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a) Monthly control report 
Statement showing Original Budget for a level of 100000 units. 
	Particulars
	Amount (£)

	 
	 

	Sales
	2500000

	Variable costs
	 

	Materials
	250000

	Labour
	400000

	Overhead
	150000

	Total Variable costs
	800000

	Contribution
	1700000

	Fixed Overheads
	 

	Warehouse Rental
	200000

	Insurance
	100000

	Fulltime Warehouse Supervisor Salary
	50000

	Total Fixed Overheads
	350000

	Total Costs
	1150000

	Profit (Sales - Total Costs)
	1350000





Statement showing flexed budget for a level of 80000 units
	Particulars
	Amount (£)

	 
	 

	Sales
	2000000

	Variable costs
	 

	Materials
	200000

	Labour
	320000

	Overhead
	120000

	Total Variable costs
	640000

	Contribution
	1360000

	Fixed Overheads
	 

	Warehouse Rental
	200000

	Insurance
	100000

	Fulltime Warehouse Supervisor Salary
	50000

	Total Fixed Overheads
	350000

	Total Costs
	990000

	Profit (Sales - Total Costs)
	1010000





Statement showing the computation of variances between budgeted and actual costs
	 
	Budgeted
	Actual
	 
	 

	Particulars
	Amount (£)
	Amount (£)
	Variance (Absolute)
	Variance (%)

	 
	 
	 
	 
	 

	Sales
	2000000
	1600000
	-400000
	-20.00%

	Variable costs
	 
	 
	 
	 

	Materials
	200000
	280000
	-80000
	-40.00%

	Labour
	320000
	440000
	-120000
	-37.50%

	Overhead
	120000
	120000
	0
	0.00%

	Total Variable costs
	640000
	840000
	-200000
	-31.25%

	Contribution
	1360000
	760000
	-600000
	-44.12%

	Fixed Overheads
	 
	 
	 
	 

