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Introduction



The given report educates the reader about the budget. The budget helps in identifying whether the company is doing as forecasted or not. It tells the situation of overall actual profitability and the budgeted profits. After comparing the actual with the budgeted data the company finds the area of improvement. It helps in planning the budget better. It involves budgeting the material and the production process steps in a proper manner. The performance evaluation is to find out the current position of the company. It helps to find the strengths and weaknesses of the company. below we have discussed what are the actions an organization should take if they are getting adverse profits. Firstly, it is important to decrease the variable cost by discussing with the supplier who supplies the material and bargaining can be one way. if the labor is inefficient then train them or hire laborers so that it will help in decreasing the labor cost and improving the production process.  These are some of the techniques which will be useful to shift the adverse profit into the positive one. The fixed cost can also be reduced if they lower the staff or dismiss the once which are not needed then also it will help in generating more profits by decreasing the expenses.    (Olsen, and Tomlin, 2020). 




Main body
	
particulars
	actual budget
	difference of the actual and flexible budget
	U/F/N
	Flexible budget
	activity
	U/F/N
	Static budget

	total units
	80000
	 
	 
	80000
	-20,000
	U
	100,000

	 sales
	1,600,000
	-400,000
	U
	2000000
	-500,000
	U
	2,500,000



	(-) variable costs 
	 
	 
	 
	 
	 
	 
	 


	material 
	280,000
	80,000
	F
	200000
	-50,000
	U
	250,000


	labor
	440,000
	120,000
	U
	320000
	280,000
	F
	40,000


	overhead
	120,000
	0
	N
	120000
	-30,000
	U
	150,000


	contribution
	760,000
	-600,000
	U
	1,360,000
	-340,000
	U
	1,700,000


	(-)fixed cost
	 
	 
	 
	 
	 
	 
	 


	rental warehouse
	170,000
	-30,000
	U
	200000
	0
	N
	200,000


	insurance
	100,000
	0
	N
	100000
	0
	N
	100000


	fulltime warehouse supervisory salary
	35,000
	-15,000
	U
	50000
	0
	N
	
50000


	net operating income
	455,000
	-555,000
	U
	1,010,000
	-340,000
	U
	
1,350,000
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[bookmark: _Toc119694893]Report on Amana’s performance during the year 2020
The given above report shows a bad performance as the selling price has improved over time but the costs are out of control than before. The overall profitability is very much impacted. The overall profitability is in an adverse position. but the fixed cost is also under control then the problem is in variable cost as it is not in control.
As the above report suggests that labor is highly inefficient. Overheads are in the place of no profit no loss stage. It is important to change the adverse performance into favorable by appointing highly efficient labor or training the existing labor. In the fixed cost, the company can change the manufacturing place into a cheaper one so that if it will be shifted then the rent occur will be less than usual. If the salaried staff is more than needed then dismiss the ones who are not helpful. This way company can decrease the fixed cost and shift it to the favorable side. To reduce the variable cost the first action organization can take is to reduce the material price by discussing it with the supplier. For that the organization can use the economic ordering quantity method where they will understand the actual requirement, ordering cost, and carrying cost with the help of that they can take the decision and reduce the extra cost which is incurred by the organization. they can make a targeted budget and use the resources accordingly. (Olsen et al., 2020).

