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[bookmark: _Toc111093055]PART A 
[bookmark: _Toc111093056](i) Prepare the monthly control report showing original budget, flexed budget, and variances.
Below two monthly reports are represented in the form of table. The first report shows the original budget, the actual budget and the flexed budget with the variances of the flexed budget from the actual budget. All the working is shown in the calculation section in detail. The secord report shows the original budget and the flexed budget and the variances of the flexed budget from the original budget (Yao, 2022).
The monthly control report showing original budget, actual budget, fixed budget and variances is shown below:
	
	Original budget (£)
	Actual budget(£)
	 Flexed Budget(£)
	Variance (£)
	Favourable/Unfavourable

	Units
	1,00,000
	80,000
	80000
	
	

	Selling price 
	25
	20
	25
	
	

	Sales Revenue (A)
	2500000
	1600000
	2000000
	(400000)
	Unfavourable

	Variable costs:
	
	
	
	
	

	Materials 
	250000
	280000
	200000
	80000
	Unfavourable

	Labour
	400000
	440000
	320000
	120000
	Unfavourable

	Overhead 
	150000
	120000
	120000
	0
	Neither

	Total Variable Cost (B)
	800000
	840000
	640000
	200000
	Unfavourable

	Contribution (A-B)
	1700000
	760000
	1360000
	(600000)
	Unfavourable

	Fixed overheads:
	
	
	
	
	

	Warehouse rental
	200000
	170000
	200000
	(30000)
	Favourable

	Insurance 
	100000
	100000
	100000
	0
	Neither

	Fulltime warehouse supervisor salary 
	50000
	35000
	50000
	(15000)
	Favourable

	Total Fixed Cost (C )
	350000
	305000
	350000
	(45000)
	Favourable

	Total Cost ( B+C)
	1150000
	1145000
	990000
	155000
	Unfavourable

	Operating Profit
 [A - (B+C)]
	1350000
	455000
	1010000
	(555000)
	Unfavourable



Calculations:
Sales Revenue
Sales Revenue = Number of units sold X Selling Price per unit
For original budget- Sales Revenue = 100000 X 25 = 25,00,000 £
For actual budget - Sales Revenue = 80,000 X 20 = 1600,000 £
For flexed budget - Sales Revenue = 80000 X 25 = 2,000,000 £
Sales Revenue Variance = Actual Sales revenue – Flexed Sales Revenue = 1600,000-2,000,000 = (40,000) £
Material Cost
Material Cost in Flexed Budget = Per unit cost in original budget X Units in Actual Budget = 2.50 X 80,000 = 200,000 £
Material cost variance = Actual Material cost – Flexed Material cost = 2,80,000 – 200,000 = 80,000 £
Labour Cost
Labour cost in flexed budget = Per unit labour cost in original budget X Units in Actual budget = 4 X 80,000 = 320,000 £
Labour Cost Variance = Actual Labour Cost – Flexed Labour cost = 440,000 – 320,000 = 120000 £
Overhead Cost
Overhead cost in flexed budget = Per unit overhead cost in original budget X Units in actual budget = 1.50 X 80,000 = 120000 £
Overhead cost variance = Actual Overhead Cost – Flexed overhead cost = 120000 – 120000 = 0 £
Total Variable Cost
Total Variable Cost = Material Cost + Labour Cost + Overhead Cost
For original budget- Total Variable Cost = 250000+400000+150000 = 800000 £
For actual budget - Total Variable Cost = 280000+440000+120000= 840000 £
For flexed budget - Total Variable Cost = 200000+320000+120000= 640000 £
Total Variable Cost Variance = Actual total variable cost variance – Flexed total variable cost variance = 840000 – 640000 = 200000 £
Contribution
Contribution = Sales Revenue – Total Variable Cost
For original budget- Contribution = 250,0000 – 80,0000 = 170,0000 £
For actual budget - Contribution = 1600000 – 840000 = 760000 £
For flexed budget - Contribution = 2000000 – 640000 = 1360000 £
Warehouse rental
For flexed budget- Warehouse rental = 200000	
Warehouse rental variance = 170000 – 200000 = (30000) £
Insurance
For Flexed Budget- Insurance = 100000
Insurance Variance = 100000 – 100000 = 0 £
Full-time warehouse supervisor salary
Full time warehouse salary = 50000
Full time warehouse salary variance = 35000 – 50000 = (15000) £
Total fixed cost
Total fixed cost in flexed budget = 350000
Total fixed cost variance = Actual total fixed cost – Flexed total fixed cost = 305000 – 350000 = (45000) £
Total cost
Total cost = Total Variable cost + Total fixed cost ((Zamfir, 2021)
Total cost in flexed budget = 990000
Total cost variance = Actual total Cost – Flexed total cost = 1145000-990000 = 15,500 £
Operating Profit
Operating profit = Sales Revenue – (Total variable cost + Total fixed cost) = Sales Revenue – Total Cost 
Operating Profit for flexed budget = 1010000 
Operating Profit Variance = Actual Operating Profit – Fixed Operating Profit = 455000 – 1010000 = 555,000 £
The monthly control report showing original budget, flexed budget and their variances is shown below:
	
