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Introduction: 
Every business and other organization needs to plan their activities for example operation, financial, investment activities etc. The plan of activities related to money is called a budget. Every business needs to estimate their sales, build cost structure, allocate money as per different types of cost like fixed cost and variable cost, direct and indirect cost etc. Amana Ltd. Is a tourist business in England successfully operating for 40 years with a great understanding of the dynamic nature of the tourist business? It sells the souvenirs supplied by a Chinese manufacturing company. Due to the Covid-19 pandemic, the England government-imposed restrictions on movement and travel which tremendously affected the tourism industry. So, the sales volume is decreased as well as the sales price. Here budgeting, variance calculation and performance measurements are going to be discussed about Amana Ltd. 
Question 1
This budget is prepared to maintain the operation more organized. Then after the task is implemented, the estimated and actual budget is compared to know the actual scenario of the business and how much loss or profit is earned. It would be most appropriate to say the budget is a tool to measure the performance of the business. Variance is the difference between the actual and estimated budget. When actual cost is more than estimated there is a negative variance which refers to the unfavorable condition of the organization. On the other hand, if the actual cost is less that shows the efficiency and great performance of the organization. Overall, It's a strong indicator of performance measurement.
1) preparation of monthly control report of original and flexed budget and calculation of variance: The monthly control report of the budget for producing 100000 units of souvenir and the flexed budget for 80000 units with decreasing sales price has been shown below with the variance: 
The monthly control reports
	
	Original budget
	Flexed budget
	Variance 

	Units
	100,000
	80,000
	20000

	Selling price 
	25
	20
	5

	Revenue 
	2,500,000
	1,600,000
	900000

	Variable cost:
	
	
	

	Materials 
	2500000*10%= 250000
	1600000*10%= 160000
	90000

	Labor
	2500000*16% = 400000
	1600000* 16%= 256000
	144000

	Overhead 
	2500000*6% = 150000
	1600000* 6% = 96000
	104000

	Contribution 
	2500000* 68%= 1700000
	1600000*68% = 1088000
	612000



So, the original budget is given for making 100000 units which are flexed to 80000 units of production. Flexed budget adjusts the master budget with the actual sales of production volume. Amana Ltd. Expected the sales price to be 25 and sales volume to be 100000 units. But the actual scenario due to Covid-19 has made them sell less than the budgeted volume in a £5 lower price. If the volume unit is not the same the comparison will not be ideal rather it would be misstated. So, the idea of a flexible budget arises to compare the percentage of revenue for certain expenses instead of usually fixed numbers (Adilli, 2020). In a flexible budget, the variable cost changes according to the revenue change. But the fixed cost remains fixed.
Here, the estimated selling price was £25, and the actual price is 20. The total volume of estimated sales was 100000 where the actual volume is 80000 units. So, the estimated revenue was 100000*25= 2.5 million which is called the original budget. Now, in this exceptional situation of the pandemic if we compare the original budget to actual sales the result will not be effective and fair. So, the original budget is flexed as per the volume and price change. After those changes, the revenue become 80000*20 = 16,00,000. Now, this is the flexed revenue on which the variable cost percentage will be imposed. Material costs are the direct cost of any business operation. It can be traced per unit so It's a variable cost. Material cost was 2.5 per unit which is 10% of sales revenue. So, we get flexed material cost by multiplying 10% with the actual revenue of 1600000. In this way, the labor cost is multiplied by 16%. The flexed cost is changed on the variable cost, it does not affect Fixed cost (Hao, Xia,o and Chon, 2020). As Labor cost is a variable cost the flexed budget is getting affected through the drastic change of labor cost from 400000 to 256000. Similarly, overhead costs rise by 6%. And contribution margin remains 68% which means the fixed cost and profit margin is 68%. Now the flexed budget is ready to compare with actual sales and the result will be more correct.

