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	Monthly Control Report of Amana Ltd

	Particulars
	Formula
	Original Budget
(£)
	Flexed Budget
(£)
	Actual Performance
(£)
	Variance of actual performance from the Flexed Budget
(£)
	Favourable/ Unfavourable

	Activity level
	Given
	100,000 units
	80,000 units
	80,000 units
	-
	Unfavourable

	Selling price per unit
	Given
	25
	25
	20
	5
	Unfavourable

	Sales Revenue
	Activity level*Selling price
	2,500,000
	2,000,000
	1,600,000
	(400,000)
	Unfavourable

	Variable costs:
	
	
	
	
	
	

	Materials
	Activity level*Material cost per unit
	250,000
	200,000
	280,000
	(80,000)
	Unfavourable

	Labour
	Activity level*Labour cost per unit
	400,000
	320,000
	440,000
	(120,000)
	Unfavourable

	Overhead
	Activity level*Overhead per unit
	150,000
	120,000
	120,000
	-
	-

	Contribution
	Activity level*Contribution per unit
	1,700,000
	1,360,000
	760,000
	(600,000)
	Unfavourable

	Fixed overheads:
	
	
	
	
	
	

	Warehouse rental
	Given
	200,000
	200,000
	170,000
	30,000
	Favourable

	Insurance
	Given
	100,000
	100,000
	100,000
	-
	-

	Fulltime warehouse supervisor salary
	Given
	50,000
	50,000
	35,000
	15,000
	Favourable

	Net Profit
	Contribution – Fixed Overheads
	1,350,000
	1,010,000
	455,000
	(555,000)
	Unfavourable
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The above presented monthly control report prepared in respect of Amana Ltd reflects the original budget, flexed budget and actual performance of the organisation which has been compared for determining the variances depicting deviations from the actual performance of the business. Preparation of such a report is a part of variance analysis of the business which is directly associated with the management of the budgets by making a comparison and evaluation of the budgeted and actual performance (Hill et al., 2021). The usual month-end reports can assist the business in accumulating only quantitative data concerning inventory level or income or expenses. But with the preparation of the control report like above, not just that the variances arising from the budgeted performance can be determined but also the reason behind the final deviation can be studied thoroughly. By understanding the discrepancies, the business gets able to make required changes in its activities so that the business goals do not get affected adversely (Hill et al., 2021).
The variances make a direct influence on the operations of the business as they showcase if the budgets are being prepared effectively by the management that are in conformity with the reality. The variances showcase the shortcomings of planning activities and direct towards the room for improvements. Whatever be the result of the variances, be that positive or negative serves usefully during business planning. It gets able to keep the variances arising in the previous period and ensure the preparation of better budgets with more accuracy and lesser chances of facing deviations (Patel et al., 2018). The above-presented control report reflects a comparison of the actual performance of the concerned business with its flexed budget. Flexed budget applies the budgeted rates to the actual activity level of the business. The control report prepared above with respect to variance analysis of Amana Ltd reflected deviations concerning the following: 
· Volume variance: Volume variance refers to the deviation arising in the activity level from the budgeted one (Patel et al., 2018). Amana Ltd reflected an unfavourable deviation here as the volume actually sold, i.e. 80,000 units, remained significantly lower than the volume budgeted to be sold, i.e. 100,000 units.
· Selling price variance: The selling price variance refers to the deviations arising in the actual selling price from the selling price set in the budget. Amana Ltd faced an unfavourable variance here as its budgeted selling price was £25 per unit but could manage to make sales only at £20 per unit.
· Sales revenue variance: Sales revenue variance refers to the deviations arising in respect of the overall revenue earned, different from that estimated in the budget (Patel et al., 2018). Since the volume and selling price deviated unfavourably, the overall revenue of Amana Ltd also deviated in a negative manner. If the budgeted selling price would have been achieved, the business could have earned total revenue of £2,000,000. However, it could manage to earn actual revenue of £1,600,000 only. 
· Material price variance: Material price variance refers to the fluctuations in the actual material cost from the budgeted cost (Patel et al., 2018). Amana Ltd had an unfavourable variance as its overall cost of material was budgeted at £200,000 but the actual material cost landed at £280,000. 
· Labour rate variance: Labour rate variance refers to the difference arising in respect of the rate charged by the labour, different from the budgeted rates (Patel et al., 2018). The business projected its total labour cost to arise at £320,000 but actually, it was charged as high as £440,000 which was an unfavourable deviation. 
· Overhead variance: Overhead variance is the deviation of the actual amount of overheads from the budgeted amount. Amana Ltd managed to ensure that the amount of overheads remain under control and thus, it perfectly matched the actually incurred overheads with the budgeted amount of £120,000
· Contribution variance: Contribution variance presents the deviation in the actual amount of contribution from the amount of contribution that should have arisen if the business had achieved sales revenue and incurred variable costs according to the budget (Patel et al., 2018). Amana Ltd faced an unfavourable deviation here as well since the sales revenue and variable costs both had already deviated negatively. If the budgeted goals would have been attained, the contribution would have amounted to £1,360,000. The actual contribution earned by Amana Ltd was £760,000. 
· Fixed overheads variance: The fixed overheads variance talks about the deviation of the actual fixed costs with respect to the budgeted fixed costs. Amana Ltd showcased a better performance in respect of the fixed costs as the business managed to keep its actual Warehouse rental costs (£170,000) lower than the budgeted costs (£200,000). This was a favourable variance. The actual fixed cost of insurance remained at par with the budgeted cost of £100,000. Lastly, the fixed costs of the full-time warehouse supervisor salary also portrayed a positive deviation as such cost was budgeted at £50,000 but was actually incurred at £35,000. Thus, it can be seen that the overall fixed costs deviated favourably, depicting the good side of Amana Ltd’s performance.
· Net profit variance: The net profit variance has been computed in respect of Amana Ltd for determining the overall result concerning the deviation of the actual performance of its business from its budgeted performance. The performance measures set in the budget were taken as standards which could have generated a profit of £1,010,000 even at the actual activity level. Since the business faced several deviations while carrying out the actual performance, its actual net profit landed at £455,000, making the net unfavourable variance of £555,000. It can be said that the influence of the overall deviations in the business can be seen in the decreased amount of actual net profit. 
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Looking at the performance of Amana Ltd and deviations mentioned in the monthly control report of the business, its CEO is recommended to draw his focus to the following areas:
· Activity level: The CEO must focus on ensuring that the business is maintaining its productivity level high enough to utilise the capacity available to it. It must be ensured that the employees are well-trained and well-equipped so that they can perform good enough to produce at the standard levels. New technologies can be introduced and training and development programmes can be launched to support the employees to make productions at a higher activity level. 
· Selling price: By implementing better promotional and marketing activities, the business will get able to reach a larger customer base and let it make the souvenirs more admired amongst the tourists. It will make the products to be demanded as extravagant products. This will improve the popularity of the products and Amana Ltd will be able to sell them at the desired prices without making any compromises.
· Variable costs: The variable costs of Amana Ltd have been seen above to face significant negative variances which have made the overall performance of the business deviate unfavourably. It must focus on putting control over the direct costs by finding measures to attain the same. for this, the business can seek cheaper materials and labour that can serve the requirements of the products without affecting the quality of the souvenirs produced. 
· Participation in the budget: The CEO of Amana Ltd can also go for letting the employees at the operational level participate in the process of budget making so that preparation of a realistic budget can be prepared as the operational level employees are better aware of the ground realities and can provide better and practical suggestions while setting the standards.
By taking suggestions from the above, it can be expected that Amana Ltd will be able to control and direct the performance of its business in a better way. Also, deviations of the actual performance from the budgeted performance will be significantly reduced.
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It has been noticed by Mr Amana that the competitors have gotten a step ahead to reach the customers situated in the UK, Europe and the US and added online sales as another channel to make sales. Looking at this, he also has planned to shift to making online sales and let the business earn better. To execute this plan, two options are available before him, i.e. making online sales through his own online channel or taking the services from Amazon and making online sales through it. For making a rational decision in this regard and choosing the most appropriate channel of sales, it is important for Mr Amana to make a thorough comparison of both the options available and determine the more viable option to assist decision making. 
Here is the comparison of both the available options to determine the more viable option financially:
	Comparative Statement of available options to make a decision

