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[bookmark: _Toc68794434]Part A
[bookmark: _Toc68794435](i) Preparation of Month Based Control Report Presenting Planned budget, Flexible Budget and Variances
A loop for information feedback based on a plan and actual outcome is a control report (Jiambalvo, 2019). It can be made daily, weekly or monthly to track if a firm is approaching the goals efficiently. The control report for Amana Ltd. is prepared based on a flexible budget (Shown in Table 1) to identify the competencies that happened during the COVID pandemic.
[bookmark: _Toc68794424]Table 1: Monthly Control Report Based on Flexible Budget
	Amana Ltd.

	Monthly Control Report (Based on Flexible Budget)

	 
	 
	(i)
	(ii)
	(i) - (ii)

	Particulars
	Per unit price (£)
	Original budget (£)
	Flexible budget (£)
	Variances (£)

	Units
	 
	8,333 
	6,667 
	 U           1,667 

	 
	 
	 
	 
	 

	Revenue
	25
	208,333 
	166,667 
	 U         41,667 

	 
	 
	 
	 
	 

	Variable expenditures:
	 
	 
	 
	 

	Materials
	2.5
	         20,833 
	      16,667 
	 F           4,167 

	Labour
	4
	33,333 
	26,667 
	 F           6,667 

	Overhead
	1.5
	12,500 
	10,000 
	 F           2,500 

	Contribution
	17
	     141,667 
	  113,333 
	 U         28,333 

	 
	 
	 
	 
	 

	Fixed Expenditures:
	 
	 
	 
	 

	Rental for warehouse
	 
	16,667 
	16,667 
	                  -   

	Insurance
	
	8,333 
	8,333 
	                  -   

	Salary for warehouse supervisor (full-time)
	 
	           4,167 
	        4,167 
	                  -   

	Total Fixed Expenditures
	 
	       29,167 
	    29,167 
	                  -   

	 
	 
	 
	 
	 

	Net Operating Income
	 
	112,500 
	    84,167 
	 U        28,333 

	*U= Unfavourable
*F= Favourable



The monthly control report is prepared to have a close and fast look at the changes of variables. It is seen that units of souvenir sold reduced from the planning budget for lockdown from December 2020 to February 2021. Hence, flexible budget reported as big as £41,667 deviation in revenue though revenue was quite good during late summer.
There is a limitation of the control report as compares total budgeted and flexible expenditures without considering the units sold (Brewer, Garrison and Noreen, 2015). The limitation made the variances of variable expenditures look favourable. All the variable expenditures reduced because units sold got reduced. Again, the contribution margin is not in favour of Amana Ltd. It slipped by £28,333 per month on average. The net operating income also experienced a fall from expectation as sales reduced and fixed expenditures were compulsory. This control report only can conclude to work on raising sales for expected revenue and return.
However, if the variance is calculated with the actual outcome, it presents a more relevant result. Table 2 is designed for a more reliable control report.
[bookmark: _Toc68794425]Table 2: Control Report Based on Actual Outcome
	Amana Ltd.

	Monthly Control Report (Based on Actual Outcome)

	 
	 
	(i)
	(ii)
	(i) - (ii)

	Particulars
	Per unit price (£)
	Original budget (£)
	Actual Outcome (£)
	Variances (£)

	Units
	 
	8,333 
	6,667 
	 U           1,667 

	 
	 
	 
	 
	 

	Revenue
	25
	208,333 
	133,333 
	 U         75,000 

	 
	 
	 
	 
	 

	Variable expenditures:
	 
	 
	 
	 

	Materials
	2.5
	         20,833 
	      23,333 
	 U           2,500 

	Labour
	4
	33,333 
	36,667 
	 U           3,334 

	Overhead
	1.5
	12,500 
	10,000 
	 F           2,500 

	Contribution
	17
	     141,667 
	  63,333 
	 U         78,333 

	 
	 
	 
	 
	 

	Fixed Expenditures:
	 
	 
	 
	 

	Rental for warehouse
	 
	16,667 
	14,167 
	F           2,500

	Insurance
	
	8,333 
	8,333 
	                  -   

	Salary for warehouse supervisor (full-time)
	 
	           4,167 
	        2,917 
	F           1,250

	Total Fixed Expenditures
	 
	       29,167 
	    25,417 
	F           6,250

	 
	 