[bookmark: _Toc119694894]Recommendations to the CEO on areas of improvement.
To perform the activity perfectly and with profitability, it is important to look into areas where the situation is unfavorable. Here in the given case, it is the variable cost that is out of control. So, in this case, the variable cost should be controlled. It will help the company perform better and try to sell as much as the company can. Appoint efficient workers or give the existing workers training. To decrease the fixed cost company can sub-lease its space so that the company can enjoy the rent given by the tenant (Bril et al., 2018). If a company wants to lower more fixed costs then in that case it can reduce the staff if the company can. Instead of labor cost company can install fully automated machines so that it will be only a one-time investment for the company but will give long-term profits. The company can change the workflow structure. By implementing these types of things the company can reduce the cost and increase profits. Companies can introduce a new structure and use different methods to take the right decisions as company with the help of EOQ can find out the number of orders a company should give in one order using the annual requirement and ordering and carrying cost. It will help the company to minimize the ordering cost as well as carrying cost. It will give a fair amount which the company should incur into all these activities. The company can reduce the selling price so that the consumers can able to purchase and the demand for the product will increase in the market. also, the organization should motivate its staff and employees to do better. They can also give them rewards and recognition as well as provide incentives to boost their interest in the company. the organization can purchase the raw material in bulk so the amount they will bear will be reduced as the supplier will also give more discount on the raw material. The company should invest in research and development so that it will improve the product quality as well as find out how to produce more in less time. Companies can introduce machines instead of humans so that more production will happen and there will be less idle time. The company can produce as much as they want but they have to invest in big amounts for this it will be helpful in the long run to produce as much as it can. The errors will be fewer and the time taken by the machines will be less than the humans. The organization will be more efficient by following the strategy. But firstly the focus should be on variable costs then the fixed cost should be taken into account and if possible change the flow of structure of the organization. utilize better policies and give incentives so the staff and employees feel motivated to work. train them and hire more efficient ones so that it will give the company hire profits and help in more production in less time. The idle time should not be more than an hour so that the utilization of labor will be more and they can give more time to the organization and work with efficiency. (Jindal, and Newberry, 2018). 
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It is important to accept change and here Mr. Amana is trying to do that only. The decision he has taken to start online is great. He is trying to move 50% of sales from offline mode to online mode. As Amana has seen a shift of customers from offline to online in the countries like the UK, the US as well as Europe. His branches of Brighton, as well as Birmingham city centre along with Manchester city centre, are closing to shift online as the cost is already high for the physical stores that’s why offline stores are less profitable than online ones. As a chunk of the profit goes into paying of the expenses. Online stores will have a greater horizon to reach out to customers from different parts of the world. But there is customer loyalty as the stores are in physical the only limitation is its reach to its customer is limited. It can revamp its other stores to give services to its loyal customers. (Hoekstra et al., 2020)

Now, Amana has two options available. Firstly, it can shift to an online store(amazon) or has the option to shift to an online shop which will be dedicated to this work. the online store is guaranteeing the sale of 100,000 units annually. In which the setup cost will be 200,000 and the salary of the IT programmer per annum will be 35,000. On the other hand, if Mr. Amana sells it through amazon then the cost incur will be 50,000 and the guaranteed sales will be 65,000 units annually. Also, Amana needs to think about its marketing strategy and how it will go about its as any chosen option will require the support of marketing as well. The marketing will create awareness among the people about the product which will definitely help in increasing sales. It is important that the company should take the brand visibility factor into consideration. It should make strategies to market the brand in the UK, Europe, and US regions. since it is operating offline that’s why awareness is limited. The option of going on the amazon platform for selling will be a good plan for the first initial years. The cost which will incur will be less as compared to other options and the units guaranteed also has a great ratio. Choosing this option will tell the company about the market condition and the demand for the product in the market so that gradually according to the demand company can start its dedicated online shop. So, keeping marketing and all the other expenses in mind Mr. Amana should consider the sell-through amazon option for the first 2 to 3years. (Chamberlin and Boks, 2018) It will help them understand the real market condition and will provide company feedback to work on areas that are not doing right. It will give an overview of the acceptance of a product and customer loyalty in the long run. Once they significantly made awareness in those 2 to 3 years then Mr. Amana can think of switching to online stores which will be dedicated to the Amana souvenirs. (Victor et al., 2019)
[bookmark: _Toc119694896]
Conclusion



The given report will make the reader understand the flexible budget, actual budget, and original budget. All these budgets are prepared to compare the actual performance of the company. What are the areas which are weaker and what are the strong areas? It also helps in identifying the estimated profits of the company and comparing them with the budget profits. So, The areas which are lacking behind will be taken into consideration, and start working on them immediately. The main areas in an organization from which the cost can be reduced are fixed costs as well as a variable costs.
The other question was about which opportunity to choose. So, it is totally based on the amount of investment and returns the company is getting after investing. As in the initial years, it is important to make the products available online as well as offline. Marketing plays a vital role and it is one of the expenses that a company needs to bear to get returns in long term. However, in the given case starting online on amazon is the best option. As it is more affordable and in the meantime company will get a fair idea of how the products are performing in the market. accordingly, the company can take the decision of making it on large scale and making an online dedicated shop for the same. (Tembo, J.B., 2022)
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