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A budget is a managerial tool that helps the management to forecast the financial amounts while analysing the current market condition along with the company’s current scenario. A monthly control budget means when the management of the company prepares the budget for the company on monthly basis. When a company wants to achieve the target revenue, it needs to identify what are the barriers to achieving the target and is a very beneficial tool. 
Amana Limited is a souvenir selling company that is family owned. This company has several locations that are mostly known as tourist hotspots also. Monthly budget control has been prepared below for this company:

	 
	Original Budget
	Actual

	Units
	100,000
	80,000

	Selling Price
	25
	20

	Variable costs:
	
	

	Materials
	2.5
	280,000

	Labour
	4
	440,000

	Overhead
	1.5
	120,000

	Contribution
	17
	760,000

	Fixed overheads:
	
	

	Warehouse rental
	200,000
	170,000

	Insurance
	100,000
	100,000

	Fulltime warehouse supervisory salary
	50,000
	35,000



Original Budget:
Original budget means the budget that is prepared by the management of the company. Original budget of Amana Limited is prepared below:



	 
	Amount
	Amount

	Selling Price
	
	2,500,000.00

	Variable costs:
	
	

	Materials
	250,000.00
	

	Labour
	400,000.00
	

	Overhead
	150,000.00
	

	Total variable costs
	
	800,000.00

	Contribution
	
	1,700,000.00

	Fixed overheads:
	
	

	Warehouse rental
	200,000
	

	Insurance
	100,000
	

	Fulltime warehouse supervisory salary
	50,000
	

	Total fixed costs
	
	350,000

	Net Profit
	
	1,350,000.00



Workings:
	Workings 1: Revenue
	Units
	Per unit price
	Total

	Sales revenue
	  100,000.00 
	          25.00 
	  2,500,000.00 

	 
	 
	 
	 

	Workings 2: Material costs
	Units
	Per unit price
	Total

	Material costs
	  100,000.00 
	            2.50 
	     250,000.00 

	 
	 
	 
	 

	Workings 3: Labour Costs
	Units
	Per unit price
	Total

	Labour costs
	  100,000.00 
	            4.00 
	     400,000.00 

	 
	 
	 
	 

	Workings 4: Overhead costs
	Units
	Per unit price
	Total

	Overhead costs
	  100,000.00 
	            1.50 
	     150,000.00 





Flexible Budget:
Under Flexible budget, actual units or different levels of units are used to determine the figures of the budget. In this budget, original budget’s amounts are used but the units are used from actual costs. Amana Limited’s Flexible budget is prepared below:
	 
	Amount
	Amount

	Selling Price
	
	2,000,000.00

	Variable costs:
	
	

	Materials
	200,000.00
	

	Labour
	320,000.00
	

	Overhead
	120,000.00
	

	Total variable costs
	
	640,000.00

	Contribution
	
	1,360,000.00

	Fixed overheads:
	
	

	Warehouse rental
	200,000
	

	Insurance
	100,000
	

	Fulltime warehouse supervisory salary
	50,000
	

	Total fixed costs
	
	350,000

	Net Profit
	
	1,010,000.00



Workings:
	Workings 1: Revenue
	Units
	Per unit price
	Total

	Sales revenue
	80,000.00
	25.00
	2,000,000.00

	 
	
	
	

	Workings 2: Material costs
	Units
	Per unit price
	Total

	Material costs
	80,000.00
	2.50
	200,000.00

	 
	
	
	

	Workings 3: Labour Costs
	Units
	Per unit price
	Total

	Labour costs
	80,000.00
	4.00
	320,000.00

	 
	
	
	

	Workings 4: Overhead costs
	Units
	Per unit price
	Total

	Overhead costs
	80,000.00
	1.50
	120,000.00





Monthly Control Report:
	
	Cost Per unit
	Original Budget
	Flexed Budget
	Actual
	Variance

	Units
	100,000.00
	100,000.00
	80,000.00
	80,000.00
	Unfavourable

	Selling Price
	25.00
	2,500,000.00
	2,000,000.00
	1,600,000.00
	Unfavourable

	Variable costs:
	
	
	
	
	

	Materials
	2.50
	250,000.00
	200,000.00
	280,000.00
	Unfavourable

	Labour
	4.00
	400,000.00
	320,000.00
	440,000.00
	Unfavourable

	Overhead
	1.50
	150,000.00
	120,000.00
	120,000.00
	Favourable

	Contribution
	17.00
	1,700,000.00
	1,360,000.00
	760,000.00
	Unfavourable

	Fixed overheads:
	
