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[bookmark: _Toc70270360]Introduction
The report will be covering the analysis which will be performed for Amana limited and in that budgeting and variances will be used at first. There will be the preparation of the flexible and actual budget which will help in identifying the involved variances. The findings will be used to evaluate the performance of the company and then on that basis the recommendations will be provided. The decision of Amana to go online will be evaluated and that proper analysis will be carried by considering the relevant cost. The results will be considered to provide suitable recommendations to the company. 
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[bookmark: _Toc70270362]Question 1
	Particulars
	Cost per unit
	Original £
	Flexed £
	Actual £
	Variance

	Units
	
	100000
	80000
	80000
	

	Selling price
	25
	25
	25
	20
	5 UF

	Revenue
	
	2500000
	2000000
	1600000
	400000 UF

	Variable costs
	
	
	
	
	

	Material 
	2.5
	250000
	200000
	280000
	80000 UF

	Labour
	4
	400000
	320000
	440000
	120000 UF

	Overhead
	1.5
	150000
	120000
	120000
	0

	Contribution
	17
	1700000
	1360000
	760000
	600000 UF

	Fixed overheads:
	
	
	
	
	

	Warehouse rental
	200000
	200000
	200000
	170000
	30000 F

	Insurance
	100000
	100000
	100000
	100000
	0

	Full time warehouse supervisor salary
	50000
	50000
	50000
	35000
	15000 F

	Profit
	
	1350000
	1010000
	455000
	555000 UF



[bookmark: _Toc70270363]Question 2  
The pandemic of COVID-19 has affected most of the industries and the impact of the same has also been borne by Amana limited. It is required that the performance of company is evaluated and for that budget has been prepared in above section. There is identification of the budgeted and actual values and with the help of them variations which are involved have been identified and from that performance of Amana can be evaluated. The discussion for the areas affecting the performance will be made and for this PER methodology will be used which is as follows:
Point: The price reduction
Explain: With the selling price the overall revenue generated in the company is affected. 
Relation to the scenario: In the given case it has been identified that the price of the product has been reduced. The intention of the company behind this might have been to increase the quantity of sales (Alegre and Sard, 2017). It is noted that this has affected the company in an adverse manner and an overall decline in revenue has been observed. The price reduction is not a sustainable strategy and so there should be proper pricing so that an increase in revenue and profits can be attained. 
Point: Increase in material cost
Explain: The material is attained at a higher price which affects the overall contribution in a negative manner. 
Relation: Amana limited has acquired the material at a higher price in the current year whereas the budgeted amount for the same was at the lower limit (Weustink et al., 2000). This has reflected that there is adverse variance which is involved for £80000 and the cost of the company has increased. The performance is affected in an unfavourable manner as the profitability of the company declines with the same. This helps in identifying that company has not performed in an adequate manner. 
Point: Rise in labour charges
Explain: Labour is a variable expense and affects the total cost aversely as a higher amount is paid than budgeted. 
Relation: The actual cost which is incurred on labour by the company in 2020 is way much higher than the amount that has been budgeted. There is a difference of £120000 and this makes the company suffer a decline in the net income. The company has not managed the expenses in an effective manner and that is not good for the performance of the business (Rhode and Garrison, 2019). The rise in variable expenses impacts the per-unit sale and with that complete performance faces a negative impact.
Point: Reduction in warehouse rental
Explain: Fixed cost reduction affects the overall profit and not the per unit gain. 
Relation: The Company has estimated the rental for a warehouse at £200000 but it has been maintained at £170000 in actual which saves in total £30000 to the business. This has been identified as a positive variance for the company and with that, the profits are affected positively (Li, Zhu and Chen, 2019). This might be due to the availability of a cheaper warehouse which shows the company has made efforts to reduce the price and has made a favourable impact on performance. This is one-time cost that will be incurred irrespective of the units which are sold. 
Point: Decline in the salary of warehouse supervisor
Explain: The salary reduction makes the fixed cost reduce and so this affects the company in a positive manner as fewer units will be able to recover the cost. 
Relation: The reduction has been noted in the salary which is paid to the supervisor of the warehouse and this is a fixed cost of the Amana limited. The total fixed cost is reduced with this and so the company will have more scope to earn the returns. The breakeven units will be at a lower level and so any units which will be sold above that will provide the gain as the fixed cost will be recovered at an early point (Akteret al., 2016). This will somehow affect the performance of the business in a positive manner.
