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Part A
Amana Limited is a family-owned business that sells souvenirs. The place of operation of this company is basically in England. It is to be known that the entire world has faced a massive pandemic period and it has not only taken the life of the people but also has a devastative effect on the economy of countries. Some industries specially the tourism industry along with some other industries that require the physical presence of the customers has fallen with a higher percentage. Amana Ltd has also faced the same issue due to COVID-19. Amanas’ original budget and flexible budget have been analysed below.
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A monthly control report is a management tool that helps the company to compare the actual amount with the budget (Kaplan, 2019). A budget is a controlling tool that enables the management to identify the variance and analysis those variances so that they can measure the performance of the company. To achieve the goal of the company, it is necessary that it can ensure the efficiency of its resources and for this controlling and monitoring is important. Given information,
	 
	Original Budget
	Actual
	Actual per unit

	Units
	100,000.00
	80,000.00
	

	Selling Price
	25.00
	20.00
	

	Variable costs:
	
	
	

	Materials
	2.50
	280,000.00
	3.50

	Labour
	4.00
	440,000.00
	5.50

	Overhead
	1.50
	120,000.00
	1.50

	Contribution
	17.00
	760,000.00
	9.50

	Fixed Overheads:
	
	
	

	Warehouse rental
	200,000.00
	170,000.00
	

	Insurance
	100,000.00
	100,000.00
	

	Fulltime warehouse supervisor salary
	50,000.00
	35,000.00
	





Monthly Control Statements
Statement 1: Original vs Actual
	 
	 Original Budget 
	 Actual 
	 Variance 

	Selling Price
	     2,500,000.00 
	  1,600,000.00 
	      900,000.00 

	Variable costs:
	 
	 
	 

	Materials
	        250,000.00 
	     280,000.00 
	-       30,000.00 

	Labour
	        400,000.00 
	     440,000.00 
	-       40,000.00 

	Overhead
	        150,000.00 
	     120,000.00 
	        30,000.00 

	Total variable costs
	        800,000.00 
	     840,000.00 
	-       40,000.00 

	Contribution Margin
	     1,700,000.00 
	     760,000.00 
	      940,000.00 

	Fixed Overheads:
	 
	 
	 

	Warehouse rental
	        200,000.00 
	     170,000.00 
	        30,000.00 

	Insurance
	        100,000.00 
	     100,000.00 
	                     -   

	Fulltime warehouse supervisor salary
	          50,000.00 
	       35,000.00 
	        15,000.00 

	Total fixed costs
	        350,000.00 
	     305,000.00 
	        45,000.00 

	Net Profit
	     1,350,000.00 
	     455,000.00 
	      895,000.00 



Statement 2: Flexible vs Actual
	 
	 Flexible Budget 
	 Actual 
	 Variance 

	Selling Price
	     2,000,000.00 
	  1,600,000.00 
	      400,000.00 

	Variable costs:
	 
	 
	 

	Materials
	        200,000.00 
	     280,000.00 
	-       80,000.00 

	Labour
	        320,000.00 
	     440,000.00 
	-     120,000.00 

	Overhead
	        120,000.00 
	     120,000.00 
	                     -   

	Total variable costs
	        640,000.00 
	     840,000.00 
	-     200,000.00 

	Contribution Margin
	     1,360,000.00 
	     760,000.00 
	      600,000.00 

	Fixed Overheads:
	 
	 
	 

	Warehouse rental
	        200,000.00 
	     170,000.00 
	        30,000.00 

	Insurance
	        100,000.00 
	     100,000.00 
	                     -   

	Fulltime warehouse supervisor salary
	          50,000.00 
	       35,000.00 
	        15,000.00 

	Total fixed costs
	        350,000.00 
	     305,000.00 
	        45,000.00 

	Net Profit
	     1,010,000.00 
	     455,000.00 
	      555,000.00 
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Based on the above information, variances between the original budget and Actual amounts are:
	 
	 Original Budget 
	 Actual 
	 Variance 

	Selling Price
	     2,500,000.00 
	  1,600,000.00 
	      900,000.00 

	Variable costs:
	 
	 
	 

	Materials
	        250,000.00 
	     280,000.00 
	-       30,000.00 

	Labour
	        400,000.00 
	     440,000.00 
	-       40,000.00 

	Overhead
	        150,000.00 
	     120,000.00 
	        30,000.00 

	Total variable costs
	        800,000.00 
	     840,000.00 
	-       40,000.00 

	Contribution Margin
	     1,700,000.00 
	     760,000.00 
	      940,000.00 

	Fixed Overheads:
	 