	Warehouse Rental
	200000
	170000
	30000
	15.00%

	Insurance
	100000
	100000
	0
	0.00%

	Fulltime Warehouse Supervisor Salary
	50000
	35000
	15000
	30.00%

	Total Fixed Overheads
	350000
	305000
	45000
	12.86%

	Total Costs
	990000
	1145000
	-155000
	-15.66%

	Profit (Sales - Total Costs)
	1010000
	455000
	-555000
	-54.95%



b) Performance report
The evaluation of performance for Amana for the year 2020 has been done on the basis of the below indicators as have been computed and observed in the comparison of the actual and the budgeted costs-
· Sales Revenue – The estimates developed with regard to the sales figure for the year 2020 by Amana shows that the expected amount of sales revenue to be generated in the year was £ 2000000 (Tien, 2019). However, as has been provided in the total amount of the actual sales, the business was not able to achieve the desired target and the total amount of the sales revenue in the year 2020 has been just £ 1600000. Thus, the actual sales are 20% less than the desired sales revenue. The inability to sell the products according to the estimated volume and the estimated prices has been the main reason the actual sales are lower than the estimates. 
· Costs in business – The evaluation of the costs in business involves the consideration and evaluation of the variable and fixed overheads in the business. 
Variable Costs – The flexible budget for the 80000 units level shows that the estimated total variable costs in the business were £ 640000. In 2020, however, the total amount of the variable costs incurred by the business amounted to £ 840000 (Roostapour et al., 2022). The variable costs in business, thus, exceeded the estimates by a total of £ 200000. In other words, the overall variable overhead cost variance for the business has been -31.25%. 
The observation of the individual cost components for the variable costs promotes a better understanding of the variance that has occurred in the actual variable and the actual fixed overheads (Tetiana et al. 2018). Apart from overhead expenses, where the cost variance is zero, the actual costs with respect to the material and labor expenses have exceeded the budget. It is apparent from the statement of variances that the actual material costs were 40% higher than the budgeted costs. The estimate by the company that one unit of raw material would be available at £ 2.5 proved to be inaccurate as the actual units of raw material cost the business £ 3.50. The inaccurate estimation by the cost managers and the inability of the procurement department to negotiate the purchase in an effective manner resulted in actual costs being £ 80000 higher than the budget. 
Fixed Costs – There is a stark and apparent difference in the performance of the company if the control of its fixed and variable costs in the business is considered (Smith and Wagner, 2018). While the above explanation with regard to the overall variable cost incurred by the business, which is way above the budgeted amount, shows the inability of Amana to arrest the damage through effective cost control measures on variable costs and their different components, it is worth noticing that the business of Amana has performed exceedingly well as far as the cost control on fixed overheads in the business is concerned. 
The observation of the fixed overhead components makes it clear to Amana. It is to be pointed out that there is not a single overhead where there has been a negative variance (Yu et al., 2018). The firm has managed to keep its warehouse rental expense, insurance cost, and warehouse supervisor salary down by the budgeted level by 15%, 30%, and 12.86%, respectively. This is enough evidence to the effectiveness with which the company has been able to manage its fixed costs in the business. Some of the possible reasons as to how the business of Amana has achieved this has been enumerated as below- 
1. Overestimation of the fixed costs in the business for the actual capacity level.
2. Better salary negotiation with the supervisor in terms of salary.
3. Signing the rental agreement on lower rentals than budgeted. It is possible that the enterprise assumed that the lease rental to be high due to the need for a larger warehouse. However, the said did not happen and a small warehouse with fewer rentals was enough. 
· Profit – The flexible budget for the actual activity level in the business shows that Amana estimated that the business would be able to make a final profit of £ 1010000. However, the same was not possible in real as the variable costs in the business were high and the business was never able to match the desired level of revenue (Smith and Wagner, 2018). The actual profit was just £ 455000, which was lower than estimated by a staggering 54.95%. 
c) Recommendation to Amana’s CEO on the areas of improvement
It is crystal clear from the above analysis that the major areas of concern for the business have been in the area of sales revenue and the control (or should it be said that the lack of it) of the variable costs of the business (Smith and Wagner, 2018). The development of suitable recommendations that trigger improvements in the business and the communication of the various recommendations to the CEO of the business requires prior ascertainment and listing of the issues with which Amana’s business finds itself grappling. The same has been presented below-  
· Inability to achieve the desired sales volume.
· Inability to sell the goods at the desired level of prices.
· Inability to procure the materials at the desired level of per unit costs.
· The excess of actual per unit of wages paid to workers over the estimated wages per unit. 
· Profits are lower than expected (Tien, 2019). 
The recommendations to Amana’s CEO for bringing out improvements in the above-listed areas have been enumerated below- 
· Since the firm has not been able to achieve the desired level of sales output, it should plan to market its products in a wide and aggressive manner to its customers (Tien, 2019). This would not only help the firm in communicating with customers located in remote locations but would also help the company to cover the loss incurred on account of the lower selling price as the volume of the products being currently sold would be significantly increased for the company. 
· Another issue relating to the firm not being able to sell the products according to the estimated selling price. The decision to lower the selling price is particularly taken by the business firms in the wake of competition where the rival firms are also selling the products at similar prices (Yu et al., 2018). The only solution available to the business is to carry out a scheme of product differentiation through extensive investment in research and development. However, this would also involve costs on the part of the company. 
· The inability of the firm to not be able to achieve the desired level of cost in terms of material and labor is due to the ineffective functioning of the purchasing department and the cost manager (Yu et al. 2018). There is a need to conduct a proper analysis of the available sources of raw materials and the cost-benefit associated with each of these sources. In addition to this, there is a need for betterment in terms of negotiation with the workers. The focus of the company should be to hire workers at cheaper rates for the upcoming period. This would help the company achieve a decline in variable costs. 
· In addition to this, as the business has not been able to achieve the desired level of profits, the firm should conduct a series of marginal analysis computations such as the required sales to earn desired profits, the margin of safety, etc (Tien, 2019). This would help the company determine the level it needs to attain the desired level of profits. The firm can then be able to make the required changes in its sales planning so as to reach the level it needs to attain desired level of sales volume to accomplish the profit which it desires. 
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Statement showing the computation of results if Amana decides to go online
	Option 1 - Online mode of sales through own website

	Particulars
	Amount (£)