	 
	 
	 

	Net Operating Income
	 
	112,500 
	    37,917 
	 U        74,583 

	*U= Unfavourable
*F= Favourable



It is apparent that the revenue scenario is worse than expected. Besides, the expenditures went high even if the activity or units sold got reduced from projection except for the overhead expenditures. Unlike variable expenditure of Amana Ltd. fixed expenditures became favourable complying with the depressed economic condition. Per month, the firm saved £6,250 from fixed allocation. Nevertheless, the net operating margin lowered by £74,583 from the economic shock. The greater loss here is occurred not for being adapted with the changing nature of the business to go to online as all need to ensure social distance in this pandemic situation.

[bookmark: _Toc68794436](ii) Construction of Annual Performance Report for Amana Ltd.
Performance report combines the activity and revenue & spending related variances to identify what actually happened during a period (Weygandt, Kimmel and Kieso, 2018). Table 3 represents a similar scenario for Amana Ltd. during the financial year 2020. Separation of effects in performance report allowed to get more focused attention to the variables. Thus budget helps to evaluate performance while keeping the goal of the organisation on track (Becker, Mahlendorf and Thaten, 2016). 





[bookmark: _Toc68794426]Table 3: Annual Performance Report
	Amana Ltd.

	Annual Performance Report for 2020

	 
	 
	(i)
	(ii) - (i)
	(ii)
	(iii) - (ii)
	(iii)

	Particulars
	Per unit price (£)
	Original budget (£)
	Activity variances (£)
	Flexible budget (£)
	Revenue & spending variances (£)
	Actual Outcome (£)

	Units
	
	100,000 
	U      20,000
	80,000 
	-   
	80,000 

	 
	 
	 
	 
	 
	 
	 

	Revenue
	25
	2,500,000 
	U    500,000
	2,000,000 
	         U          400,000
	1,600,000 

	 
	 
	 
	 
	 
	 
	 

	Variable expenditures:
	 
	 
	 
	 
	 
	 

	Materials
	2.5
	250,000 
	  F      50,000
	200,000 
	            U            80,000 
	280,000 

	Labour
	4
	400,000 
	F      80,000
	320,000 
	U          120,000 
	440,000 

	Overhead
	1.5
	150,000 
	 F      30,000
	120,000 
	                    -   
	120,000 

	Contribution
	17
	1,700,000 
	U    340,000
	1,360,000 
	        U          600,000
	     760,000 

	 
	 
	 
	 
	 
	 
	 

	Fixed Expenditures:
	 
	 
	 
	 
	 
	 

	Rental for warehouse
	 
	   200,000 
	                 -   
	      200,000 
	           F            30,000
	        170,000 

	Insurance
	 
	 100,000 
	            -   
	     100,000 
	                    -   
	   100,000 

	Salary for warehouse supervisor (full-time)
	 
	      50,000 
	              -   
	      50,000 
	           F            15,000
	      35,000 

	Total Fixed Expenditures
	 
	  350,000 
	              -   
	  350,000 
	           F            45,000
	    305,000 

	 
	 
	 
	 
	 
	 
	 

	Net Operating Income
	 
	  1,350,000 
	  U   340,000
	1,010,000 
	         U          555,000
	      455,000 

	*U= Unfavourable
*F= Favourable




While the control report was presenting the variable expenditures are in a favourable position, the performance report shows a big deviation between the flexible budget and the actual outcome. The pandemic made costs rise while revenue decreased for pushing sales unit. It is worth calculating two variances for finding the real scenario to see the impact of activity and real performance of the firm. The effect of activity is reflected in the revenue and spending variances. Control report presented materials expenditure is in a good position while performance report says it is actually in an adverse position by £80,000. It is a big loss for Amana Ltd. not being able to source raw materials within the expected price. Labour expenditure was supposed to be £320,000 but it soared to £440,000. The adverse fluctuation of revenue and variable expenditures reduced contribution for Amana Ltd. by more than 50%.
Fortunately, Amana Ltd. became successful to reduce £45,000 from fixed expenditures turning out of the boundary. It helped the firm to have some profit that was being reduced from lessening of revenue and increase of variable expenses at the same time. However, operating profit went halved from expectation in the actual case. The deviation in number is £555,000 caused by the COVID lockdown.
Thus, a more valid analysis of organizational variables is found from the performance report compared to the control report which will help design future operation efficiently (Oyadomari and Afonso, 2018). It is because of the activity based nature of the performance report instead of total based calculation of the control report.

