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(i) Preparation of monthly control report, original budget, flexible budget and the variances
	 
	Original 
	Actual Production
	Flexible Budget 
	Variance
	% Variance

	 
	 
	 
	for 80000 Units
	(Flexible budget- Actual)
	(Variance/ Flexible X 100)

	Units
	100000
	80000
	80000
	0
	0.00%

	Selling price
	25
	20
	25
	5
	20.00%

	Sales revenue
	2500000
	1600000
	2000000
	-400000
	-20.00%

	Per unit variable costs 
	 
	 
	 
	 
	 

	Materials
	2.5
	3.5
	2.5
	-1
	-40.00%

	Labor
	4
	5.5
	4
	-1.5
	-37.50%

	Overhead
	1.5
	1.5
	1.5
	0
	0.00%

	Contribution
	17
	10.5
	17
	6.5
	38.24%

	Total Variable costs
	 
	 
	 
	 
	 

	Materials
	250000
	280000
	200000
	-80000
	-40.00%

	Labor
	400000
	440000
	320000
	-120000
	-37.50%

	Overhead
	150000
	120000
	120000
	0
	0.00%

	Total Expenses (Variable)
	800000
	840000
	640000
	-200000
	-31.25%

	 
	 
	 
	 
	 
	 

	Contribution Margin
	1700000
	760000
	1360000
	-600000
	-44.12%

	Contribution in %
	68.00%
	47.50%
	68.00%
	 
	 

	Fixed overheads
	 
	 
	 
	 
	 

	Warehouse Rental
	200000
	170000
	200000
	30000
	15.00%

	Insurance
	100000
	100000
	100000
	0
	0.00%

	Fulltime warehouse supervisor salary
	50000
	35000
	50000
	15000
	30.00%

	Total fixed costs
	350000
	305000
	350000
	45000
	 

	 
	 
	 
	 
	 
	 

	Profits
	1350000
	455000
	1010000
	-555000
	-54.95%

	(Contribution - fixed costs)
	 
	 
	 
	 
	 

