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Amana Ltd

(i) Monthly control 

	Units
	Budget
£
	Flexed Budget
	Actual
£
	Variance
	Favourable/
Unfavourable

	
	8,333
	6,667
	6,667
	
	

	Revenue
	208,333
	166,667
	133,333
	(33,333)
	Unfavourable

	
Variable costs
	
	
	
	
	

	
Materials
	
20,833
	
16,667
	
23,333
	
(6,667)
	
Unfavourable

	Labour
	33,333
	26,667
	36,667
	(10,000)
	Unfavourable

	Overhead
	12,500
	10,000
	10,000
	-
	Unfavourable

	
Total costs of sales
	
66,667
	
53,333
	
70,000
	
(16,667)
	
Unfavourable

	
	
	
	
	
	

	Gross Profit
	141,667
	113,333
	63,333
	(50,000)
	Unfavourable

	
	
	
	
	
	

	Fixed Overheads
	
	
	
	
	

	Warehouse rental
	16,667
	16,667
	14,167
	2,500
	Favourable

	Insurance
	8,333
	8,333
	8,333
	-
	

	Fulltime warehouse 
supervisor salary
	       4,167
	4,167
	2,917
	1,250
	Favourable

	
	29,167
	29,167
	25,417
	3,750
	Favourable

	
	
	
	
	
	

	Profit before tax
	112,500
	84,167
	37,917
	(46,250)
	Unfavourable














(ii) Control report 2020

	Units
	Budget
£
	Flexed Budget
	Actual
£
	Variance
	Favourable/
Unfavourable

	
	100,000
	80,000
	80,000
	
	

	Revenue
	2,500,000
	2,000,000
	1,600,000
	(400,000)
	Unfavourable

	
Variable costs
	
	
	
	
	

	[bookmark: _Hlk102470900][bookmark: _Hlk102470875]
Materials
	
250,000
	
200,000
	
280,000
	
(80,000)
	
Unfavourable

	[bookmark: _Hlk102470912]Labour
	400,000
	320,000
	440,000
	(120,000)
	Unfavourable

	Overhead
	150,000  
	120,000
	120,000
	-
	Unfavourable

	
Total costs of sales
	
800,000
	
640,000
	
840,000
	
(200,000)
	
Unfavourable

	
	
	
	

	
	

	Gross Profit
	1,700,000
	1,360,000
	760,000
	(600,000)
	Unfavourable

	
	
	
	
	
	

	Fixed Overheads
	
	
	
	
	

	Warehouse rental
	200,000
	200,000
	170,000
	30,000
	Favourable

	Insurance
	100,000
	100,000
	100,000
	-
	

	Fulltime warehouse 
supervisor salary
	50,000

	50,000
	35,000
	15,000
	Favourable

	
	350,000
	350,000
	305,000
	45,000
	Favourable

	
	
	
	
	
	

