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Executive summary
Amana Ltd. is experiencing huge loss in the market due to the fall of its market price and sales growth. That is why; its selling variance of revenue, material variance of raw material and labour cost are unfavourable. The fundamental reasons behind those are due to the outbreak of Covid-19 pandemic. Besides, the management quality was also poor in the organisation. So in these situations, to overcome the crisis, Amana Ltd should enhance its sales growth at any cost. One of the possible ways for it is that it can develop its online delivery network system as the customers are now more inclined to purchase their expected products through different online platforms.
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Introduction
The objective of this report is to focus on the application of flexible budgets and different tools for measuring the performance of Amana ltd. Amana Ltd is a family owned private organisation which is making profit by selling souvenirs. First of all, the report will focus on the preparation of variances at the budgeted quantity level of Souvenirs sales. Then the report will provide performance analysis in which the variances have been discussed comprehensively. The second part of the report will provide some recommendations and suggestions for Amana Ltd which is to adopt online selling platform to maximize their sales growth and profitability, or to promote the sales of Souvenirs under other organisation's online selling platform like amazon.com.
[bookmark: _Toc80612598]Part A
[bookmark: _Toc80612599]Construction of a monthly report containing Amana Ltd's monthly planned budget, flexible budget, and quantity variances
Table name: Calculation of Planned budgetary income statement, flexible budgetary income statement with their variance

Comment: A flexible budget also known as the variable budget is a financial plan of revenues and expenses based on current actual amount of output (Adilli, 2020). In other words, a flexible budget deals the revenues and expenses steaming from current production output and based on that future revenues and expenses are estimated. The management accountants use flexible budget to predict the good and bad scenarios of the organisation (Karlina, 2021). It helps the managers to undertake effective measurements earlier if the organisation face worse scenarios in future. Flexible budget describe the cost, expenses, revenues and profit if the organisation becomes able to ensure maximum sales. The difference between previous year’s flexible budget and current year’s flexible budget is called variances (Maheshwari, 2021). Variances indicate the planned level of performances and actual level of performances of an organisation at a particular accounting period. In the above structure, it shows that Amana Ltd experiences unfavourable revenue variances due to the lowest sales of souvenirs. It also proves that Amana Ltd could not effectively and efficiently control the costs as its activity variances are unfavourable. Amana Ltd had higher scopes and opportunities but it could not maintain favourable net profit quantity variance. Its quantity variance of revenue was higher than the quantity variance of costs. According to the structure, the favorable quantity variance of revenue of Amana Ltd was 500,000 whereas its quantity variance of cost was 160,000. As a result, the company experienced unfavourable quantity variance of contribution and net profit which was 340,000.
[bookmark: _Toc80612600]The construction of performance report of Amana Ltd 
A performance report concerns on the activity or work of the organisation. It compares the actual outcome with the budgeted outcome as well as it finds difference between actual outcome and budgeted or standard outcome to understand the performance of an organisation (Maheshwari, 2021). It also contains the quantity, revenue and spending variance. A quantity variance can be defined as the difference between the actual uses of raw materials and expected use (Pedroso, 2020). For example, if 10 pounds of standard quantity of iron is needed to prepare a widget and actually 11 pound of iron is used then the quantity of variants of iron is 1 pound. On the other hand, the spending variance can be defined as the difference between the actual amount of expense and the expected or budgeted amount of expense at a particular period (Gomes, 2020). By focusing all of the variances, the performance report of Amana Ltd is prepared below:
Amana Ltd.
Performance report
For the year ended 2020