	 
	 

	Warehouse rental
	        200,000.00 
	     170,000.00 
	        30,000.00 

	Insurance
	        100,000.00 
	     100,000.00 
	                     -   

	Fulltime warehouse supervisor salary
	          50,000.00 
	       35,000.00 
	        15,000.00 

	Total fixed costs
	        350,000.00 
	     305,000.00 
	        45,000.00 

	Net Profit
	     1,350,000.00 
	     455,000.00 
	      895,000.00 



From the above statement, it is clear that the company has incurred unfavourable variance as its net profit is too much lower than the original budget. The percentage of variances are:
	 
	 Actual 
	 Variance 
	 % of Variance 

	Selling Price
	     1,600,000.00 
	     900,000.00 
	56%

	Variable costs:
	 
	 
	 

	Materials
	        280,000.00 
	-      30,000.00 
	-11%

	Labour
	        440,000.00 
	-      40,000.00 
	-9%

	Overhead
	        120,000.00 
	       30,000.00 
	25%

	Total variable costs
	        840,000.00 
	-      40,000.00 
	-5%

	Contribution Margin
	        760,000.00 
	     940,000.00 
	124%

	Fixed Overheads:
	 
	 
	 

	Warehouse rental
	        170,000.00 
	       30,000.00 
	18%

	Insurance
	        100,000.00 
	                    -   
	0%

	Fulltime warehouse supervisor salary
	          35,000.00 
	       15,000.00 
	43%

	Total fixed costs
	        305,000.00 
	       45,000.00 
	15%

	Net Profit
	        455,000.00 
	     895,000.00 
	197%


*Workings have been given at the end of the report


To determine the variance, here actual amount is deducted from the original budget and then the percentage has been calculated compared with the actual budget. The following are the observations:
· Actual sales price is 56% lower than the original budget. There are basically two effects. One is per unit price and the other is unit. In the original budget, the company has projected to sell 100,000 units at £25 sales price. But in actuality, the company has been able to sell 80,000 units at £20. So, the compound effect is 56% lower than the original budget.
· There are three variable costs comprising material, labour, and overheads. In actuality, material cost is increased by 11%, labour cost is increased by 9% and overhead cost is increased by 25%, and overall variable costs are increased by 5%. It may seem that the overall variance is very lower but it has affected contribution with a higher rate than the usual. The company has incurred 124% less contribution than budget. This ratio is very much significant because it is the compound effect of decreased revenue and increased variable costs.
· On the other hand, fixed costs are showing a totally different scenario because compared with the budget, the actual fixed costs are 15% lower which means this variance is favourable. Here it can be said that the company has been able to achieve economy of scale. Below contains the details:
	 
	Original Budget
	Actual

	 
	Total
	Per unit
	Total
	Per unit

	Units
	100,000.00
	
	80,000.00
	

	Fixed Overheads:
	
	
	
	

	Warehouse rental
	200,000.00
	2.00
	170,000.00
	2.13

	Insurance
	100,000.00
	1.00
	100,000.00
	1.25

	Fulltime warehouse supervisor salary
	50,000.00
	0.50
	35,000.00
	0.44

	Total fixed costs
	350,000.00
	3.50
	305,000.00
	3.81



From the variance analysis, it has been concluded that the company has achieved a favourable variance but while analysing the economy of scale, it can be observed that the company has incurred more fixed costs per unit and it can be concluded that per unit total product costs and period costs are increased and the company has failed to achieve the economy of scale irrespective of operating from many years in the industry.
In the above analysis, the comparison was between the actual and original budgets. Some variances have been incurred due to the differences in units (Burns and Vaivio, 2015). There is another type of budget that allows to consider of the actual unit so that the analyst can observe the price and cost variation if the units are constant, is called flexible budget (Ahrens and Chapman, 2017).
	 