	Profit before tax
	1,350,000
	1,010,000
	455,00
	(555,000)
	Unfavourable




Note: fixed costs remain Fixed
	    
	£2,5 x 100,000 = £250,000

	    
	£4 x 100,000 = £400,000

	
	£1,5 x 100,000=£150,000

	
	£2,5 x 80,000= £200,000

	
	£4 x 80,000 = £320,000

	
	£1,5 x 80,000 =£120,000









(iii) 
	Any family business needs to grow profits. Generally, small commercial company owners believe that the satisfactory way to do that is by increasing sales. They can expand the income margin by decreasing the variable cost.
The best option to boost sales is usually a consistent increase in costs because of the increased work. So, to increase profits quickly without growing sales, reduce expenses - especially your variable costs.
	There are two kinds of costs in the business: fixed and variable costs.
	A variable cost is a cost that varies in comparison to the volume of goods that a company generates. However, they are costs that vary depending on the importance of the interest. The cost grows as the volume of activities increases and decreases as the volume of activities decreases.
The best variable cost is direct materials, direct labour, commissions, utility, raw materials, and fees. It is essential to know that variable costs are frequently seen as short-term costs and can be modified quickly.
The cost to be variable; it must be inconsistent regarding something. That something is its activity base, which means whatever causes the incurrence of costs is – the cost driver. The most frequent activity base are units produced, units sold, direct labour hours and machine hours.
The variable cost formula is (direct labour cost+direct raw material cost+variable manufacturing overhead) / number of units produced.
	A fixed cost is a cost that will remain constant, no matter what the change in the level of activity. However, fixed costs are not affected by changes in movement and stay continuous in the entire amount, except this is influenced by some external power, such as price fluctuations.
There are some examples of fixed costs: advertising, employee salary, insurance and property taxes.
Fixed cost can create complications if it converts compulsory to express the price on a per-unit basis. The reason can be the fixed costs are represented on a per-unit basis. They will reply the wrong way round with changes in inactivity.
Costs sustained by business involve fixed and variable costs. As declared above, variable overheads do not remain endless when the manufacturing level changes. Alternatively, fixed costs are costs that remain constant nevertheless of production levels. Thoughtful which costs are variable and fixed is significant to business decision-making.
Variable cost performance plays an indispensable role in break-even analysis. Break-even analysis defines the number of profits or the required units to sell to cover the total cost.
To calculate the company’s break-even point in units, use the formula:
       Fixed cost/ (price-variable cost).
Put differently, the break-even point equals the total fixed cost divided by the difference between the unit price and variable cost.



Recommendation to Amana’s CEO on areas of improvement:
· The company's performance is hugely dependent on the performance of the team. Keeping meetings with the employee is vital to understanding the targets and goals they need to achieve. Try to keep the staff involved in the business and help them to understand their role in the industry. Excellent company culture will improve the working environment and quality of work.
· Providing additional training courses and developing the employees is 
to make them valued. Training the employee can improve their efficiency and productivity in completing their task. Also, it can assist the company in reaching all its targets and goals. Every month, there is £100,000 extra being spent on the labour of producing the products compared to the fixed budget.
· Additionally, concerning the labour workforce, possibly look at the pay structure. Is there any incentive scheme for the employees? If there is no incentive scheme for the employees, they do not have any motivation to make the units faster, and therefore this may be why there were only 80,000 units produced during the year rather than the expected 100,000untis. An incentive scheme will increase motivation, increase productivity, and, in turn, increase the number of units produced and will more likely reduce labour costs. It will lead to a higher gross profit margin in the long term.
· Focus on expanding the digital existence, which is a key to growing the business. Improve the website; anyone visiting the website is a potential client. Social media is a fantastic way to make new client relationships. To stay connected with the audience through the internet, try to promote products.
· The firm should also look at its suppliers and the cost of materials. The cost of materials over the year is £80,000 more than expected. The CEO should look to renegotiate with the supplier to see if they can reach a better deal to reduce costs. It is not possible, and the company should look outside of their current supplier to see if they can find a new supplier. However, making sure that the materials have the same quality or are better than the materials currently being used at a reduced rate may lead customers to leave.
· The insurance cost has remained constant, and this suggests the same insurance provider is being used and is happy with the margins that they are getting from Amana Ltd. The CEO should try to reduce the insurance cost or contact a different insurance provider that offers the same level of insurance at a reduced price. This can leads to a higher overall profit.
· CEO needs to look at the price strategy to increase sales. An essential aspect of the company is a marketing strategy, including value-based, competitive and cost-plus pricing, price skimming or economy pricing. The marketing scheme should involve all the knowledge and details about your customers, who are your competitors and your goal. The marketing plan might evolve and change over time. However, having a plan will bring closer your goals. The price strategy of the units must have a see interest in the £25 budget. Even though £20 is used for the purchase, which can lead to a £33,000 loss of proceeds. Due to conditions on the market or undercutting those competitors. However, a pricing strategy should ensure that the company's financial report is obtained. The CEO needs to find a value metric that provides sales increases to create a winning pricing strategy. However, customer profiles and segments play an essential role in the process. 
· Covid-19 and the resulting economic unpredictability have hugely impacted small businesses.CEO should get the start on a post-Covid business plan. Firstly, start with customers by learning how the industry has changed and what customers will want after the pandemic. Please review all the ways you can connect the business with the customers, particularly when it comes to social distancing, online ordering and no contact services. Also, which part of the business will overgrow, which part will take time to recover, and the new opportunities. It will help to renegotiate the fixed amount of warehouse rental; though the retail fixed price has decreased in the year to £170,000, this was likely to be rent-free months due to Covid-19.
· Profit is essential for the existence and increase of the business. If the company does not produce enough profit, it will not survive in the growing competitive world. Profit means the continued existence of the company's business. Holding of profit is the inside source of the funding. However, the gain can increase the industry's volume through development and diversification. 