2) Report on Amana's performance: The recent outbreak has made the overall world economy scattered. It affected mostly the tourism industry negatively (Adithya and Girigoswami, 2021). The estimation has gone wrong and the actual cost of almost everything has risen as there is no free access to foreign trades. So, the materials were delivered from China to Amana Ltd. Is severely affected after the lockdown of December 2020 again. The variance becomes larger and the cost increases which shaken the whole cost structure. based on the flexed report prepared above, the performance of Amana can be measured during the year 2020 -

Report on Amana's performance 
	
	Flexed budget
	Actual budget
	Variance 
	Performance

	Units
	80000
	80000
	-
	

	Selling price
	20
	20
	-
	

	Revenue 
	1600000
	160000
	-
	

	Variable cost:
	
	
	
	

	Materials 
	160000
	280000
	(120000)
	Unfavorable 

	Labor 
	256000
	440000
	(214000)
	Unfavorable

	Overhead
	96000
	120000
	(24000)
	Unfavorable

	Contribution 
	1088000
	1160000
	(28000)
	Unfavorable

	Fixed Overhead:
	
	
	
	

	Warehouse rental
	200,000
	170000
	30000
	favorable 

	Insurance 
	100,000
	100000
	-
	

	Fulltime warehouse supervisor salary
	50,000
	35000
	15000
	favorable



The master budget or static budget is prepared at the beginning of the budget period Based on the planned level of output. It is the target that a business organization would want to achieve. A flexible budget is prepared based on the budgeted revenues and costs base on the actual level of output (Nicholas, Clark and Her, man, 2016). Then the variance of the budget is calculated = total actual results - total flexible budget for actual sales level. Another variance is sales volume variance which is calculated as-
Sales volume variance= Actual sales unit - Master Budget sales unit (80000- 100000 = -20000).
That means the variance means negative as less output was sold than estimation. The estimated cost is flexed budget here and the actual cost is given in the 3rd column. Comparing the actual cost to flexed cost it is seen that the cost has increased severely. The materials were supposed to cost 160000 which has been increased by around 175% in this pandemic. So, this is an unfavorable situation for the management. Again, labor cost also soars up from 256000 to 440000 having an increase of £214000 which also indicates the bad performance of Amana Ltd. Same conclusion occurred in the case of overhead. The fixed cost is decreasing as the overall deflation impact the market. Warehouse rent decreased by 30000 and supervisor salary by 15000. Analyzing the overall situation, it is objectified that the present condition of the world pandemic has put a great impact on the economy as well as in the tourism industry (Ranganathan, 2020). So, the variable cost increased by around double the normal economic condition of Amana Ltd. Again, the performance is also negligible which makes a huge difference between the flexed budget and actual costing and makes the situation unfavorable. 

3) Recommendations on Amana's area of improvement: the variance shows that the performance is not favorable and there is more cost occurred than the budget. This helps in decision-making and taking corrective action. the analysis shows that the variable cost has risen very high which makes a low-profit margin to Amana Ltd. So, what management can do is reducing the expenses as much as possible. Here, the direct materials before were £2.5 per souvenir which increased to £3.5 in the lockdown. If management could find any other source for materials where the cost is cheaper, it will reduce the expense. They can offer another newly designed souvenir with the cheaper goods. In this way, a new product will be developed which may attract new customers. Besides, the cost will be affordable. Again, the labor cost has been increased by 440000/1600000= 27.5% which was 16% before the pandemic. The labor cost also should be rechecked, and proper monitoring should be ensured if the workers are doing their job properly. If there are free riders, the cost automatically increased even where the work is not complete. So, the proper allocation of work and ensuring everyone's presence on duty can make the employees more active and the burden can be cut off. This way the cost can be reduced. Again, the management can adopt new ways to reach the customers as the lockdown has made the physical movement restricted. They can go for online marketing to reach a wider range of consumers. According to a study by Deloitte, it is found that digital marketing is getting more attractive than the holiday period. Around 18% sales increase in 1 year from 2019 to 2020 (Changing consumer, digital marketing, and impact of Covid-19, 2021). So, to cope up with modern technologies and to be adaptive to the drastic change of customers buying behavior due to this pandemic, it is a good option for Amana Ltd to introduce and expand its business on an online platform.