	 Flexible Budget 
	 Actual 
	 Variance 

	Selling Price
	     2,000,000.00 
	  1,600,000.00 
	      400,000.00 

	Variable costs:
	 
	 
	 

	Materials
	        200,000.00 
	     280,000.00 
	-       80,000.00 

	Labour
	        320,000.00 
	     440,000.00 
	-     120,000.00 

	Overhead
	        120,000.00 
	     120,000.00 
	                     -   

	Total variable costs
	        640,000.00 
	     840,000.00 
	-     200,000.00 

	Contribution Margin
	     1,360,000.00 
	     760,000.00 
	      600,000.00 

	Fixed Overheads:
	 
	 
	 

	Warehouse rental
	        200,000.00 
	     170,000.00 
	        30,000.00 

	Insurance
	        100,000.00 
	     100,000.00 
	                     -   

	Fulltime warehouse supervisor salary
	          50,000.00 
	       35,000.00 
	        15,000.00 

	Total fixed costs
	        350,000.00 
	     305,000.00 
	        45,000.00 

	Net Profit
	     1,010,000.00 
	     455,000.00 
	      555,000.00 


**Workings have been given at the end of the report
The percentage of variances are:
	 
	 Actual 
	 Variance 
	% of Variance

	Selling Price
	     1,600,000.00 
	     400,000.00 
	25%

	Variable costs:
	 
	 
	

	Materials
	        280,000.00 
	-      80,000.00 
	-29%

	Labour
	        440,000.00 
	-    120,000.00 
	-27%

	Overhead
	        120,000.00 
	                    -   
	0%

	Total variable costs
	        840,000.00 
	-    200,000.00 
	-24%

	Contribution Margin
	        760,000.00 
	     600,000.00 
	79%

	Fixed Overheads:
	 
	 
	

	Warehouse rental
	        170,000.00 
	       30,000.00 
	18%

	Insurance
	        100,000.00 
	                    -   
	0%

	Fulltime warehouse supervisor salary
	          35,000.00 
	       15,000.00 
	43%

	Total fixed costs
	        305,000.00 
	       45,000.00 
	15%

	Net Profit
	        455,000.00 
	     555,000.00 
	122%



From the above two statements, now the effect of price and cost can be determined as under a flexible budget, the same units have been considered. 
· Actual sales price now decreased by 25% as per flexible budget because due to COVID, there is less demand and as per the theory of economy, if demand is less then to reach at market equilibrium, the sellers need to adjust the price. Here to adjust to the market demand, Amana has decreased its price.
· But in the variable costs, the scenario is different from the above observation. Though there is less supply so the price should be adjusted at a lower level. But from the increased amount of variable costs, it can be assumed that the supplier market of Amana is very powerful. And here Porter’s five forces “The power of supplier” should be mentioned (Grundy, 2016). When the market is a monopoly, sellers can adjust prices as per their wishes. Due to the down economy, there were fewer sales and now to compensate for that less sales the suppliers (materials and labour both) have increased the cost. 
· So, one thing that is noticeable in this scenario is that Amana is operating in a competitive market where the buyers have the power but it procures resources from the market which is powerful. As per Porter’s five forces, Amana has both the threat of buyers’ power and suppliers’ power (Dobbs, 2014).
· Fixed costs are the same in flexible and actual but to test the economy of scales, this cost has been considered again.
	
	Flexible Budget
	Actual

	
	Total
	Per unit
	Total
	Per unit

	Units
	80,000.00
	
	80,000.00
	

	Fixed Overheads:
	
	
	
	

	Warehouse rental
	200,000.00
	2.50
	170,000.00
	2.13

	Insurance
	100,000.00
	1.25
	100,000.00
	1.25

	Fulltime warehouse supervisor salary
	50,000.00
	0.63
	35,000.00
	0.44

	Total fixed costs
	350,000.00
	4.38
	305,000.00
	3.81



Now, this budget is showing that the company has achieved the economy of scales because here the budgeted costs are considered but with actual units. So, in reality, the company has managed to achieve an economy of scale. Again, as per Porter’s five forces, the most common barrier to any kind of new entrants into the market is the economy of scale because existing companies can achieve it with higher volume. And here in spite of the pandemic period, Amana has achieved it. So, the threat of new entrance is lower.
The conclusion of this report is that Amana needs to apply some strategies to come back to a post-COVID situation. But one noticeable matter is that while the other companies are incurring more and more losses, Amana has incurred profit though the profit is far less than budget still the company has achieved its profitability and it is indicating towards its good management.
Appendix of the report
*Working of Original vs Actual 
	 
