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[bookmark: _Toc99994920]Introduction
This report is based on management accounting. This report will discuss the flexible budget and variance analysis for the year 2020. This report will include the performance report of the organisation. This report will cover the recommendations to Amana’s CEO on areas of improvement. This report will discuss the advantages and disadvantages of selling products on-site or on Amazon.  
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[bookmark: _Toc99994922]Prepare the monthly control report showing the original budget, flexed budget, and variances.
Budget 
	
	Original budget
	Actual budget
	Variance 

	Particulars
	Total
	Per unit
	Total
	Per unit
	

	Units 
	100000 units
	
	80000 units
	
	

	Sales 
	100000
	20
	80000
	25
	900000 unfavourable

	Variable cost
	
	
	
	
	

	Direct material cost
	250000
	2.5
	280000
	3.5
	30000 unfavourable

	Direct labour cost
	400000
	4
	440000
	5.5
	40000 unfavourable 

	Prime cost
	650000
	6.5
	720000
	9
	

	Variable production overhead
	150000
	1.5
	120000
	1.5
	30000 favourable

	Fixed production overhead 
	-
	-
	-
	-
	45000 favourable

	Warehouse rental
	200000
	2
	170000
	2.125
	

	Insurance
	100000
	1
	100000
	1.25
	

	Full-time warehouse supervisor salary
	50000
	0.5
	35000
	0.4375
	

	Total
	1150000
	11.5
	1145000
	14.3125
	



Performance report 
	Particulars
	Actual
	Budgeted
	Variance

	Units 
	80000
	100000
	20000 units unfavourable

	Sales  price 
	20
	25
	

	Sales 
	1600000
	2500000
	900000 unfavourable 

	Variable cost 
	
	
	

	Direct material cost
	280000
	250000
	30000 unfavourable

	Direct labour cost
	440000
	400000
	40000 unfavourable 

	Variable production overhead 
	120000
	150000
	30000 favourable 

	Total variable expense
	840000
	800000
	40000 unfavourable 

	Contribution margin
	760000
	1700000
	940000 unfavourable 

	Fixed overhead
	305000
	350000
	45000 favourable 

	Profits  
	455000
	1350000
	895000 unfavourable 



Calculation of variances 
Sales variance 
This is the difference between the product price at which an organisation expects to sell their products or services and the actual price at which they sell their products or services to the customers.
	Variance name
	Calculation
	Formula 

	Sales price variance
	actual quantity* (actual price – standard price)
	= 80000* (20 -25)
= 400000 unfavourable 

	Sales usage variance
	standard price* (actual quantity – standard quantity)
	= 25* (80000 - 100000)
= 500000 unfavourable

	Total sales variance
	sales price variance + sales usage variance
	= 400000 + 500000
= 900000 unfavourable 



Material variance 
Material cost is the difference between the actual cost incurred in the organisation for the production of goods and services and the expected or budgeted cost of that material for the production of goods and services. This shows the ability of the organisation to incur the material cost to the level which they have planned for incurring.
	Variance name
	Calculation
	Formula 

	Material price variance
	actual quantity* (standard price – actual price)
	= 80000* (2.5 – 3.5)
= 80000 unfavourable

	Material usage variance
	standard price* (standard quantity – actual quantity)
	= 2.5* (100000 - 80000) 
= 50000 favourable 

	Material cost variance
	standard cost – actual cost
	= 250000 – 280000 
= 30000 unfavourable 



Labour variance 
This is the difference between the standard cost related to labour allowed for the actual level of output and the actual cost related to the organisation's labour. 
	Variance name
	Formula
	Calculation

	Labour rate variance
	actual hours* (standard rate – actual rate)
	= 80000* (4 – 5.5)
= 120000 unfavourable

	Labour efficiency variance
	standard rate* (standard hours – actual hours)
	= 4* (100000 - 80000)
= 80000 favourable

	Total labour cost variance
	standard labour cost – actual labour cost
	= 400000 – 440000 
= 40000 unfavourable 



Overhead variance 
	Variance name
	Formula
	Calculation

	Variable overhead cost variance
	standard overhead for actual production – actual overhead incurred
	= 150000 – 120000 
= 30000 favourable


	Fixed overhead variance
	standard overhead for actual production – actual overhead incurred