Source: Author
Comment: According to the above analysis, the revenue variance and quantity variance of Amana Ltd is unfavorable which is 400,000 and 500,000 respectively. The executive managers Amana Ltd think that the reason behind the unfavourable variance is due to the lower of selling price in the market (Roberts, 2020). The company targeted to sell about 100,000 quantity of Souvenirs but it could not fulfill the targeted sells due to the decline of the consumption of souvenirs in the market. The marketing experts of Amana ltd argue that the fundamental reason behind the decline of the consumption of souvenirs in the market is due to the negative consequences of the covid-19 pandemic. Due to the lockdown, most of the people lost or suspended their jobs for a long time. As a result, their income level severely declined. So they were obliged to cut the consumption of souvenirs which contributed to fall the sales growth of Amana Ltd. The analysis shows that the total revenue variances of Amana Ltd is 900,000 out of which 400,000 variance is obtained from the decline of the market price and the rest of 500,000 variances stemmed from the decrease of other sales quantities in the market. On the other hand, the variable cost variance was not in the favourable situation due to the changes of the quantities of sale. The unfavourable variable cost variance indicates that the company could not effectively and efficiently control the variable cost which was the precondition for an organisation to make profit and sales growth in the market. Among the variable expenses, the labour cost variance was very high which indicates that the human resource managers cannot lead the employees effectively and efficiently. As for the favourable fixed cost, it is justifiable because the organisation have less scope to control the fixed cost. The experts think the fixed cost was to be in the  favourable position due to deduction of insurance premium by the insurance company, the reduction of interest rate by the commercial banks, reduction of rent by the housing company and so on which help the Amana Ltd to make the fixed cost under control. On the other hand, the company could not control cost of raw materials, labour costs, selling and advertisement costs due to the imposition of lockdown and the disruptions of international supply chains. The organisation also could not be able to reduce the overhead costs due to the poor management of the overhead costs. As the organisation’s revenue variances and quantity variances were high, the contribution margin, gross, net and operating profit margin were not satisfactory. The structure shows that Amna Ltd's net profit variance was 895,000 out of which 340000 variances caused due to the fall of the demands of souvenirs and the rest of variances occurred due to the fall of sales price due to the impact of covid-19 pandemic in the market.
[bookmark: _Toc80612601]Suggestions to Amana Ltd's management about the sectors where improvements can be made
One of the important suggestions can be for the chief executive officer of Amana Ltd is that it should enhance its demand of its products in the market.  As it experienced long-range variances of different revenues and costs, it must think for alternatives to increase the sales growth and market share. It is true that none of the environmental challenges will sustain for the long time. After a certain period, the lockdown system will be lifted from the market. But it should not wait for the normal situations. In the covid-19 situation, many of the organisations started their business operations under different online delivery platforms. So Amana Ltd should start its business operations on the online delivery network. It is a report that about 85% of of the total users of the UK is using social media platform for both personal and business purpose. 1 out of 5 youths is passing about 10 hours a day on the different social media platform to review the goods and services of different organisations (Wen, 2020). 
Though previously it targeted the adult customers, now it should change the target customers by focusing the teenagers and youths as the teenagers and youths are passing more times on different social media platform to maintain personal communication and to purchase their favourite goods and services.
The second important suggestion for Amana ltd is that it can purchase raw materials at cheaper rate weather from national sources for from international sources. So it should search the suppliers who are willing to provide the raw materials at a cheaper rate. Due to the fall of production level of different organisations, many of the suppliers cannot sell the raw materials as like as the previous quantities (Whitecotton, 2020). So many of the suppliers of national and international level are willing and searching the customers to sell the raw materials at a cheaper rate. 
On the other hand, it can also think to reduce the cost of labour as it is willing to sell and distribute the goods and services over online platforms. Online platforms will require less employees than that of t the physical platform. So Amana ltd can weather reduce the wages and salaries of the employees or it can furlough some of the inexperienced and and unproductive employees to save the extra labour cost in the covid-19 situations. 
[bookmark: _Toc80612602]Part B
[bookmark: _Toc80612603]The analysis of the options of selling of Amana Ltd’s products through online channels