	Profit margin
	54.00%
	28.44%
	50.50%
	-22.06%
	 


In the above table, the variances can be seen. The original budget is first flexed as per the actual production. It can be seen in the budget that the original units for which the budget was prepared were 100,000 units, but the actual product turns out to be 80,000 units only. Here to make the flexible budget. First, the original budget must be converted as per the actual production (Bragg 2021). In the actual production, the selling prices us 20, while in the estimated budget, it was 20. Thus, a new budget has been prepared for 80000 units but with 25, as originally thought of. Similarly, the costs shall remain the same as the original budget, but the quantities will be changed. The fixed costs have been taken the same as the original budget, and their variances are compared with the actual results (Vitez, 2017). 
As per the original budget, the overall sales revenue is £2.5 million, which is for 100,000 units and the actual sales are £1.6 million, which are for 80000 units. As per the flexible budget, the sales would have been £2 million, but due to the variation in sales prices for £5 per unit, the sales are less by £500,000. The variance here is unfavourable and 40%. The total variable costs are 8 as per the estimates, but in real production, these came out to be 10.5. There is a difference of £2.5 per unit, which is unfavourable for the business. It can be seen that total variable expenses are £840,000 as per the actual production and £640,000 as per the flexible budget. There is a 31.25% deviation observed here (Strtdom, 2021).   
Fixed costs are totalled £350,000 as per the original budget. In actual production, these turned out to be £305,000. There is a difference of £45000, which is favourable for the business. The overall profits are £1.35m as per the original budget. However, the flexible budgets and actual results will be compared to know the actual variance. The actual results show the profits are £455,000 while as per the flexible budget these were needed to be £1.01 million. The variance of -£555,000 here represents the variation of the profit that has been less during the period. This variance amounts to a 54.9% reduction in profits. 
(ii) Report on Amana's performance 
To: Amana 
From: Manager 
Subject: Regarding business performance
Dear Sir
It is to bring to your notice that the business performance has been unfavourable based on the flexible budget for the activity. The revenues have been less, and the business has underperformed in managing costs. Talking about the revenues, it is to be notified that the reduction in sales price per unit has led to lower revenues. The revenue per unit was estimated to be 25, while the revenues were only 20 per unit in actual practice. 
The variable costs also led to variances. For example, the cost of material is 2.5 per unit as per the budget, but the actual cost per unit is 3.5. Here the variance is £1, or it can be said that the material costs are higher by 40% (Du, Huang and Zhou, 2020). The labour costs are £4 in the budget, and in actual production, the labour charges are £5.5. That is because the labour has become expensive and the per-unit costs have been increased. The overheads are estimated to be £1.5 as per the budget, and in actual production, these have essentially remained the same. Hence, the deviation here is 0%. Overall, the total variable expenses of the budget were estimated to be £640,000 when the budget is flexed as per the production level of 80,00 units. In actual production, the total variable costs are 840,000. Here the variance is £200,000. 
The contribution is 68% of the sales for the flexible budget. For the actual performance, this contribution figure is 47.5%. The contribution margin is an indicator of the profits of the company. If this ratio is high, it would mean that the profits would increase for the business. The fixed costs remain fixed despite the level of organizational activity. The fixed expenses include rent for the warehouse, insurance expenses and salary to the warehouse supervisor. The production has been less in real, and to some extent, the business has been able to reduce the fixed costs (Du, Huang and Zhou, 2020). 
It can be seen that there is a positive variance of 45000 in the fixed costs of the production process. The profitability has also taken a hit. As per the flexible budget, the profits could have been 50.5% if the sales price had been maintained at the same level, i.e., £25. However, since these were declined by £5, the revenue collection has also reduced, resulting in fewer sales being made. The profits have also been less due to this fact. The actual profitability of the business comes out to be 28.44%. The business must look into the areas of variance and ensure that the outcomes are positive next time the budget is prepared. 
Thank you 
Manager
(iii) Recommendations to Amana's CEO on areas of improvement 
The CEO is recommended to look into the variances and find out the real cause behind those deviations. When the business knows what has caused the differences in performance, it will work on those areas and improve the efficiency next time the same activity is repeated. Following areas are the major ones on which Anna's CEO can work to improve business performance- 
a) Negotiations with the suppliers- The material variances can be reduced when the business can negotiate a better price. Since the material can be procured from some suppliers currently operating in the market, there is a possibility that some suppliers will deliver the material at cheaper rates. The market should be thoroughly searched, and a supplier that offers minimum rates should be selected.    
b) Advertisement and marketing- The business is regarding selling souvenirs. The business aims to advertise the product all over the UK so that the tourists may be tempted to purchase the product. The marketing strategies will prove to be an additional cost burden, but the increase in the revenues will absorb those additional costs. The business must aim to allocate some funds to marketing in the budget. Also, it should determine how the souvenir will be marketed. It can be placed in the show-cases of souvenir shops and can also be advertised through pamphlets and advertisements in magazines. 
c) Access to new areas- The business has been selling products around the hotspots such as Brighton, Westminster Bridge, London Bridge and Buckingham Palace. Other tourist hotspots can be identified in the country, and the products can be sold in those areas. It will be helpful for the business to build a new audience, and more products can be sold. The economic revival after the covid will also be helpful in more sales since the tourist footfalls have increased in recent times (Marchet et al., 2018). 
d) Product improvement- One of the main reasons that a product is not sold well is its attributes and characteristics. It cannot be sold if the quality is not up to the mark to please the customer. There is a need to make continuous modifications, especially in the souvenir products, to enhance their appearance and usage. The company needs to invest in this, which can push up the overall costs. However, once the product has more qualities, it will sell it at a premium price. 
e) Cost improvement- The business should regularly work on improving the costs of the product. It will earn a better profit on the products once the costs have been low (Bragg, 2021). The Kaizen budgeting method can be used for cost containment. It is a method in which every possible attempt is made to reduce the costs of the product. Each time the production is started, the focus is always on reducing the costs from the last recorded level. 
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Report to Amana
To: Amana
From: Manager
Subject: Advice on whether the business should go online or sell on Amazon
Dear Sir
It has come to our notice that you are confused between two business choices. One of them is whether you should set up an online shop to sell your products or you can also sell through a third-party platform such as Amazon. The dilemma arises since both the alternatives are quite attractive, but there are some costs to consider. 
If you wish to set up an online business, you have to bear the costs such as costs involved in setting up the delivery network, salary to the IT programmer working on your website, and costs involved in upgrading the website. Here the assured sales will be 100,000 units a year. On the other hand, if you need to list your product on Amazon, the costs will consist of an Amazon fulfilment fee of £50,000, and here, there are guaranteed sales of 65000 units. An analysis is produced below if you opt for either of these options. 
	First Alternative
	 