	 Original Budget 
	 Actual 

	Units
	        100,000.00 
	       80,000.00 

	Sales price per unit
	                 25.00 
	              20.00 

	Total sales price (Unit * Price)
	     2,500,000.00 
	  1,600,000.00 



	 
	 Original Budget 

	Units
	        100,000.00 

	Materials price per unit
	                   2.50 

	Total material cost (Unit * Cost)
	        250,000.00 



	 
	 Original Budget 

	Units
	        100,000.00 

	Labour cost per unit
	                   4.00 

	Total Labour cost (Unit * Cost)
	        400,000.00 



	 
	 Original Budget 

	Units
	        100,000.00 

	Overhead cost per unit
	                   1.50 

	Total Labour cost (Unit * Cost)
	        150,000.00 



**Working of Flexible vs Actual
	 
	 Flexible Budget 
	 Actual 

	Units
	          80,000.00 
	       80,000.00 

	Sales price per unit
	                 25.00 
	              20.00 

	Total sales price (Unit * Price)
	     2,000,000.00 
	  1,600,000.00 




	 
	 Flexible Budget 

	Units
	          80,000.00 

	Materials price per unit
	                   2.50 

	Total material cost (Unit * Cost)
	        200,000.00 



	 
	 Flexible Budget 

	Units
	          80,000.00 

	Labour cost per unit
	                   4.00 

	Total Labour cost (Unit * Cost)
	        320,000.00 



	 
	 Flexible Budget 

	Units
	          80,000.00 

	Overhead cost per unit
	                   1.50 

	Total Labour cost (Unit * Cost)
	        120,000.00 
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From the above reports, there are some recommendations have been suggested below:
· From the analysis it is visible that Amana is currently operating in a competitive market and the power of buyers is high. So, it should do something that attracts customers. Like it can provide sales on its products or can bring product variation. Product variation will give Amana a competitive advantage also.
· Amana’s supplier market is a monopoly because, in spite of the long lockdown, the market has not reduced its price. Even its labour supply market is also a monopoly. In the monopoly markets, buyers have less power but they can try to bargain with the suppliers to get a good deal so that their production costs can be minimised.
· There is no doubt that the company’s management is well efficient and it has held its good performance despite of COVID. But the company should be conscious of certain things like receivables turnover, and short-term solvency. Because after this post-pandemic situation maximum number of buyers may ask for credit but the company handles this situation very strategically.
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Currently, the business has been digitalised. Specially during the COVID, people are habituated with more online shopping. Even during COVID, there has been set up online medical services, online consultancy, online tuition, etc. And many people have bought so many things over the online markets. 
Amana is a souvenir selling company and it sells its souvenir to the tourists. But the feature of souvenir is that it is a luxurious product and can be used as decorative products. It is not necessary that people have to buy this product physically rather they can buy it online also.
Amana has two options if it chooses to go online. One is establishing its own website and another is using Amazon Platform. If the company uses its own website, then there will be:
Cost of delivery network – 150,000 (One-time cost – Capital expenditure)
Cost of upgrading – 50,000 (One-time cost – Capital expenditure)
Salary of programmer – 35,000 (Fixed cost – Revenue expenditure)
So, if it invests 200,000 then it will be able to sell 100,000 units where the company will incur only 35,000 pounds fixed costs.
Now, if the company chooses to use Amazon, it will have to pay fulfilment fees – £50,000 (Assuming this is revenue expenditure). And this platform ensures 65,000 units annual sales. Here, per unit variable costs is higher than own website. But website is requiring £200,000 investments. 
There are some benefits of using own websites:
· The company will have full control over its website.
· It will be incurring only £35,000 fixed costs. Other variable costs will also be incurred but those will be the same for Amazon also.
· The company can customise its website as per its own plans and while planning and modifying, it does not need to pay any commission but rather only the modification costs.
· The company can promote any time and can boost the website for increasing the sales. 
· The company will not face any competition within its own website. It means when people excess in the Amana’s website, they will only see the products of Amana. So, there is less chance of comparison.
· Amana can create brand image if it operates with its own website. It is to be known that Apple is well known for its brand value because it has created it. So, if Amana operates with its own website, it will be able to create its own image.
· Amana can export its product also but with Amazon, the sales will be limited because some countries may not have any excess to this digital shop.
Benefits of using Amazon Platform:
· It requires less capital expenditure.
· Amana will have fewer responsibilities.
· It will not have taken any hassle for upgrading the website or boosting the website.
· Amana is famous but not popular with all. Through Amazon, it can get its popularity and recognition.  
· Low maintenance cost.
On the other hand, both the options have drawbacks like the first one requires more capital expenditure and the latter one will provide less control and fewer sales.
Now the conclusion is if Amana wants to build a brand image and its liquidity permits, then it should go for developing its own website. And if Amana wants to explore the online selling first and then wants to create brand image then it should go for Amazon.
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