As the covid-19 pandemic is hitting the world till now, the people cannot move from one place to another place freely to purchase their goods and services from physical showrooms and stores (Ionescu, 2021). So it won't be wise for Amana to sell the products from a physical store as the customers limited their movement due to the fear of the infection of covid-19. So to attract more customers and to attain competitive advantage in the market, the Amana ltd should change its sales and distribution channels and should undertake alternative selling and distribution methods for the convenience of the customers. From available alternatives, there can be two possible options for the considerations of Amana Ltd which are to adopt own delivery network or to sale its products on the e-commerce platform amazon.com. From the perspective taking the control on the supply chain, it should adopt on delivery network. But from the perspective of delivery cost and establishment cost of online delivery system, it should sell its products on the e-commerce platforms Amazon. Among two of the alternatives, Amana Ltd should established its own delivery system to have the full control over on its supply chain management and to take independent decisions on the selling and delivery issues. 
The reason behind to have on delivery system is that it if it goes on Amazon to sell used products it will have to face a severe competition and challenges. At present about 300,000 company sale their products through the online delivery platform of Amazon (Marketplace Pulse, 2021). So to attain competitive advantage and market share on Amazon will be difficult for it. On the other hand, if Amana Ltd establishes its own delivery system, it will be able to take independent decisions to sell highest quantity shop goods in the market. It will not have to face any challenges and competitions if it undertakes online delivery system. Moreover, to sell goods on Amazon, Amana Ltd will have to pay use trading charge.  But if it can establish its own delivery system, it will not have to bear any trading charge.
In addition, if it goes on Amazon it will have less control over on its products in terms of delivery and selling. The amazon has numerous restrictions and regulations which must be followed by the Amman ltd (Nicolau, 2021). As a result, it could not be able to respond according to the customer’s needs and demands. Many of the organisations who entered into the Amazon lost their customers due to be late in delivery of goods and services. Besides that many of the customers complained that the packaging, system loading is not up to the mark. Moreover, the customers got damaged products due to the poor transportation systems of many of the organisation. So if Amana Ltd established its own delivery system, it will not have to face above-mentioned problems.
The third argument behind developing own delivery system is that the company will be able to ensure 100000 quantity of sales which is 54 % more than that of the Amazon.  The company lost about £500,000 sales due to the decline of the sales quantity. On the other hand, it's total lost on the current year is about £895,000 due to the fall of sales quantity in the market. So there is no alternative ways to increase the profit without maximizing sales quantity and it will only be possible for the organisation to develop its own delivery system and to ensure maximum delivery services to the customers so that they can be satisfied.
The fourth reason behind developing own delivery network is that by developing own delivery system, the company will be able to minimise the fixed cost. It will have to pay 500, 000 fixed costs to Amazon per year whereas under its own delivery network, it will have to pay 35,000 delivery costs which can be minimised further by increasing the selling of souvenirs.
There can be counter argument regarding the development of own delivery network by Amana Ltd. The counter argument is that it can have possibility to increase the sales growth in Amazon as Amazon is the world famous and reputed online selling platform which is known to every customer in different parts of the world. So every day, thousands of millions of people are visiting Amazon to purchase their expected and favourable goods (Siqin, 2020). But if Amana Ltd launched its new delivery network, it will have to face difficulties to introduce it to the customers. So initially there is less possibility to increase the sales growth under own delivery network. To introduce own delivery system to the customers, it will have to undertake strong advertisement activities which will require huge advertisement cost which can minimise its sales growth and profitability. On the other hand, if Amana Ltdgoes on Amazon, it will not have to conduct any advertisement activity. Consequently, it will be able to minimise the cost of delivery to a great extent.
But the company can mitigate the above mentioned arguments by popularising its delivery system to the customers through different social media platforms like Facebook, Google, Instagram, Twitter, YouTube, and website and so on. At present, about 85% of the total populations of the world are using social media (Marketplace Pulse, 2021). Moreover, the promotion cost of social media platforms is very slow. So within the shortest possible time, the company can popularise its delivery system within less cost. 
So from the above arguments and counter arguments, it can be understood that Amana Ltd should undertake its own delivery network to distribute and sales of its goods to the customers. It will give the company to have full control over on its own delivery system. So by ensuring the highest quantities of sales, the company will be able to reduce the different of variances. 
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Conclusion
Long-range variances of Amana Ltd show that it is suffering from the decline of profit margin due to the fall of sales growth in the market. Besides, its variable costs are higher than the expectation. So in this situation, Amana Ltd should change its selling style by undertaking different selling methods which is the online delivery system. Online delivery system will require less cost and time to reach the products to the locations of the customers. So by this way, Amana Ltd can increase its market share and competitive advantage. 
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Items