	Projected Sales
	2000000

	Estimated costs to be incurred
	 

	Cost of setting up a delivery network
	150000

	Cost of upgradation of business website
	50000

	Salary of full-time IT programmer
	35000

	Total Costs
	235000

	Net profit through shifting to online mode
	1765000



Evaluation 
As has been provided in the case study, in the case Amana decides to commence the sales through the use of the online mode, this would result in the firm deriving incremental sales in addition to the sales through the physical stores that it has after the decision to close down some of its branches (Feichtinger and Gronalt, 2021). However, it is needless to be stated, the firm would also incur some additional costs in the business through the shifting to the online mode of shopping. 
The decision to move online and its viability with respect to the profitability of the business firm can be judged on the basis of the computation of the net benefit that the firm would derive once it adopts the online mode of shopping (Yilmaz Unlu, 2022). The computation for the same has been presented in the table above. As it has been carried out in the above computations, the firm would achieve sales of 100000 units annually where it would sell units at £ 20. The total amount of sales that it would achieve would be £ 2000000 (Keats et al., 2022). The incremental total cost that the firm would incur due to the decision to sell online would result in the firm incurring a total of £ 235000. As a result, the net figure of the profit that would be available to the company would be £ 1765000. 
The above-presented figure of net benefit that the firm would derive through the use of the online mode of sales is high in the context of the company. The level of profits that it would derive through the shifting to the online mode of sales is highly significant for the company as the firm would never be able to make the sales and profit at this level through the offline mode of sales. 
The profit estimated by the company (as presented in task 1) was £ 1010000. The actual profit in the case company decides to move through the online mode of shopping is £ 1765000. Thus, the company would be able to make £ (1765000 – 1010000) = £ 755000 additional through the sales of the product online (Keats et al., 2022). The said figure is about 74.8% higher than the profit that the company has estimated for the year in part 1. 
All in all, it can be said that the decision of Amana to switch to an online mode of sales is high with regard to the profitability objective of the enterprise and would allow the company to derive supernormal profits in the future which are way higher than its current profits (Gasparin-isa et al. 2019). Thus, the sales of the company should be initiated through the use of the online mode by use of its own website.   
Statement Showing computation of results in Amana decides to sell through Amazon
	Option 2- Sales through Amazon

	Particulars
	Amount (£)

	Projected Sales
	1300000

	Estimated costs to be incurred
	 

	Amazon Fulfilment fees
	65000

	Net Profit through selling directly on Amazon
	1235000



As an alternative to the online mode of shopping, the company also has the option to sell through Amazon directly (Kazeminia et al., 2019). As has been provided in the case study, the firm would be able to sell 65000 units annually through Amazon. Moreover, unlike the case in online shopping, the additional costs that the company would have to incur are limited as well. The company would have to incur only a maximum of £ 65000 as additional costs for the company towards the Amazon fulfillment fees. 
The above statement of computation shows the net benefit that would be available to the company on account of the selection of the option to sell directly through Amazon (Kazeminia et al., 2019). The profits derived in this case would be higher than the budgeted profit in part 1 as well. This would be as high as £ 1235000. Thus, the excess of the actual profit through sales by Amazon would be £ (1235000 – 1010000) = £ 225000. This would be about 22.3% higher than the estimated amount of sales that the company desired in part 1 as well. 
However, the sole focus of the decision-makers of the company while making decisions with regard to the judgments of the variability of this option should only be made after the prior evaluation of the major drawbacks that are associated with this form of sales. It is highlighted in the case study that the selection of the choice of sales through Amazon would mean that the company would lose the control it has over the prices of the products and the return policy of the products (Keata et al., 2022). This may not suit the image and goodwill of the business and may deeply hurt its customer base in the future as the quality of services and customer care practices would be under question in such circumstances. 
Final Decision
The evaluation of the costs and benefits attached to both the alternatives available to the business to revamp their sales model presents a strong case in the favor of a selection of the online mode of sales for the enterprise. It is apparent from the above computations that the net additional benefit that the firm would derive over the Amazon alternative would be £ (1765000 – 1235000) = £ 530000. Moreover, the selection of an online sales option would not result in the dilution of the firm’s control over its pricing and return policy (Yu et al. 2018). Thus, it is a no-brainer that the firm should go ahead with the online mode of sales as it would assist the company in making profits higher than expected and would also result in the betterment of the financial image of the firm along with supernormal profits and increased customer base. 
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