PART  B

Amana’s Ltd was hit hard by the Covid-19 pandemic, which created short-term disruptions and provoked long-term business changes with all the restrictions on movement and travel, lockdown during December 2020 and February 2021.
Online sales have started to grow incredibly, including e-business and E-commerce. E-commerce refers to currency exchange deals, such as selling products to customers. E-business is a more critical term that provides buyers with explanations and requirements for a particular product. However, Mr Amana needs to think thoroughly and consider all the advantages and disadvantages before deciding whether to trade their online shop or sell on Amazon, based on gross profit.
Gross profit represents the profit that the business makes after removing the cost related to making and selling products. Gross profit, as well called gross income, is calculated by deducting the cost of goods sold from revenue. Usually, gross profit contains only the variable costs and does not account for a fixed cost. His main objective is to estimate the profit of the company and control the excess costs. However, it is very hard to adopt a financial decision using gross profit as it doesn't include expenses, taxes and interest loans.
Based on the gross profit, the best option for Mr Amana is to sell goods on Amazon.

Because Amana Ltd is at the beginning of online sales, I recommend starting using Amazon and later using its online shop to grow its profit.
Advantages of selling on the Amazon Platform:
· Easy access to the market has never been easier for business owners to access on the market. Amazon allows to set up an online shop and sell products in just a few minutes. The only fees will be £50,000.
· Reduce overheads – selling online can remove costly retail locally and allow you to invest in good quality marketing on your platform. Mr Amana will save on delivery costs, salary, time and resources. Using Amazon’s fulfilment centre (£50,000 fee), the platform will pick, pack, ship and deliver customers services for your goods.
· Potential for rapid growth- with an excellent digital market, strategy and plan, the sales will fast increase.
· Increase your market very immediately- this is one of the essential advantages of the Amazon platform. Mr Amana can discover a vital requirement for products in another country. Amana’s company will benefit from the Amazon brand by selling through Amazon.
Like all the other businesses, Amazon also has weaknesses:
· Restricted access to customer information.
· Customers will be loyal to Amazon, which restricts Mr Amana from promoting his brand. The buyers will focus on product reviews and prices on the Amazon marketplace. However, in terms of building the brand, Amazon is a terrible choice.
· Using fulfilment has benefits, but the company can lose control over the inventory and logistic chain. The Fee, £50,000, will impact the profit.
· Also, if the business has success, Amazon can duplicate the product and start the competition with your products.
On the other hand, Mr Amana selling on his online site has some advantages:
· Complete control of every customer purchase journey
· With full control of his brand, he can create his exclusive brand story
· Access customer data for marketing promotions, discounts, and increased customer experiences.
Like all the business, Online shop has disadvantages:
· Website cost – scheduling, creating, holding, securing and maintaining a qualified website is not low-cost, particularly if Mr Amana expects large and rising sales.
· Security and fraud-The status of the company could be seriously damaged if you don’t invest in security systems to keep the transaction and website safe.
· Advertising  - you still have to invest in publicity to get the right clients for your products.
· Customer Confidence – building a trusted brand name can be challenging, especially without an entire industry with a record. Amazon is a trusted website, and people trust to buy from this site.
Recognition of the thankfulness must be paid to Amazon for its exceptional efforts in taking E-commerce to the next level. This was made possible because of their innovative tactics and intelligent business decisions. Furthermore, this organization is the creator in supporting small business suppliers to a considerable client base.
	Selling on Amazon has pros and cons; the significant shortcoming is that Mr Amana can lose control of his brand. However, the company can benefit from selling on Amazon.
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