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Question 1 
‘I) The control report for Amana Ltd has been prepared using the original budget, flexed budget, and variances. The flexed budget which is also referred to as a flexible budget is a financial plan which helps to estimate the revenue and cost (including the fixed and variable cost) (Market business new, 2020). The same is estimated for a different level of output and different volume of sales. The variation inflexible budget occurs on account of different levels of output which changes the overall revenue and variable cost of the company. Therefore, to make a true comparison with the actual performance, flexible budgets flex the static budget for the projected level of output or sales volume thereby providing a reliable budget estimate for making comparisons and evaluate performance. In this regard, the flexible budget sets the standards to determine the variance in the actual performance from the budget for control purposes (Acca Global, 2021). 
In the case of Amana Ltd, the company has originally planned to sell 100,000 for which a budget was prepared. The selling price was £25 a unit of souvenir sold thereby the total budgeted revenue for the period under review was £2,500,000. Since the actual level of output was 80,000, therefore, the flexible budget would account for only the actual level of output thereby flexible budget for revenue comes out to be £2,000,000. The variable cost included three activities direct material cost, direct labour cost, and direct overheads. The total cost against these 3 activities varies with the level of output. Therefore, the flexible budget would only include the variable cost of 80,000 units thereby the total flexible budget for variable cost is estimated to be £640,000 against an actual budget of £800,000. Since the fixed cost does change with the level of output and remains constant, therefore, the flexible budget would not have any change in fixed cost. 
The actual activity is now compared with the flexed budget to determine the variance for each activity. The actual per unit variable cost has also been determined (column 5) to assess the change in variable cost with respect to the activity. The actual sale price is £20 which results in total revenue of £1,600,000. The actual performance (column 6) of Amana Ltd is now compared with the flexible budget (column 4) and respective variances (column 7) have been calculated.   

Table 1
	 
	Budgeted Per unit £
	Original Budget £
	Flexible Budget £
	Actual Per Unit £
	Actual £
	Variance £

	Units
	 
	100,000
	80,000
	 
	80,000
	 

	Selling Price
	25
	 
	 
	                      20 
	 
	                        5 

	Total Revenue
	 
	        2,500,000 
	        2,000,000 
	 
	        1,600,000 
	           400,000 

	Variable cost
	 
	                       -   
	                       -   
	 
	                       -   
	 

	Materials
	2.50
	           250,000 
	           200,000 
	                  3.50 
	           280,000 
	-            80,000 

	Labour
	4
	           400,000 
	           320,000 
	                  5.50 
	           440,000 
	-          120,000 

	Overhead
	1.50
	           150,000 
	           120,000 
	                  1.50 
	           120,000 
	                       -   

	Total variable cost
	                  8.00 
	           800,000 
	           640,000 
	                10.50 
	           840,000 
	-          200,000 

	Contribution Margin
	17.00
	        1,700,000 
	        1,360,000 
	                  9.50 
	           760,000 
	           600,000 

	 
	 
	 
	 
	 
	 
	 

	Fixed overheads
	 
	 
	 
	 
	 
	 

	Warehouse Rental
	 
	           200,000 
	           200,000 
	 
	           170,000 
	              30,000 

	Insurance
	 
	100,000
	100,000
	 
	100,000
	                       -   

	Full-time warehouse supervisor salary
	 
	50,000
	50,000
	 
	35,000
	              15,000 

	Total Fixed cost
	 
	350,000
	350,000
	 
	305,000
	              45,000 

	 
	 
	 
	 
	 
	 
	 