	Original budget (£)/
Static Budget
	 Flexed Budget(£)
	Variance (£)
	F/U/N

	Units
	100000
	80000
	20,000 units
	U

	Selling price 
	25
	25
	
	

	Sales Revenue (A)
	2500000
	2000000
	500000
	U

	Variable costs:
	
	
	
	

	Materials 
	250000
	200000
	50000
	F

	Labour
	400000
	320000
	80000
	F

	Overhead 
	150000
	120000
	30000
	F

	Total Variable Cost (B)
	800000
	640000
	160000
	F

	Contribution (A-B)
	1700000
	1360000
	340000
	U

	Fixed overheads:
	
	
	
	

	Warehouse rental
	200000
	200000
	0
	N

	Insurance 
	100000
	100000
	0
	N

	Fulltime warehouse supervisor salary 
	50000
	50000
	0
	N

	Total Fixed Cost (C )
	350000
	350000
	0
	N

	Total Cost ( B+C)
	1150000
	990000
	160000
	F

	Operating Profit [A-(B+C)]
	1350000
	1010000
	340000
	U



Here, F: Favourable, U: Unfavourable, N: Nether favourable or unfavourable

[bookmark: _Toc111093057] (ii) Using your control report prepared in (i) above, prepare a report on Amana’s performance during the year
[bookmark: _Toc111093058]2020.
The overall performance of Amana Ltd for the year is not at all good. The actual performance of the firm deviated significantly from its actual budget and the flexed budget in an adverse or unfavourable manner.
The numbers of units sold reduced by 20,000 units as compared to the original budget and also the selling price per unit reduced by 20% as from the actual budget. This resulted in the adverse variation of the actual budget by 20% (Adilli, 2020).
Furthermore, all the variable costs are either unfavourable or neutral. Material and labour costs are unfavourable and the total variable cost have an adverse variation of 31.25% and the contribution have an adverse variation of 44.12%. However, the variation of the fixed costs is all favourable. This signifies that the fixed costs are under control. The total cost varied unfavourably by a percentage of 15.67%.
Finally, the operating profit’s variance is (555,000) GBP from its actual budget. The variance % is 54.95%, which signifies poor or under-performance of the firm for 2020 (Krumer-Nevo, 2020).
	
	Actual budget(£)
	 Flexed Budget(£)
	Variance (£)
	Variance %

	Units
	80000
	80000
	
	

	Selling price 
	20
	25
	5
	20%

	Sales Revenue (A)
	1600000
	2000000
	-400000
	-20.00%

	Variable costs:
	
	
	
	

	Materials 
	280000
	200000
	80000
	40.00%

	Labour
	440000
	320000
	120000
	37.50%

	Overhead 
	120000
	120000
	0
	0.00%

	Total Variable Cost (B)
	840000
	640000
	200000
	31.25%

	Contribution (A-B)
	760000
	1360000
	-600000
	-44.12%

	Fixed overheads:
	
	
	
	

	Warehouse rental
	170000
	200000
	-30000
	-15.00%

	Insurance 
	100000
	100000
	0
	0.00%

	Fulltime warehouse supervisor salary 
	35000
	50000
	-15000
	-30.00%

	Total Fixed Cost (C )
	305000
	350000
	-45000
	-12.86%

	Total Cost ( B+C)
	1145000
	990000
	155000
	15.66%

	Operating Profit [A-(B+C)]
	455000
	1010000
	-555000
	-54.95%



The table shows the variance %, which is based on the variance of the actual budget and the flexed budget.

[bookmark: _Toc111093059](iii) Provide recommendations to Amana’s CEO on areas of improvement.
The very first recommendation that I would make to the Amana’s CEO is to increase the number of units that the firm sells. I wouldn’t recommend increasing the unit sale price now, since it might reduce the total number of units sold. The firm should rather focus on selling more units to its customer, to maximise the sales revenue. After increasing the total number of units sold of the product, the firm can attempt to further lower the unit price of the products (Maheshwari, 2021).
Another point of concern for the firm is its uncontrollable variable cost, which is affecting its profitability significantly. The firm’s CEO should make all efforts to control the variable cost, especially the material cost and the labour costs. The material cost variance is probably due to the price in price of materials (Hansen, 2021). 
This can be improved by making improvements in purchase, procurement and production. 
The firm should procure high quality materials, reduce transportation cost after thorough analysis, and avoid any form of spoilage or damage of materials (Drury, 2018).
The HR department of the firm should discontinue any inefficient hiring practise of labours, and avoid any additional hiring of labours, that cannot be deployed currently in the production (Asogwa, 2017).

