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[bookmark: _Toc70200304]Introduction: -
The given assignment is related to the adjusting the budgeted performance & then computing the variance of the planned & actual performance. This variance will allow us to be aware of the reasons of variance being occurred which form the basis of providing recommendation to management. The second part is related to making decision for selling online through Amazon or through own stores. The cost benefit analysis will be made for making the decision. 
[bookmark: _Toc70200305]Answer-1
Part (I) Monthly Control Report
Amana Limited is carrying on the business of Tourism in England which sells souvenirs to tourists. They operate is business in various locations of England. But due to the spread of coronavirus, the number of tourists has been decreased and it has affected the sales of the company. Following table will show the profits earned by the company in comparison to the budgeted performance.
	
	Original Budget
	Flexed budget
	Actual

	Sales
	2500000
	2000000
	1600000

	Less: - Variable cost
	 
	 
	 

	Material cost
	250000
	200000
	280000

	Labour Cost
	400000
	320000
	440000

	Overhead Cost
	150000
	120000
	120000

	Contribution
	1700000.00
	1360000.00
	760000.00

	Less: - Fixed overheads
	 
	 
	 

	Rent of Warehouse
	200000
	200000
	170000

	Insurance
	100000
	100000
	100000

	Fulltime warehouse supervisor salary
	50000
	50000
	35000

	Final Profits
	1350000.00
	1010000.00
	455000.00



By having a view at the profitability of the company, the actual profits are very less in comparison to the planned profits as the number of tourists have been decreased which affected the company’s profitability (Thaten 2016). 
The actual profits of the company are $455000 in comparison to the targeted profits of $1350000 and profits with actual sales are $1010000. 
Variance analysis is the analysis which shows the difference between the targeted profits and actual profits. Not only this, variance analysis also tells the reason of such differences and how to remove those differences (Zimmerman 2011). 
	
	Original Budget
	Flexed budget
	Actual

	
	Quantity
	Rate
	Amount
	Quantity
	Rate
	Amount
	Quantity
	Rate
	Amount

	Material
	100000
	2.50
	250000
	80000
	2.50
	200000
	80000
	3.50
	280000

	Labour
	100000
	4.00
	400000
	80000
	4.00
	320000
	80000
	5.50
	440000

	Overhead
	100000
	1.50
	150000
	80000
	1.50
	120000
	80000
	1.50
	120000



	
	Formulas
	Workings
	Amount

	Material cost variance
	Standard Cost – Actual Cost
	200000-280000
	-80000

	 
	 
	 
	 

	Material usage variance
	(Standard Quantity – Actual Quantity) x Standard Price
	(80000-80000) *2.50
	0

	 
	 
	 
	 

	Material rate variance
	(Standard rate of Material – Actual rate of Material) x Actual Quantity
	(2.50-3.50) *80000
	80000

	 
	 
	 
	 

	Labour cost variance
	Standard Cost of Labour – Actual Cost of Labour
	320000-440000
	-120000

	 
	 
	 
	 

	Labour efficiency variance
	Standard Rate (Standard Time for Actual quantity – Actual Time)
	4.00*(80000-80000)
	0

	 
	 
	 
	 

	Labour rate variance
	Actual Time (Standard Rate – Actual Rate)
	80000(4.00-5.50)
	-120000

	 
	 
	 
	 

	Variable overhead variance
	Actual costs − (Actual hours × standard rate)
	120000-(80000*1.50)
	0

	 
	 
	 
	 

	Variable overhead efficiency variance
	(Actual time − standard time) × Standard rate
	(80000-80000) *1.50
	0

	 
	 
	 
	 

	Fixed Overhead Total Variance
	Actual Fixed Overheads - (Actual Output x Fixed Overhead Absorption Rate)
	(170000+100000+35000) - (80000 * (1350000/100000))
	25000

	 
	 
	 
	 

	Fixed Overhead Expenditure Variance
	Actual Fixed Overheads – Budgeted Fixed Overheads
	(170000+100000+35000) -(200000+100000+50000)
	-45000

	 
	 
	 
	 

	Fixed Overhead Volume Variance
	(Actual Output x FOAR) - (Budgeted Output x FOAR)
	(80000*3.50) -(100000*3.50)
	70000

	 
	 
	 
	 

	Sales Value Variance
	(Actual Sales – Budgeted Sales)
	1600000-2000000
	-400000

	 
	 
	 
	 

	Sales price variance 
	(Actual selling price-standard selling price) *Actual quantity
	(20.00-25.00) *80000
	-400000

	 
	 
	 
	 

	Sales volume variance
	(Actual sales quantity-standard sales quantity) *Standard selling price per unit
	(80000-80000) *25.00
	0



By having a view at the variances of the company, in relation to costs, the largest amount of variance is in the labor cost. The rate of labor rate has been increased to 5.5 from 4.00 which give rise to a variance of 1.50. The company has to pay additional cost of 12000 on 80000 units. Material Price has also been increased which reduces the targeted profits by 80000. 
For revenue, company falls short in both in number of units sold & also the price they charge from their customers (Hossan 2011).From this shortfall, the profits of the company are highly impacted. From the revenue reduction, the company profits fall short of 400000.
Part (II) Report on Amana Performance during the year 2020
	To,
The Board,
Amana Limited.
Subject: Review of business performance for the year 2020. 