	Taking business activities online
	 

	Costs
	Figures in £

	Upgradation of the website
	50000

	Salary to IT programmer
	3500

	Setting up the delivery network
	150,000

	Guaranteed sales units
	100,000



	Second Alternative 
	 

	Listing on Amazon
	 

	Amazon fulfilment fee
	50000

	Guaranteed sales units
	65000



	 
	Online Website
	Amazon

	Units
	100,000
	65000

	Price
	25
	25

	Total Sales
	2500000
	1625000

	Variable costs
	 
	 

	Materials
	2.5
	2.5

	Labor
	4
	4

	Overhead
	1.5
	1.5

	Total variable costs per unit
	8
	8

	Contribution
	17
	17

	 
	 
	 

	Variable costs 
	800000
	520000

	variable costs per unit X total number of units
	 
	 

	Contribution 
	1700000
	1105000

	Fixed costs
	 
	 

	Setting up the delivery network
	150000
	 

	Upgradation of the website
	50000
	 

	Salary to IT programmer
	3500
	 

	Amazon fulfilment fee
	0
	50000

	 
	 
	 

	Other costs
	 
	 

	Insurance
	50000
	50000

	Fulltime warehouse supervisor salary
	25000
	25000

	Warehouse Rental
	100000
	100000

	Total fixed costs
	378500
	225000

	 
	 
	 

	Profits
	1321500
	880000

	Profit Margin
	52.86%
	54.15%



The business's total profits will be £1,321,500 when it plans to do the business through the online mode. Here the sales price is 25 per unit, and there are assured sales of 100,000 units. The variable costs are 2.5 for the material, 4 for the labour and 1.5 for the overhead. The total variable costs are 8, making the contribution figure 17 quite high. Higher contributions will always lead to higher profits (Johansson, 2021). The total variable costs for 100,000 units of sales will be £800,000. The fixed costs will be setting up a delivery network for £150,000, IT programmer salary for £3500 and £50000 will be spent on up-gradation of the company's website. Other than that, the fixed costs associated with Insurance, warehouse rental and supervisor's salary will stay in business irrespective of whether online goods are sold or goods are listed on Amazon.  
If the company sells through Amazon, the total profits will be £880,000. Here the assurance is for 65000 units of sale. The variable cost per unit shall remain the same, and the total variable costs will be £520,000. The fixed cost will be the Amazon fulfilment fee, which is £50000 for the project. Hence when profits are considered, it can be seen that the profits are more with alternative 2, which is about 54% of the sales, while in alternative 1, the profitability is only 52%. 
To make a decision, the company has to weigh the advantages and the disadvantages of both the available options. If it opens a new channel by setting up its own website, the benefits will be that it will attract new customers (Kotarba, 2018). It has an assurance of about 100000 orders already when the souvenirs are sold through this mode, which indicates the sales number will go high, as the company set up its website with the company's domain. On the other hand, the company will have less control over setting the prices once the goods are sold via Amazon. The third-party platform will have its own rules and regulations about listing the products. The company has to abide by these. Additionally, the company will have to bey the Amazon fulfilment fee of $50,000. The assurance is only up to sales of 65,000 units of the product (Wang, 2018).
Therefore, it can be said that although the costs of setting up a company website are high, it is more fruitful for the business in the long run. The company can easily attract many customers, directly monitor its pricing strategies, and collect the data of customer insights. With Amazon, the authenticity of customers' data can be questioned. The company, on its portal, will be able to use analytics tools to have a look into the nature of customers and their buying patterns. It will let the company know what type of customers it has to target for the souvenir sales. The recommendation thus falls in favour of option 1, as the profit and revenue growth is maximum in the long run. Through this option, the company will be able to work on two of its Key Performance Indicators (KPIs): profits and revenues. With the growth in revenues, the company will be able to cover the fixed costs much better, and it will push the overall profitability as more customers are placing online orders.     
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