[bookmark: _Toc111093060]PART B
[bookmark: _Toc111093061]Analysis of Mr Amana’s decision to go online and advise if they should set up their own online
I think it is correct decision taken by Mr. Amana to streamline the business activities of Amana Ltd and start selling 50% of its product through online. Every successful product based organisation in today’s world whether big or small, give its customer or potential customers the option to order and book their products through their own website or any third party website and then get delivery of the product within a stipulated time. A product based organisation without any online sale will either lose its market share day by day or give a significant portion of its profit to other competitors (Palermo, 2018). Therefore, it is essential for businesses like Amana Ltd to sell through online mode in order to expand its market share and facilitate economies of scale and scope. As already stated in the caselet, selling products online, will open new markets for Amana Ltd such as the whole marker of the United Kingdom, the European marker and even the US market. However, it is to be noted that the firm may have to incur marketing and other related expenses to make the potential customers in those regions aware of its products. Physical stores are capital intensive, and offer limited customer access, whereas selling products online, allows the firm to grow exponentially in different markets with a minimal limited cost to run business in online mode. So the loss that the firm may incur by closing the Brighton, Birmingham city centre and Manchester city centre will be limited, and the firm may actually save more costs (Eldenburg, 2020). Since, how many branches the firm has in UK is not given in the caselet, I assume that the firm has a number of physical stores in the UK. The firm can still sell and provide services to its regular customers through those stores that will continue their operations as usual (Aithal, 2017). By streamlining its business online, the business can save more costs, and enabling the access of its products to a larger customer base (Vitale, 2019)
Now, Mr Amani has two options available to him, either to open his own online store, or sell its product on Amazon. Each of the available options has its own benefits, risks and limitations which are discussed below.
Option 1: Setting up own online store
	
	(in GBP)

	Cost of setting up delivery network
	150000

	Cost of upgrading current website
	50000

	Salary of a fulltime IT programmer
	35000

	Total Cost
	235000

	Units Sold
	1,00,000



Setting up own an online delivery store, will require the setting up of a dedicated delivery network and maintaining the network efficiently, so that the supply chain is not broken. This will require efficient hiring practises of the firm and also a dedicated transportation network (Wadhwa, 2020).  Also, the company have to employ a fulltime IT professional who would conduct regular support and maintenance of the IT systems of the firm. 1,00,000 units are expected to be sold in this model. The cost that will be incurred for employing an IT professional is recurring in nature, and the other cost are fixed.
Option 2: Sell on Amazon
	
	(in GBP)

	Amazon fulfilment fees
	50,000

	Total Cost
	50000

	Units Sold
	65,000



In this model, the company don’t have to take the responsibility of running a supply chain, instead the firm needs to incur only a single cost of 65,000 GBP which is the Amazon fulfilment fees. 65,000 units are expected to be sold in this model. However, the company have to face a lot of competition since similar companies selling similar products are already operating on amazon, and also the firm will have no control over the return policy and the pricing of its products.
Recommendation – 
From the information available, I would recommend the CEO of Amani Ltd to start selling its products through Amazon. This is due to a number of factors. First of all, the company runs physical stores, and don’t have any prior experience of running a supply chain supported by online systems. The probability that the firm can successfully run such a complex supply chain is very low, whereas if it runs the online business thorough Amazon it will have no such issue since amazon is only responsible to take care of the entire delivery and procuring process. Moreover, it is assured that 65,000 unit will be sold and there is no upper limit to the units that ca be sold.
From, the table shown above, it is evident that setting up an online store on its own, will make the firm to incur more cost, with a number uncertainties and risks.
Another important aspect is that, if the firm develop its own IT systems to run the online system, it will not match the quality and the advanced technology that Amazon uses, even if it invests a large sum of money to develop those systems. Amazon will always provide a better user interface, a flawless payment system and light weight app to its user, which is very difficult for Amani Ltd to develop (Wu, 2018). 
Therefore, it is recommended that the firm should first selling its product through Amazon and analyse the response from customers worldwide. The response from customers will determine the next move of the firm (Ives, 2019). But, initially it will be good if the firm starts from Amazon. The firm can any day switch to its own online platform after developing it, if the sale of its products reaches the desired goal.
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