The business of Amana Limited faces a heavy downfall due to the Covid Pandemic. The whole business of Amana Limited is related to tourists’ activities & other supplies. Due to lockdown, there is a complete cessation of the tourists’ activities and for the period of December 2020 to February 2021, there was a huge reduction in the sales of the company which in some way managed by the pre period sales. 
With the help of the Variance Analysis and the comparison of Budgets, the probable reasons of decline are being recognized. 
Variance Analysis shows the difference between the Panned amounts & actual amounts and also shows the areas from where these differences are occurring and suggests methods to remove such differences. The crucial reasons for these differences are as follows: -
· The variance in sales is of adverse 400000, and further sub variance reflects that ties variance is because of the dilution of sales units. The decline is of 5 per unit. 
· Variable cost variance comprises of Material variance, Labor Variance and Variable Overhead Variance. Variable Overhead variance shows us nil balance, thus /variable Overhead Variance has no impact. Material cost Variance shows a negative figure of 80000 and it is because of the raw material prices has been increased and company has to purchase material at a high rate. Material rates have been increased from 2.50 to 3.50 and the company has to pay additional amount of 1.00 per unit. 
· Labor cost Variance shows an adverse figure of 120000 and it is only because of the increment in labor rates. Labor rates have been increased from 4 to 5.5 and the company has to pay additional amount of 1.5 per hour. 
· Fixed Overheads shows that the hours consumed as per Planned is higher but in reality, the consumption of hours is less due to production of less output. 
Following are the causes for negative results: - 
The company is expected that the sales of the company would be 2500000 but in reality, the sales are only of 1600000, which shows a major downfall in the sales. Also, the variable costs have been increased from 640000 to 840000; the company has to incur 200000 additional variable costs. Hence, both the sales and variable costs results in the reduction of profits of the company of 895000 in comparison to the planned profits. 
The following charts can show the situation: -
	 
	Original Budget
	Flexed budget
	Actual

	Material Cost
	250000
	200000
	280000

	Labour Cost
	400000
	320000
	440000

	Overhead Cost
	150000
	120000
	120000





The Material and Labor costs are higher in the actual figures, which have a huge impact on the profitability of the company. However, the Variable costs shows a little bit change as per the budgets and consumption but there is no development in the actual figures in comparison to budgeted. 
	 
	Original Budget
	Flexed budget
	Actual

	Sales
	2500000
	2000000
	1600000

	Contribution
	1700000
	1360000
	760000

	Profit
	1350000
	1010000
	455000



	
From the above chart, the movement in the budgeted & actual results is being shown. In Actual results, all the three -Sales, Contribution & profits are lower in comparison to Planned and it is all because of the increment in the Variable costs. Fixed Overheads are spent as per the Planned Figures and there is a little development in it. 



Part (III) Recommendations to Amana’s CEO on areas of Improvement
Recommendations to Company can be in the areas of orders, acquirement and payments.
· Considering report of Variance Analysis, the efficiency capacity of the company is satisfactory, the variances are because of the variable cost per unit is higher and selling price is lower per unit. As it is cleared from the variance analysis that there are no variances in material usage variance, labor efficiency variance or variable overheads efficiency variance as company is operating efficiently (Ward 2012). Thus, cost needs to be fixed of inputs by entering into long term contracts. 
· For giving recommendations, not only the past factors should be considered but also the upcoming period factors should be considered. The Covid is spreading and cases are increasing day by day and even the vaccination has come but there is no impact on the Covid cases. Hence, the company has to look for the other substitute for generating revenue from other operations for keeping the revenue stable. Commencing some other businesses might be difficult for the company but it will be a part of the company growth plan so as the company sales cannot be impacted by the current Covid situation. Covid is still not controlled completely despite of vaccines & treatment being developed (Ward 2020). Thus, Amana cannot put all the eggs in one basket only & has to definitely look towards diversification of their business which will continue to generate the business even in pandemic time. 
· Due to current Covid situation, the company is facing problems in acquisition of raw material and labour as the prices are very highland also the selling price per unit has been declined. Hence, the Purchase & procure department should be developed with the marketing department. Various new techniques or ways should be established so that the sales units should get increased or also the demand of services provided by the business should get increased. The sales department has not performed well according to the budgeted amounts. 
Hence the three departments – sales department, purchase & procure department & marketing department should be improved. Also, the company needs to do some other business activities for the growth of the company as there is very less tourist visits due to covid pandemic.
[bookmark: _Toc70200306]Answer-2
As the competitors of Amana is going into the online business and Amana is also going to get their sales online to be in the competition. Currently, the Amann Limited has two options for expanding its operations of the business. By having a view at the contribution earned by both the options, the decision should be taken.  
The following table helps in identifying the best option amongst the two: -
Details of cost are being provided by the company is being related to sales loss made from the current operations against the proposed business plans. The introduction of the both plans will result the company in closing down some of the stores which will have an impact on the company’s sales (Drury 2012). The decision is being taken on the contribution as the fixed cost in both the options will remain as it is. The investment costs are also considered of both the options.
Analysis of Contribution: -
Option 1 – Setting of Own Online Shop
In this option, company is considering for setting its own store and plans to move its 50 %sales online. Hence, moving to the online shop will impact the present contribution (Vaia 2017).
	Particulars
	Workings
	Amount