	
	
	
	

	Warehouse rental
	200,000.00
	200,000.00
	200,000.00
	170,000.00
	Favourable

	Insurance
	100,000.00
	100,000.00
	100,000.00
	100,000.00
	N/A

	Fulltime warehouse supervisory salary
	50,000.00
	50,000.00
	50,000.00
	35,000.00
	Favourable

	Net profit
	
	1,350,000.00
	1,010,000.00
	455,000.00
	Unfavourable



[bookmark: _Toc122601196]Requirement (b)
Amana Limited is a souvenir selling company and in the above requirement, its monthly control report is prepared. Those are discussed below:
1. The company has decreased its selling price from £25 to £20. Its probable reason could be the company wants to be in the market and it could be also its sustainable strategy. Because sometimes the market becomes so much more competitive to survive in the market, businessmen need to change or revise the selling price (Alegre and Sard, 2017). But in the real scenario, it has been found that after decreasing the sales price, the company’s profitability has decreased. It means that the strategy was not sustainable rather it has decreased the company’s profit as the units are decreased from 100,000 to 80,000.
2. The company has classified its costs into fixed costs and variable costs. It has three variable costs and three fixed costs.
Among the three variable costs, the company’s two variable costs are increased (Material cost and Labour cost). It can also be the sustainable strategy of the company. Because when the entire industry was suffering from good quality products, the company may think that of it increase its material cost then the product can beat the competitors’ products also (Rhode and Garrison, 2019). But due to an increase in the material cost, company’s variable cost has increased. Variable costs depend on the unit of the goods. The company has sold fewer goods. But due to higher variable costs (material), total material cost is higher than the budget. And this has decreased the contribution margin and profit of the company. 
On the other hand, a company increases its labour cost for either of the two reasons. One is when the labour market is a monopoly, and the company has no bargaining power (Weustink et al, 2000). Another is when a company requires skilled labours. Here, the company has also increased per unit labour cost. It can be assumed that due to COVID, the company has lost its skilled workers, and, in the market, there is a crisis of skilled and efficient workers. Due to this reason, the company has increased its labour cost. But, it has been found that skilled and efficient workers have not become able to draw the attention of the consumers (Kaplan, 2019). It means that despite having quality products, the company has sold fewer goods than budget. And variable costs are increased due to excessive increases in material costs and labour costs.
The company has adopted another strategy and that is reducing its fixed costs. Warehouse rent is lower than in the budget. When the company has observed that due to COVID, the company may be incurring less revenue and fewer sales, it has decreased its rental cost. And this strategy has helped the company to reduce the level of loss. Because it has incurred higher variable costs. 
The company has also reduced the salary of a full-time employee. To cope with the COVID situation it has followed the cost cutting strategy, this does not help the company (Burns and Vaivio, 2017). If it can increase its revenue and can maintain the variable costs as per the planned budget, then this strategy may work. But its strategy was to reduce fixed costs but increase variable costs. 

However,  examining the performance of the company, it can be concluded that the strategy was not sustainable.
[bookmark: _Toc122601197]Requirement (c)
Based on the above analysis, there are some recommendations:
1. The company should have considered the market scenario while preparing the budget. Because during the COVID, people cannot go out and as this is tourist-based business, logically the sales will be downward (Ahrens and Chapman, 2017). 
2. During COVID and Post-COVID, the maximum company has increased their price because the sales were deteriorating. But Amana Limited has decreased its price. Here this strategy has not worked as people were more interested in souvenir during that period. If the company can manage to maintain the budgeted price, then it will be able to incur more revenue.
3. Material is the core component for the company. If the cost of this component is increasing, then it is alarming for the company (RS and Atkinson, 2018). So, the company should go for an agreement with the suppliers so that during the higher inflation period, the company can get its material at desired price.
4. Labour cost should not be increased that much during the period of low sales (Weetman, 2016). Here, the company can make contracts with the labours so that the company’s labour cost does not go beyond the budget.
5. While making the budget, the management of the company needs to consider the capacity utilisation and market demand also. Because sometimes the company can utilise its capability by 97% but the market demand may be 67%. And the gap between demand and utilisation may bring loss to the company.
6. The company should also focus on alternative use of its products. Their product is a souvenir, and it has been found that during inflation period or COVID period, the consumers have lost their interest on the product. So, the company should advertise their products focusing on alternative use also.


