risk of financial data exposed.
· There is the involvement of hidden cost

[bookmark: _Toc69507589]Second option outsourced to Amazon:
In the second option where Mr. AMANA is outsourcing the online shop at a fee of £50,000 with an expected sale of 65000 units, it may be increased if the potential demand for the product increased but there is another risk factor involved which can damage the clothing brand goodwill that is lack of control over pricing and return policy. Lack of control over two main elements which are very important concerning online business perspective it can be dangerous for a company position in the market. If we compute relevant costs only the cost per unit is £0.77 per unit.


[bookmark: _Toc69507590]Conclusion:
According to analyses of the above scenario, we have concluded based on cost-saving Amana Ltd should outsource the online shop to Amazon although there is a lack of control over pricing and return policy but the variable cost in outsourcing is less than in house setup. By viewing the above advantage we will recommend the Amana ltd to outsourced the online shop.
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