[bookmark: _Toc68794437](iii) Recommendations for the CEO of Amana Ltd.
The reduction of operating profit and net operating margin in Amana Ltd. occurred from the global pandemic and the economic shock. However, adapting to the shock may help to reduce the adverse impact. Performance report represents the most shock to Amana Ltd. is generated from revenue & labour expenditures. Since the new minimum wage rate is on the rise, this variable will be given less attention than revenue generation and raw materials (Brignall, 2021). Some recommendations include:
· Amana Ltd. is recommended to begin an online operation closing some less value additive station. COVID reduced tourists visit the UK as well as to the physical malls. It made Amana Ltd. face around £400,000 less in revenue generation compared to projection from fall of both sales units and per unit sales revenue. Online selling platforms have the potential to grow as well as convenient since people are restricted from commuting. It will in one-way increase revenue and business activities and reduce fixed obligations greatly.
· Keeping connected with a wide range of suppliers and collecting lots of product at a time will help Amana Ltd (Armitage, Webb and Glynn, 2018). Collecting a big amount of raw materials should not be a problem as the products are nonperishable. The collection of raw materials is restricted to a nation which must be expanded to ensure no shake in raw materials pricing in future financial years. Tackling big excess expenditures for raw materials has no other ways. Besides, Mr Amana will get materials at a further discount if collected through a big lot. Lockdown scenarios in this case will be less impactful in affecting profit.
· The company should investigate why overhead expenditures are similar for 100,000 and 80,000 units. The expenditure should have been lower and represents operational inefficiencies while the payment to the labour soared (Ekholm and Wallin, 2011). If it is a process related problem, Amana Ltd. should improve the process and if it is labour related complexity, they should be trained or replaced.

	
[bookmark: _Toc68794438]Part B
[bookmark: _Toc68794439]Analyses for Advising Mr Amana Whether to Choose Online Selling or Selling through Amazon Shop
With the hit of the Coronavirus pandemic businesses and life changed drastically. UK faced a fall of air passengers to the UK by 98% which includes a big number of tourists. Amana Ltd. fall into a big crisis when unnecessary wandering of locals and tourists was stopped by government notice.
All the businesses were obliged to transfer online and ship products to customers through delivery services. The crisis raised revenue generation of different businesses as well as made different firm’s to close down or bankrupt. A little break from lockdown in late summer helped Amana Ltd. to survive in 2020 which the firm did not go online despite the financial depression. Now Mr Amana decided to go online and there are two ways for that. The firm may go online updating the current website or include the business in Amazon station.
Note: It is assumed that per unit sales and variable expenditures will remain as expected.

[bookmark: _Toc68794440]Analyses for Sales through Firm Website
Amana will be able to generate 100,000 units of products to be sold throughout the year when it will go online through the firm website. The customer’s list will not have any big change from the transformation as the firm already have marketing activities online. However, the rise of sales unit from actual sales of the previous year 80,000 will cause by a convenient online selling system as a pandemic is not over yet and the travel ban is active from a variety of regions e.g. Sri Lanka, Bangladesh, India etc. From the total sales, the firm is going online with only half of the capacity.
Capitalisation requirement for this form of extension is big e.g. £150,000 should be paid for only setting up a delivery system. In total there are £235,000 expenditures involved in introducing online sales through the firm website. Calculation from the table shows Amana Ltd. will have £615,000 profit from the extension.
[bookmark: _Toc68794441]Analyses for Sales through Amazon
The alternative selling system through Amazon has big potential as it will take Amana to a new range of customers. Amazon operates worldwide and Amana can reach the world through Amazon. The sales units expected are as high as £65,000 unit only in online. The units have the possibility of rising also. But, the platform is competitive and Amana may lose control of Amazon’s different pricing and return policy (Zhu and Liu, 2018). Amana can begin an online operation with a small investment of £50,000 for an operating margin of £1,055,000 which is almost double than that of selling through the firm website. The statement of higher risk for higher return matches to this condition of Amana.
[bookmark: _Toc68794427]Table 4: Choosing Between Sales through Firm Website and Amazon
	 