All the areas in which there were deviations have been considered so that the actual and budgeted performance of the company can be evaluated. It has been identified that there is a decline in the revenue and increase in variable cost which has affected the profits in an adverse manner. It shows that Amana limited has performed in a weak manner and reduction in the profits by £550000 has been identified. It is not in favour of the company as a decline in profitability will affect the company position and its performance in the coming year also. 
[bookmark: _Toc70270364]Question 3    
All the major areas which are involved in the sale process of the company have been considered and evaluated. The performance has been analysed and in that, all the transactions which have affected the company in an adverse manner have also been ascertained. All the findings will now be used to provide appropriate recommendations which will help Amana limited to perform in a better manner in the coming period. 
Point: Rise in material cost
Explain: The material cost is an important part of the cost structure and increase in same will affect the profits so they should be controlled by the company.
Relation to the case: The cost which is paid for the material has increased. This is the main component which will be required in the product and so will be affecting the per-unit contribution also. The management is required to keep a check on the same so that the cost can be controlled (Santos-Vijande, López-Sánchez and Trespalacios, 2012). For this suppliers will have to be evaluated and the one who will be providing the material at low cost and best quality should be selected. This will help in reducing the cost without compromising on quality. 
Point: Selling price decline
Explain: The decline in selling price affects the total revenue and so proper strategy should be used to decide the same. 
Relation with a case of Amana limited: The Company has made the reduction of selling price per unit to £20 which has reduced the total revenue earned by the business. The decision to reduce the price should be made after considering all the aspects and the impact which will be faced by the company. Even though the quantity might increase with lower price but that will not sustain for long and will affect the long-term profitability (Mättö and Sippola, 2016). Amana limited is required to make the pricing decision by considering the proper strategy in which cost-benefit relation will be evaluated. This will help in setting the price which will be in the overall benefit of the company. 
Point: Labour cost increment
Explain: Labour is required in all the processes and by paying a higher wage there will be an impact on performance that should be properly monitored. 
Relation with present case: The labour cost has been budgeted at £4 per unit but the same has increased in 2020 to £5.5 per unit. This might be because of a rise in the labour rate or higher wage labourers might have been hired by the company. This is making the per-unit cost rise and so the excessive gain to be made with each unit sale has declined. The company is required to consider the same and arrange for the labour who works with a lower wage rate and in an efficient manner (Nielsen, Mitchell and Nørreklit, 2015). This will help in making the cost to be controlled so the negative impact which has been faced in the current year can be eliminated. 
All the areas which are required to be improved by the company have been identified and appropriate recommendations have also been provided for them. It has been found that mainly the variable costs have increased and this might be due to the impact of COVID. There were fewer suppliers who were available and also the labourers were not available in an easy manner. This is required to be eliminated now and for that proper arrangements will be required by Amana limited so the cost can be reduced (Yahya-Zadeh, 2012). There is the need for the company to make proper policies and strategies in respect of the sale price also which will help in making the higher revenue. The profits are made in the current period but they are lower than the budgeted profits and so to improve the overall profitability it is necessary to follow the recommendations which have been provided. 
[bookmark: _Toc70270365]Part B
[bookmark: _Toc70270366]Question 1
Amana limited is considering starting the online supply and for that, there is the need to evaluate the available options. The company is doing so to meet the competitive requirements of the industry and in this either it will start online by itself or can provide the products to amazon for sale (Ameen, Ahmed and Abd Hafez, 2018). In both cases, there will be certain costs that will be incurred and it is required to consider and evaluate them so that the final decision can be made accordingly. 
There are two types of costs that are involved in the decision making and they consist of relevant and irrelevant costs. The costs which will be affected by the decision-making are considered as relevant and the rest all are irrelevant.