Question 2: 
Analysis of Amana's decision and advice of choosing the best alternative: Amana Ltd. Is recently facing loss due to lockdown where other similar businesses are moving with new technology and adapting the idea of online business (Covid-19: Impact of Lockdown on Tourism & Hospitality Industry, 2021). As Amana Ltd also tries to discover the possibilities in that field, it needs to analyze some important alternatives and the cost and benefit analysis. There are two opportunities right now in front of Amana Ltd. First, it can open its online portal and second it can sell the products on Amazon, a leading online trading portal. Before choosing from the alternatives, we need to know what the demand of the product is, can the demand be created for that product from potential customers, who are the target customers, how is the supply of materials, how can the two options be feasible in the short and long run. From the previous discussion, there is the capacity for manufacturing more units but due to pandemics, fewer sales are taking place. So, how more customers can be created and how the products will reach them is the concern. As the level of output is not sold completely during the lockdown more ways need to be created to reach the customers. And selling the balance product to them. To create a new market, online marketing is the best option (Covid-19: Impact of Lockdown on Tourism & Hospitality Industry, 2021). Now, the question is, if the business should be pulled out by the company itself by establishing its website or going on a portal of any other bigger network like Amazon. 
 If it goes for the first opinion, there is a huge investment needed. Setting up a delivery network needs £150000. Another £50000 is required to upgrade the website for increasing the volume of sales. There it needs an IT programmer to run the online transactions which have an annual salary of £35000. So, there is a total initial cost of £235000. And the from this alternative is a guaranteed sale of 100000 units. That means the online website will cost 235000/100000= £2.35 per product.
Another option is selling products to Amazon which needs a £50000 fulfillment fee. That means Amana Ltd. Needs to bear a charge of £50,000 to run its business in the online portal of Amazon. There is a guaranteed sale of 65000 units on amazon annually with the potential to increase depending on demand. So the cost per unit in Amazon sales will be 50000/65000= £0.77. Where the own business website gives a guarantee of 100000 sales, it gives a guarantee of 65000-unit sales. There is an opportunity cost of every alternative taken and rejected which cannot be measured directly in terms of money (Parker, 2020). Here, the opportunity cost is there is no control over pricing and return policy. Amana Ltd. Will have no control over how Amazon sells the goods and how much they charge for it. Here, one thing should be noticed that Amazon is already a popular portal for product selling and buying. More people have access to this network. So, the more knowledge about the product the more it will be sold and get popular. So this option is better in terms of promotional advantage. Though there is less control in mana's hand, still the investment is only 20% - 22% than establishing its website.
The previous part shows that the 20000 units decrease in sales cost a huge loss for Amana Ltd. As the business is already having lower profit, the first option will be much risky and high investment is needed to handle Their website. Besides, the new website needs proper recognition and credibility to attract customers. Whereas, if Amana Ltd chooses the 2nd option, Amazon is a worldwide reputational brand. And it needs a lower investment for the online sales process than the own business website. Though there are sales of 100000 units, Amazon can also give guaranteed sales of 65000 units which covers the loss of 20000 units very much gracefully. Amana Ltd. As already established as a big company working for 40 years have a good customer response in the locality. But it has less popularity in online marketing. So, to capture that market, first, it needs to enter the market by making alignment with a bigger business of that platform. So, that their introduction can be smooth and less risky. As there is a huge opportunity in the online business portal, any mistake can make their journey unsuccessful. So, in this economic unstable situation, opening a new own website will be much riskier than selling the product on Amazon. So, in my opinion, option 2 is better in these current circumstances. 
Conclusion:
Companies having the fastest and more flexible adapting strategy to the new reality will have a huge advantage in the market. They will become industry leaders the others will have to follow. That is what happened in this case. Amazon is a world-recognized brand as they take the advantage of technological tools. marketing is essential in this new race to be recognized as a market leader. It brings more business, new customers and more importantly, it creates and strengthens customer loyalty for the brand (Changing consumer, digital marketing, and impact of Covid-19, 2021). So, Amana Ltd. should adopt some new strategies to sustain in the challenging situation of Covid-19. 
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