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EXECUTIVE SUMMARY
Amana Ltd. has prepared an original budget which greatly differs from the flexed budget. There are a few factors which has projected such variances in the budget. Such reasons have been cultivated in detail by citing the factors clearly. The increase in the variable costs along with the constant fixed overheads have increased the expenses of the company. Moreover, the drop in the selling price has reduced the scope of profits for the company. As a result, the CEO of the company has been recommended to follow particular methods for reviving the fallen back financial structure of the company. Later, it has been discussed whether the company should improvise 50 percent of their sales through their own website or by outsourcing the same through Amazon. Evaluative analysis has been carried out to contemplate the best results for the company. Every factor have been thoroughly cultured before arriving at the decision.
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	Amana Ltd.

	Particulars
	Original Budget
	Amount (Pounds)
	Actual Budget
	Amount (Pounds)
	Flexed
	Variances (Pounds)

	Units
	100,000
	
	80,000
	
	80,000
	

	Selling Price
	£25
	£2,500,000
	£20
	£1,600,000
	£1,600,00
	£ 0

	Variable Costs:
	
	
	
	
	
	

	Materials
	2.50
	£250,000
	3.50
	£280,000
	£200,000
	-£ 80,000

	Labour
	£4
	£ 400,000
	£5.50
	£440,000
	£320,000
	-£120,000

	Overhead
	£1.50
	£ 150,000
	£1.50
	£ 120,000
	£120,000
	£0

	Contributions
	£17
	£1,700,000
	£ 10
	£ 760,000
	£960,000
	-£200,000

	Fixed Overheads:
	
	
	
	
	
	

	Warehouse Rental
	£200,000
	£200,000
	£170,000
	£70,000
	£200,00
	£30,000

	Insurance
	£100,000
	£100,000
	£100,000
	£100,000
	£100,000
	£ 0

	Full Time Warehouse Supervisor Salary
	£50,000
	£50,000
	£35,000
	£35,000
	£50,000
	£15,000