	Amana Ltd. website
	Amazon

	Sales unit
	100,000
	 

	Transferred to online
	50,000
	65,000

	 
	 
	 

	Sales revenue in £ per unit
	25
	25

	Variable expenditure in £ per unit (2.5+4+1.5)
	8
	8



	Particulars
	Firm website (£)
	Amazon website (£)

	Revenue
	         1,250,000 
	               1,625,000 

	Variable expenditures
	            400,000 
	                  520,000 

	Contribution
	           850,000 
	              1,105,000 

	Fixed expenses:
	 
	 

	Expense for establishing delivery network
	            150,000 
	                           -   

	Cost for upgrading the current website
	              50,000 
	                           -   

	Salary of IT programmer
	              35,000 
	                           -   

	Fees to pay to Amazon for the deal
	                     -   
	                    50,000 

	Net operating profit
	           615,000 
	              1,055,000 




[bookmark: _Toc68794442]The decision to go Amazon for Online Selling
The online setup with the firm website is found to deliver less operating margin than from Amazon. Though Amazon has a range of competitive seller the guaranteed sales is 65,000 unit per annum only online is quite high to generate big profits in Amana. This is a one year scenario. It is evident that Amana alone cannot reduce fixed cost as much so that it can gain higher return through the firm website. Amazon is also giving a marketing opportunity to the firm.

[bookmark: _Toc68794365]Figure 1: Theoretical Priority Analysis While Going Online
Source: Author
However, mathematical evidence will be shown at the end (Table 5) to make the advice of going for Amazon more beneficial.
The profits will go up in the case of online sell through the firm website because delivery setup and website upgrading expenditures are not recurring (Datar and Rajan, 2018). The maintenance cost is assumed to be £20,000 altogether. The interest rate is taken as 10% and all the unit sales and variable cost alteration are kept constant as they will affect both systems simultaneously.




[bookmark: _Toc68794428]Table 5: Decision Making through Present Value
	Particulars
	Firm website (£)
	Amazon website (£)

	
	 Year 1 
	 Year 2 
	 Year 3 
	 Year 1 
	 Year 2 
	 Year 3 

	Revenue
	1,250,000 
	1,250,000 
	1,250,000 
	1,625,000 
	1,625,000 
	1,625,000 

	Variable expenditures
	          400,000 
	     400,000 
	     400,000 
	      520,000 
	      520,000 
	      520,000 

	Contribution
	 850,000 
	850,000 
	850,000 
	1,105,000 
	1,105,000 
	1,105,000 

	Fixed expenses:
	 
	 
	 
	 
	 
	 

	Expense for establishing delivery network
	          150,000 
	       15,000 
	       15,000 
	                -   
	                -   
	                -   

	Cost for upgrading current website
	            50,000 
	         5,000 
	         5,000 
	                -   
	                -   
	                -   

	Salary of IT programmer
	            35,000 
	       35,000 
	       35,000 
	                -   
	                -   
	                -   

	Fees to pay to Amazon for the deal
	                   -   
	 
	 
	        50,000 
	        50,000 
	        50,000 

	Net operating profit
	         615,000 
	    795,000 
	    795,000 
	  1,055,000 
	  1,055,000 
	  1,055,000 

	Present value from firm website profit
	  1,813,410.97 
	
	
	
	
	

	
	
	
	
	
	
	

	Present value from Amazon profit
	  2,623,628.85 
	
	
	
	
	



The decision-making scenario is done based on three years because websites need an update or upgrade every 3 to 4 years. The scenario presents adverse positioning if online sales are made through a firm website. Amana can retain around 1 million sterling pound every three years if the online sales system is made Amazon based.
Thus, it is recommended to introduce online selling through Amazon for the bigger potential of revenue generation with a reduced requirement for fixed expenditures.  


	Firm Website
	Amazon

	*Profit generation in one year: £615,000
*Profit generation in three year: £1,813,411
	*Profit generation in one year: £1,055,000
*Profit generation in three year: £2,623,629

	
	


[bookmark: _Toc68794366]Figure 2: Brief of decision-making criteria
Source: Author
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