[bookmark: _Toc70270367]Option 1: Setting up your own online network
This is the first option that is available with the company in which no third party will be involved and the company will be selling the products through its own website. In this process, various changes will be required to be made in the company set-up and various costs will be incurred for the same. The first step will be to set the delivery network. It is very important for the company to have a strong delivery network as then only it will be able to fulfill the demands of customers and for that, an amount of £150000 will be incurred. This is a relevant cost as the same will be incurred only if the online business is initiated otherwise there will be no such cost. 
In addition to this, there will be a need to upgrade the current website so that higher sales can be made from the same. This will be required as with the online business higher sales will be involved. This will not be incurred if the company continues with the current system and so accounts for the relevant cost to be considered. The IT programmer will be required to handle the online means and will be paid a salary of £35000 per year and so this will be required to be paid on yearly basis. This is an additional cost that will have to be incurred and so is included in the cost of undertaking the option.
Merits:
The main advantages of using this approach are that there will be the guaranteed sale of 100000 units which will be made and that will help the company in earning higher revenues. This will be increasing the competitive advantage of the company in the market (Quinn, Strauss and Kristandl, 2014). The costs in relation to delivery set-up and website upgrade will be incurred in the initial year only and after that, there will be only programmer salary which will have to be incurred on yearly basis. The company will be recovering the cost and then the profits will flow in business for a long period.
Demerit:
The main demerit is that there will be a high amount that will have to be incurred in the initial stage for setting up the complete process. The amount will have to be arranged by the company and this might lead to a shortfall in the initial years.
[bookmark: _Toc70270368]Option 2: Sale on amazon
The company has an alternative which is available under which it will be able to make the sale on amazon and no direct sake will be made. This will require the company to work as per amazon policy and that cost of £50000 will be incurred as the fulfillment fees. This will be a relevant cost as there will be no such cost in case the company does not opt for this option. The company will be required to work under amazon and there will be no control on the price and return policy. The sale which is guaranteed with this option is for 65000 units. 
Merits: 
The merit of this alternative is that there is less cost which will be incurred in the same and that will save the company from high cash flows. The company will not have to indulge in any setting up of the system and everything will be looked after by Amazon. 
Demerit:
The sale will be made on Amazon and that will be for 65000 units which have been guaranteed. There is potential for higher sales as per the demand but there is no surety for the same and it accounts for the risk. The company will be having no control over the sale price and this way all the rights will be lost. The return policy will also not be under Amana’s control and so the profit will be only a part of the original income which will be provided as per the policy of Amazon. 
[bookmark: _Toc70270369]Final decision
The available options have been evaluated and from that, it is identified that option 1 in which the company will be performing the activities by it is better and so the same should be selected. This is because there is a higher sale which is guaranteed and moreover company will have control over the price which can be set as per its requirement (Tajdini and Nazari, 2012). There will be an option to earn higher returns by setting a high price when the online business is successfully implemented. The costs which are incurred in this option are higher but they will be incurred only for one time and after they are recovered the company will be able to make higher profits. There will be no sharing of the income and all the returns will remain with the company itself. 
[bookmark: _Toc70270370]Conclusion
The report has covered the making of a budget in which flexible and actual budgets have been prepared. The variances which are involved have been identified which helped in further evaluation of the performance. The performance has been analysed and in that, all the factors have been considered which are affecting the returns of the company. It has been identified that there is a weak performance which is maintained and improvement is required for which proper recommendations have been provided. The options available for online business have been considered and in that option to set up the process within the company has been selected as it is beneficial in the long run to ensure sustainable success. 
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