[bookmark: _Toc122601198]Part B
Current era is the digital era and maximum companies have started their business through online. Because the target markets are more comfortable in online shopping. Now, Amana Limited also has two options. It can use Amazon platform for selling the products or can develop its own website so that it can sell its product using its own website.
1. Using own website
Amana wants to move 50% sales in online and wants to close three centre branches (Brighton, Birmingham, Manchester). If the company wants to move its 50% sales, then it will be incurring following costs:
a) Cost of setting up delivery network – £150,000 
b) Cost of upgrading current website to handle large volume of sales - £50,000 
c) Salary of a fulltime IT programmer - £35,000 per annum 
d) Based on market research, there would be guaranteed sales of 100,000 units annually.
Here, one-off costs or capital investments are in total £200,000. And period costs or annual cost is £35,000.
Advantages of this choice:
1. When a company develops its own website, it establishes its own online marketing setup. It will help the company to get its target market and the base of the company will become very strong (Shah, 2019). Because the company then will be efficient enough to handle both online and offline customers.
2. Own a website will help the company to track its consumers. Because when the business become online, it means that the company will have consumers from overseas also. 
3. The company becomes popular and well-known among consumers as it will be available in both online and offline (Hopper et al, 2017).
4. It also helps the company to increase its revenue as now the company’s market become large and for selling goods, the company needs not to wait for tourist season.

Disadvantages of this choice:
1. Main disadvantage of this choice is the huge capital investment. From the scenario analysis, the company’s revenue has deteriorated. And in this scenario, to fund this opportunity, the company may have to take the loan, and this may increase the company’s finance cost. And impose a pressure on the company to earn the required amount of revenue.
2. Development of own website also requires periodic maintenance costs. But the company has not considered that cost. It means that there are also several hidden costs that may have not been considered.
3. Another drawback of this choice is setting up own delivery network. If any kind of interruption incur, the company may not be able to deliver the goods to the right hand.
4. To implement this opportunity, the company wants to close its three-distribution centre, and this may reduce its offline consumers also. Because may be that areas consumers find that they are not considered significant consumers and may stop buying goods from the company.

2. Using Amazon Platform
The company has another alternative that it can use Amazon as an online selling platform. Amazon is a well-known online platform that give opportunity different shops on different categories to display the products and can sell the goods from that platform.
If the company chooses to use this platform, it will be incurring following costs:
a) Amazon fulfilment fees - £50,000 
b) High levels of competition between Amana souvenirs and other sellers on these platforms – Guaranteed sales of 65,000 units on Amazon annually with the potential to increase depending on demand. 
c) Lack of control over pricing and return policy.
Amazon will be requiring £50,000 as a platform fee. Thought in this scenario, it has not been mentioned that whether this is a one-off investment or a periodic cost. Here it is assumed that this is a one-off investment. And if the company uses this platform, it will be able to sell 65,000 but there will be immense competition.
Advantages
1. If the company wants to sell using Amazon, then the company requires less amount of capital investment compared to the first alternative. And this investment goes with the current situation of the company as the company is incurring fewer sales.
2. The company does not need to plan for marketing expenses. Because the users of Amazon can already see the product of the company through the online display of Amazon. So, there is less requirement to invest in marketing and promotion.
3. The company can confirm 65,000 sold.
4. It does not need to appoint any operator to operate the website of the company. Because the entire platform will be handled by Amazon authority. So, the company needs not to worry about any appointment of the operator.
5. The company does not need to set up a delivery network as the entire delivery system will be conducted by the Amazon authority.
6. The company does not need to worry about the maintenance and repair of the platform. If there is any issue with online displaying, then Amazon will take care of it.
Disadvantages
1. The company will not have any control over the displaying and presentation of the product.
2. The company cannot control the price of the product.
3. If the company wants to increase its sales, it cannot do that instant as in this platform, there is immense competition.
4. The company cannot control the sales.
5. There is no communication between consumers and the company.


After analysing the company’s two opportunities, it can be concluded that if the company wants to achieve long-term benefits, then it needs to go for its own website. On the other hand, if the company wants to overcome the current situation, then it needs to go for Amazon as it will be requiring less capital and less maintenance.
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