	= 350000 – 305000
= 45000 favourable 
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Using your control report prepared in (i) above, prepare a report on Amana’s performance during the year 2020
The organisation has to maintain their activity level as here the organisation's budget activity level is 100000 units, but the actual activity level is below the budgeted level, which is 80000, which also have an impact on the performance of the organisation. 
The organisation has an unfavourable sales variance of 900000, which is not good for the organisation. This shows that their performance is good in the year 2020. The main reason behind such unfavourable performance is that the organisation reduces their actual sales prices compared to their standard sales prices. Their sales units are also below the standard units decided by the organisation. 
In 2020 organisation performance is also unfavourable related to their raw material? The organisation has 80000 unfavourable material price variance, which shows that organisation performance related to the price negotiation will supplier is not good or they do not purchase in bulk quantity. These are the reasons for the unfavourable material price variance. The material usage variance of the organisation is favourable, which maintains the material cost variance of the organisation.
Performance related to labour is not good as the organisation has unfavourable labour rate variances. The main reason behind such negative variance is that the organisation does not arrange the cheap labour workforce as they decided while preparing the budget. Due to inefficient labour or lower-skilled labour, the organisation's performance decreases. 
The organisation has less contribution margin in 2020 compared to the budgeted or original contribution margin. This shows that the performance of the organisation is not good. The main reason behind this is that sales prices are below the standard price set by the organisation. With higher direct material costs and direct labour costs, the results of contribution margin are unfavourable for the organisation.
The total production cost of the organisation is increasing in actual as compared to the budgeted, which shows that the organisation does not perform well in their production activities. For maintaining the production cost, the organisation has to control the cost related to the organisation's materials and labour. In budget total production cost is eight which is increases in actual to 10.5 so organisation has to control their production cost for maintaining their contribution s well as profits and improving their performance. 
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There are many key areas in which Amana needs to improve
The organisation has to adjust their budget with more realistic terms.
They have to reconsider their standard sales revenue by changing their sales prices, sales units and processes so that their variances and performance will be improved. 
The organisation has to increase its sales units by increasing its customers' demand by changing their products. 
The organisation has to maintain their actual sales prices with the already fixed sales price.  
The organisation has to maintain their activity level to their organisation budget activity level as thisimpacts the organisation's performance
The organisation has to maintain their sales price and improve their sales units so that their performance will be improved. 
The organisation may improve their material price variance by purchasing the material related to the lower quality compared to standard quality. Better price negotiation will also help improve the material price variance (Blocher, et.al, 2019). By purchasing a large number of orders, an organisation can easily get a discount, which helps improve the organisation's material variance. The organisation has to improve this area related to the price of raw materials.
The organisation has to focus on the labour area also in the organisation. The organisation has to reduce the overtime hours of the labour so that their labour rate variance easily gets reduced. The organisation has to select or hire the labour from that country where they get cheap cost of labour so that this will improves the labour variance. The organisation has to provide training to their low skilled workers so that their efficiency of working may improve. This will lead to improvement in the organisation's performance
To improve the organisation's performance, the organisation needs to maintain their fixed cost and variable cost so that its performance will be improved (Parry and Bamber, 2020). 
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[bookmark: _Toc99994926]In your report, provide an analysis of Mr Amana's decision to go online and advise if they should set up their online shop or sell on Amazon. You should take into consideration all the relevant costs.
Based on the figures given in the question, if the organisation sells their products using its side, the organisation will incur the following costs.
Cost of setting up delivery network = £ 150000
Cost for updating their current website to handle a large volume of sales on-site = £ 50000
Salary of full-time programmer = £ 35000 per annum
There will be expected sales of 100000 units annually.
That means the total cost incurred for selling for their site = £ 235000
If the organisation sells their product and services directly on Amazon, then the following cost will be incurred for the organisation
Amazon fulfilment fees £ 50000
Annual sales will be 65000 units
There will be a lack of control over the pricing and return policy
Based on the cost and annual sales, the organisation should sell their product with the Amazon Company as they have to incur less cost for the organisation. This will be beneficial for the company.
Advantages of selling product on own site
Control: an organisation has full control over the company's website for selling the products of the company. The organisation has full control over the company's design, content, and selling process. Selling the products on-site will control the organisation by removing the distraction.
Brand voice: website of the company shows its brand value of the company. There is an opportunity for the company to make a unique brand for their products and services. The consumer will become more aware of the company's brands and prefer to buy them. 
Increased customer loyalty: when an organisation sell their products with the help of a website, then the organisation will refer their brand to the customers. This will lead to an increase in the chance of repeat purchases for the company's brand customers. This will help build the customer's loyalty (Emerson, 2021). 
Disadvantages of selling product on own site
Reduced product visibility online: A shopping website such as Amazon is the place that attracts customers to reach and search for the product for online shoppingon Amazon. So Amazon is the priority for the shoppers for purchasing the product. If an organisation has a short product buying cycle, customers will start searching on Amazon. 
Staffing and overhead: this will require a high overhead for running and maintaining the website, as highly skilled and knowledgeable employees are required for the organisation. This will requires huge overhead to keep updating the website and running the business.
Customer support: if the organisation lacks support for the customers, such as return goods, free delivery of goods etc., then customers will not buy from the website. They will shift to Amazon for purchasing the products (Išoraitė and Miniotienė, 2018).
Advantages of selling on Amazon
Increase in the sales value: listing the products on Amazon will attract millions of customers. Amazon will help the organisationoptimise and categorise the products of the organisation so that customers will show the most appropriate search queries. 
International shopping market: Amazon has international exposure and brand trust, which allows customers to easily bring the products of the organisation into the new market segment. The organisation can easily reach local and touch audiences who are ready to purchase the organisation's products. 
Visibility of search engine: Amazon has a high amount of authority due to which products page rank highly in competitive terms. This will be beneficial for the organisation for remaining in the competitive market. 
Inventory management: Amazon easily manages the inventory of the organisation's packaging and then shipping to the customers, so the organisation does not have to worry about anything. Amazon has an infrastructure to support inventory management and logistics(Olmez and Kraynak, 2020).
Disadvantages of selling on Amazon
High competition: there is high competition when products are sold on Amazon. There are large numbers of sellers who are competitors of business. So there is high competition on Amazon. 
Low control: Amazon has rules which every seller has to follow. The loyalty of Amazon is towards the customers, not towards sellers. Amazon has control over the listing of the organisation's products or removing content and listing as they find necessary. Amazon can also remove the product catalogue.

So based on the advantages and disadvantages of selling on-site and selling on Amazon, Selling on Amazon is the best option for the organisation as there is proper inventory management and a large number of customers segment can be available to the organisation (Stone, 2021).







[bookmark: _Toc99994927]Conclusion
This report discusses the flexible budget and variance analysis for the year 2020. This report includes the performancereport of the organisation. This report also covers the recommendations to Amana’s CEO on areas of improvement. This report also discusses the advantages and disadvantages of selling products on-site or on Amazon. 
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