	Profits
	
	£1,350,000
	
	£455,000
	£610,000
	£155,000
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As we compare the proposed budget with the actual flexed budget, we can see that Amana Ltd has thoroughly underperformed during the year. The profits of the company are struggling below a margin of 40 per cent in the actual scenario. It must be noted that there is a difference in the number of units sold during the period. The original budget projects 100,000 units whereas the actual or the flexed budget represents only 80 per cent of the value. Therefore, we can state that the number of units sold has been 20 per cent less than the projected budget. According to Kamau et al. (2017), this is bound to create a difference in the profit structure of the relevant period.
One of the most important determinants of the change can be notified as to the selling price of the products. The original budget claimed a price of 25 pounds for each unit. But the flexed or actual budget has been computed at the rate of 20 pounds per unit. Thus, we can see that there is a difference of 5 pounds per unit in either case. As opined by Warren and Jack (2018), it has a major effect on the profit generation of the firm. Firstly, the number of units is less and then the selling price is dropped by a margin of 5 pounds per unit. Thus, the scope for generating profits is thoroughly narrowed.
As we come across the variable expenses, we can notice that there is a hike in the unit prices of materials and labour. The overhead cost has remained the same in both cases. Specifically, there has been a change of 1 pound in the case of materials. The original budget claimed 2.50 pounds per unit but the flexed budget represented a value of 3.50 pounds per unit. This has enraged a hike of 80000 pounds in the valuation of the cost of goods sold. Again, when we come across the per unit cost of labour, we can see that there is a difference of 1.50 pounds per unit of labour. The original budget projected 4 pounds per unit produced in case of labour. But the actual budget represents 5.50 pounds of labour per unit produced. This has particularly increased the projected budget by a margin of 120000 pounds. Thus, the sudden increase in the variable costs by a total of 70000 pounds is a considerable factor for reduction in the profit margin of the firm. The overhead cost of the goods produced has remained unchanged though. As described by Gordon et al. (2017), this can be cited as a massive factor for the indifference caused.
As a result, the contribution, in either case, differs by a considerable margin. But the most associative factor for this region of difference can be cited as the difference in the selling price of the units. According to Augsbergeret al. (2017), the contribution, in this case, has been obtained by deducting the variable expenses from the total sales in either case. Thus, the resulting figures differ by a margin of 200,000. This is a massive difference that shall be further exploited by the curtailing of fixed expenses of the business.
Further, when we analyze the fixed overheads, the actual amount of warehouse rental paid by Amana Ltd is unitarily higher than the projected budget. Although it is lesser than the projected value of 200000 pounds by a margin of 30000 pounds. As per Lytnevaet al. (2019), this difference is nullified by the depression in the selling price of the units in the flexed budget scenario. The same could be said in the case of salary for the supervisor of the warehouse. There is a significant difference of 15000 pounds on an annual basis but the income range has been shortened by the drop in the per unit selling price. Again, when we view the insurance charges, it has remained unchanged due to its fixed nature. Thus, when all the fixed expenses are added to compute the result, the low amount of contributions is further curtailed to obtain a lesser amount (Karima et al., 2021).
As we subtract the fixed expenses from the contributions, we obtain the earnings before interest and tax for Amana Ltd. This has been cited as the profit for the period. The original budget projected an amount of 1,350,000 pounds which hugely differs from the actual figures. The actual figures have been computed at 455,000 pounds. Thus, there is a difference of 155,000 pounds from the original budget. This has severely differed due to the subtle increase in the per unit expense against the goods produced for sale and the depression of the selling price in the actual budget from the projected budget. Amana Ltd. can optimize their budget during the next financial year as they have a prepared customer base since their products have been accepted in the market to such an extent. According to Yuhertianaet al. (2021), they can magnify their leaned profits in the next session by marginally increasing their prices as per the projected budget which shall help them to recover from this current scenario. Again, they can also aim to increase their units of sale by accommodating effective strategies for increasing the sales of the company.
[bookmark: _kis5f4jqnpp0][bookmark: _Toc89264435]Recommendations to CEO
The CEO of Amana Ltd. can be recommended to incorporate the following things in the business to improve the existing profitability of the company.
· The CEO must first attempt to increase the unit of sales of the company. This will give the firm a better opportunity for generating higher revenues during the next financial period. The profitability of the firm could also improve with the increase in sales. The proposed unit of sales can be escalated to a promising number of 100000 units.
· The selling price of the products sold by the firm has been only 20 pounds per unit. The CEO can strategically uplift the prices of the same. This will help the company to combat the relevant expenses that the firm has to spend over its course of operations. The prices of the products can be optimized to 25 pounds per unit. This shall help the company to improve the struggling profit score during the next accounting period.
· The cost of materials should be the next concern of the CEO. There was an increase of 1 pound per unit during the previous period. In order to gain better profits and retain the majority of the revenue, it can be proposed that the CEO bargains a competitive cost from the potential suppliers. As proposed by Mortezaniya and Sakhaei (2021), this shall help to reduce the cost of goods sold thereby, improving the proportion of contributions in the actual scenario.
· Similarly, in the case of labour, the prices per unit had risen by a margin of 1.50 pounds per unit. This is a significant area where the CEO of Amana Ltd. can be proposed to negotiate with the labour association to reduce the per-unit costing. Or else they could be negotiated to increase the levels of production with the existing prices. This shall help the company with better availability of goods for sale during the next financial period.
· In the case of fixed overheads, the cost of renting a warehouse could be negotiated by the CEO to accommodate the inventories of the company. This shall help to reduce the fixed cost margin thereby allowing the company to an elevated amount of profits. It must be noted that if the fixed cost margin can be curtailed, the company can be projected with the benefits of higher profitability in the future.
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	Online Business

	Particulars
	Amount (Pounds)