	Loss in contribution per year
	1700000*50%
	-850000

	Increase in contribution per year
	17*100000 units
	1700000

	Increase in salary to IT Engineer
	
	-35000

	Net increase in Profits
	 
	815000



Through this method, the profits of the company will increase by 815000. The salary to IT Engineer is paid yearly and this is considered while calculating the profits.
Option 2 – Going on a Contract with Amazon to sell on their Site
There are Limited Sales by selling through Amazon. Through selling on Amazon, the company is able to generate sales of 65000 units. Amana should not have any control on the Pricing & Marketing as it will be controlled by Amazon.
	Particulars
	Working
	Amount

	Loss of contribution per year
	1700000*50%
	-850000

	Increase in contribution per year
	17*65000 units
	1105000

	Net increase in profits
	 
	255000



Through this method, the profits of the company will increase by 255000. 
Analysis of Fixed Costs: -
Option 1 – Setting of Own Online Shop
	Particulars
	Amount

	Cost of setting up delivery network
	150000

	Cost of upgrading current website for handling the large sales volume
	50000

	Total Cost of Investment
	200000



Option 2 – Going on a Contract with Amazon to sell on their Site
Only 50000 is the Investment cost in this option and it is being paid for Fulfillment of some Amazon Services.
Analysis of Both the Options: - 
Having a view at both the Options, the Profits is higher in setting up own Stores. The Profit in setting up own stores is 815000 while Profits from Contract with Amazon is 255000. The differential amount is 560000. 
The Investment cost in Setting up own store is 200000 while Investment cost in Contract with Amazon is only 50000.
Recommendations: -
The net Profits of the company will get increased by 815000 in setting up own store and company will be able to sell 100000 units through this option. The net Profits of the company from Amazon option is 255000 and company will be able to sell 65000 units through this option an also lose 50000 current sales units. Hence, the profits under both the options will be 815000 & 255000 (Tan 2012).
The Investment cost in setting up own store is 200000 and Investment cost in contracting with Amazon is 50000, the differential amount is 150000.
Having a view at the both options, the incremental cost in option1 is higher but also the contribution is higher in this option in which company is setting up its own stores. If only the Investment cost is considered, the cost in setting up own stores is high & lower in contracting with the Amazon. Also, the company is able to generate extra profits of 560000 against one time investment cost of 150000.The additional cost is being recovered by the company in its first year of operations. Also, by selling through own store, the company is having control over the sales & pricing of the products which is not available under the option to sell through Amazon (Nedaei 2015). Also selling through Amazon will exposed to high competition as other sellers will also selling their products. Therefore, selling through online stores, the company will get a good control on the Marketing & sales Part too. 
Hence, selling through own Stores is a better option.
[bookmark: _Toc70200307]Conclusion: - 
The given assignment is bifurcated into two Parts – first is of the Performance of the company in Covid Pandemic situation as Amana company is in tourism Industry and its sales have highly impacted due to Covid. The Variable costs have been increased and the selling prices have been reduced. The company has to undergo long term contracts with the suppliers for saving themselves from the increased costs. Second Part of the Assignment is related to the selling its products through online mode. The decision given is to set up own stores rather than selling through Amazon as own stores have a higher contribution and also the control on the Marketing and sales is with the company only. 
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Material	Original	Flexed	Actual	250000	200000	280000	Labour	Original	Flexed	Actual	400000	320000	440000	Overhead	Original	Flexed	Actual	150000	120000	120000	



Sales	Original Budget	Flexed budget	Actual	2500000	2000000	1600000	Contribution	Original Budget	Flexed budget	Actual	1700000	1360000	760000	Profit	Original Budget	Flexed budget	Actual	1350000	1010000	455000	