 Flexible 

Budget 

 Planning 

Budget 

 Variance 

 Favorability of 

the Variances 

Units of Souvenirs sold (Q) 80,000                100,000             

Revenue (25.00Q) 2,000,000            2,500,000            (500,000)             Unfavorable

Variable Expense

Raw materials (2.50Q) 200,000              250,000              (50,000)               Favorable

Labor Expense (4.00Q) 320,000              400,000              (80,000)               Favorable

Overhead Expense (1.50Q) 120,000              150,000              (30,000)               Favorable

Total Variable Expense 640,000              800,000              (160,000)             Favorable

Contribution Margin 1,360,000            1,700,000            (340,000)             Unfavorable

Fixed Costs

Rent of Warehouse (200,000.00) 200,000              200,000                               -   -

Insurance Expense (100,000.00) 100,000              100,000                               -   -

Salary of the Full-time Warehouse Supervisor (50,000.00) 50,000                50,000                                 -   -

Total Fixed Expense 350,000              350,000                                -   -

Total Expense 990,000              1,150,000            (160,000)             Favorable

Net Profit or net operating profit 1,010,000            1,350,000            (340,000)             Unfavorable

Source: Author
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Items

 Actual performance 

 Revenue spending 

variances  

 Favorability of Revenue 

and spending variances 

 Flexible Budget 

 Activity or sales quantity 

Variances 

 Favorability of the 

quantity variances 

 Planning Budget 

Units of Souvenirs sold (Q)

80,000        80,000                 100,000                

Revenue (25.00Q)

1,600,000   (400,000)              Unfavorable  2,000,000            (500,000)                  Unfavorable  2,500,000             

Variable Expense

                    -                       -                           -                              -                         -   

Raw materials (2.50Q)

280,000      80,000                  Unfavorable  200,000               (50,000)                    Favorable  250,000                

Labor Expense (4.00Q)

440,000      120,000                Unfavorable  320,000               (80,000)                    Favorable  400,000                

Overhead Expense (1.50Q)

120,000                          -     -  120,000               (30,000)                    Favorable  150,000                

Total Variable Expense

840,000      200,000                Unfavorable  640,000               (160,000)                  Favorable  800,000                

Contribution margin

1,160,000   (200,000)              Unfavorable  1,360,000            (340,000)                  Unfavorable  1,700,000             

Fixed Costs

                    -                        -                           -                              -                          -   

Rent of Warehouse (200,000.00)

170,000      (30,000)                Favorable  200,000                                      -     -  200,000                

Insurance Expense (100,000.00)

100,000                          -     -  100,000                                      -     -  100,000                

Salary of the Full-time Warehouse Supervisor (50,000.00)

35,000        (15,000)                Favorable  50,000                                        -     -  50,000                  

Total Fixed Expense

305,000      (45,000)                Favorable  350,000                                      -     -  350,000                

Total Expense

1,145,000   155,000                Unfavorable  990,000               (160,000)                  Favorable  1,150,000             

Net Profit or net operating profit

455,000      (555,000)              Unfavorable  1,010,000            (340,000)                  Unfavorable  1,350,000             