	Particulars
	Own Online Channel
	Amazon

	
	(£)
	(£)
	(£)
	(£)

	Guaranteed sales
	100,000 units
	65,000 units

	Estimated sales revenue at the originally budgeted price of £25
	
	2,500,000
	
	1,625,000

	Less: Costs to be incurred
	
	
	-
	

	Cost of setting up a delivery network
	150,000
	
	-
	

	Cost of upgrading the current website to handle the large volume of sales
	50,000
	
	-
	

	Salary of a full-time IT programmer
	35,000
	
	-
	

	Amazon fulfilment fees
	
	
	50,000
	

	Total expenses to be incurred
	235,000
	(235,000)
	50,000
	(50,000)

	Profit margin
	
	2,265,000
	
	1,575,000



On the contrary, if Mr Amana outsources its function of making online sales to Amazon, it will be able to make guaranteed sales of 65,000 units amounting to sales revenue of £1,625,000 at the primarily budgeted selling price of £25 per unit. There will be only one specific cost required to be incurred for making sales through Amazon, i.e. Amazon fulfilment fees, which will amount to £50,000. Despite being the only cost (setting aside the other usual costs), the profit margin estimated to leave is as low as £1,575,000. 
Looking at the results expected to arise on choosing each of the options, it can be said that establishing the own online channel as the online shop will serve as a better option that will prove financially viable as well. Establishing your own channel will result in sales of higher volume. Such volume will be higher by 35,000 units than the sales to be made through Amazon. however, the expenses to be incurred while making sales through its own online channel will be significantly higher as compared to the expenses required for making sales through Amazon for making sales through its own channel, the business will be required to expend numerous costs which will amount to total expenses of £235,000. On the contrary, making sales through Amazon will require only one expense to be incurred concerning its fulfilment fees amounting to £50,000. Such an amount is remarkably lower in comparison to the amount of expenses required under the own channel of online sales. However, despite higher expenses, its own channel portrays the generation of higher profits as the amount of sales revenue to be generated is significant which will compensate for the high amount of expenses and let the business earn better profitability than it can earn by making sales through Amazon. Thus, choosing to establish and launch its own channel for making online sales will be more financially viable than making sales through Amazon. 
Apart from financial viability, Mr Amana must check the non-financial factors as well that can affect his decision significantly. Upon choosing to make online sales through its own channel, the business will be able to ensure control of its selling activities, decide offers as per its understanding, and frame pricing and return policies in its own interest. These will let the business control its online operations as per its understanding. On the other hand, if the function of carrying out sales is outsourced to Amazon, Amana Ltd will lose all the controls from the pricing and return policies of the business concerning online sales and it will not be able to pursue any direct control over its online activities. Thus, establishing and making sales through its own online channel seems to be a more feasible idea for Amana Ltd here. 
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