	Cost of setting up a delivery network
	150000

	Cost of upgrading the current website to handle a large volume of sales
	50000

	Salary of a full-time IT programmer (Annually)
	35000

	Guaranteed Sales (units)
	100000

	Total Cost of Investment
	235000


[bookmark: _xcubpt2ojf4b][bookmark: _Toc89264484]Table 2: Projected Budget for Online Sales
The company wants to improvise the existing selling technique by shifting 50 per cent of its sales on the online platform. For this purpose, Mr. Amana is of the opinion that in order to set up a business on the online platform his company shall have to spend 235000 pounds in order to guarantee a sale of 100000 units as per the market research. This can be a potential technique to upgrade the sales of the company. According to Luckman and Andrew (2018), it must be noted that a huge proportion of the potential customers are available on the online platform and this can be a possibility for the firm to escalate the existing sales figures. Thus, it can also be ascertained that Amana Ltd. is going to operate 50 per cent of its business from the online structure too. Now, if the sales are combined to project the final results, it can be understood that the current sales figure of the company is likely to improve. As per Sharma et al. (2019), this will help the company to improvise its profitability during the proposed period of change. The company would also have to spend another 35000 pounds as salary to the IT programmer for this purpose.
It must also be taken into account that the company will have to spend a huge amount of 235000 pounds in order to establish the business online. The current profitability of the firm is on the lesser side and the company is thinking about spending such a large proportion of their reserves. As opined by Qairseret al. (2020), it could be assessed that with the flow of technical advancements many businesses are shifting to the online platform. Thus, it can be ascertained that the company would have a better prospect for sales in the future with this cost of investment.
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	Amazon Outsourcing

	Particulars
	Amount (Pounds)

	Amazon fulfilment fees
	50000

	Guaranteed Sales (units)
	65000
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Another alternative has been proposed for resorting to online selling of the products of the company. It has been proposed that the company can also sell the products online by outsourcing their sales with Amazon. In this case, the company would have to pay the Amazon fulfilment fees at 50000 pounds and ensure sales of 65000 units. As suggested by Ediwarmanet al. (2021), this alternative has a minimal cost of investment but the concerning fact could be cited as that there will be no control over the pricing of the products or on the return of the goods. Thus, it can be understood that the company shall only be liable for the production and the administration whereas the sales would be completely dependent on the outsourced unit. 
It is evident that the cost of investment by the company is very less but it must also be considered that the company could have its goodwill affected by the conduct of sales through Amazon. As opined by Sylvia et al. (2021), the quality of service could vary by a great margin which shall impact the company’s overall sales figures. This is a negative mark for the company. Similarly, the company can afford to lay loose on online selling if they outsource their sales through Amazon. The company shall only be liable to count on the profits by the end of the financial period. Additionally, it has also been cited that the sales shall be improvised by the market demand in this case. Therefore, the units sold could go up which shall be a positive note for the company. 
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As we compare both the alternatives, the first note of comparison could be cited as the guaranteed amount of sales in either case. The self-selling technique on online proposes 100000 units of sale during the relevant period whereas; the outsourcing with Amazon proposes to guarantee sales of 65000 units which shall vary with the improvisation in the market demand. It can be easily derived that the online platform set up by the company is a more efficient point than outsourcing with Amazon in terms of this concept.
It must also be noted that the cost of investment in the case of online selling through a website shall require a lump sum amount of 235000 pounds of which 35000 pounds can be referred to as a recurring annual expenditure for the company. On the other hand, outsourcing the sales through Amazon would require only 50000 pounds for the establishment. Additionally, no salary has to be paid to any IT programmer in the latter case. Thus, in this case, it can be understood that the outsourcing facility is a better option for the company as it would require much lesser investment than selling through the website of the company.
In the case of selling through the website, the entire process shall be looked after by the management of the company thereby ensuring to eradicate any discrepancy in the economy. But in the case of outsourcing the sales through Amazon, the entire process can be looked after by Amazon where the management of the company would have zero involvement. According to Syamsuddinet al. (2020), this can be viewed as a positive for the company since they will not have to deal with the sales department. But it has been cited that the company would lose entire control on the sales through Amazon. The return policy of the products could also be affected. Thus, in this case, it shall be more feasible to opt for online selling of goods through the website. Although there is a cost advantage in selling the products through Amazon, it shall be more convenient for the company to conduct the sales through the website as it ensures greater scale of sales through the website along with consistent hold upon the management of the quality and the return policy for the same (Kamran et al., 2021). Thus, it can be justified for the company to opt for selling their products through the website.
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