	Net Profit
	 
	1,350,000
	1,010,000
	 
	455,000
	           555,000 



‘ii) During the period under review, the performance of Amana Ltd remains below satisfactory. The major reason for unsatisfactory performance may be attributable to the covid-19 pandemic. The global markets felt severe turbulence amid the shutdown measures by several nations on account of the rapid spread of the Covid-19 pandemic. Over the last year, the pandemic had devastating impacts on the economy, health, and food security of millions, pushing as many as 150 million under the poverty line (World Bank, 2021). Although, recent progress in the development and distribution of vaccination have allowed containing the spread of the virus to some extent, however, the risks of the markets going into recession still prevail in particularly with the advent of the second variant of the virus. In this regard, the global economy likely to shrink with a substantial decline in global demand and supply reducing the per capita output across the globe (Chudik & Mohaddes, 2020).
The business of Amana Ltd has been directly affected by the pandemic due to the slow down of business activity in the tourism industry. It is evident from table 2, the output level has reduced by 25% during the period under review. Since the business volume had reduced, the company may have attempted to stimulate the business activity by reducing the price of the product. As shown in Table 2, the average selling price was reduced by 20% to encourage sales. However, the volume could not be picked up thereby reporting a total reduction in revenue of 20%.  
The per-unit variable cost of raw material and labour also increase by £1 and £1.5 respectively during the period under review. The production of the company was outsourced from China. Due to the pandemic supply chains of many industries were disrupted and major interruptions occurred to ensure the availability and transportation of raw material (Kilpatrick, 2020). In this regard, the prices of raw materials may have increased on account of short supply. Moreover, the labour cost has also from £4 per unit to £5.5 per unit. The increase in labor cost is also attributable to the short supply of labor since on account of the lockdown people were required to stay at home. Therefore, the workforce of many companies substantially reduced to control the spread of the virus. As a result, the variable cost has increased from the budgeted amount. 
Lastly, the fixed overheads have witnessed a slight reduction despite the lower level of business output. The total fixed cost was reduced by £45,000 on account of supervisor salary cut of £15,000 and a reduction in warehouse rental of £30,000. The reduction may have come on the back of a temporary salary cut and rent reduction due to the overall slowdown of business activity. Consequently, the net profit of the company has been reduced by 55% from the flexible budget. 

Table 2

	 
	% change

	Units
	-25%

	Selling Price
	-20%

	Total Revenue
	-20%

	Variable cost
	 

	Materials
	40%

	Labour
	38%

	Overhead
	 

	Total variable cost
	31%

	Contribution Margin
	-44%

	 
	 

	Fixed overheads
	 

	Warehouse Rental
	-15%

	Insurance
	 

	Full-time warehouse supervisor salary
	-30%

	Total Fixed cost
	-13%

	 
	 

	Net Profit
	-55%



‘iii) During these unprecedented times, the company has many areas wherein the attention of management is required. Firstly, the company needs to figure out ways to increase the business output despite the disruption caused by the pandemic. Currently, the company has only traded within the physical store while the website of the stores is being only used for marketing purposes. The company must take effective measures to initiate e-commerce on its website since e-commerce has the potential to allow the company to expand its reach to several types of customers (Zande, 2020). In this regard, the company may have to put marginal resources into the development of the e-commerce platform both the websites and mobile applications. The company also can partner with a 3rd party logistics company for the delivery of the goods to the customers. 
The company had reduced the average selling price from £25 per piece to £20 per piece to stimulate sales. This strategy does not seem to be working since the footfall in the stores has reduced significantly. Therefore, the e-commerce business would also help the company to maintain its previous pricing levels whiling marketing its product to a large audience. 
In the face of the pandemic, it is challenging for Amana Ltd to maintain its operations without any disruption while ensuring the highest standards of safety. One of the allied challenges of the pandemic was an interruption in the supply chain activities of the group. Amana Ltd is primarily an import-driven company whereby it is dependent on other countries for wide ranges of products. Amana depends heavily on the international market for the import of various types of raw materials, particularly from China. Therefore, any shutdown of the market in a country with a trade partnership will give rise to interruption to the operations of Amana. In this regard, it is important to build resilience in the supply chain to avoid any disruption in the supply chain during the pandemic (Meyer , 2020). 
Moreover, Amana ltd should increase the number of local suppliers which will not only bring the national benefit of higher employment but at the same time will reduce the company’s dependence on a single supplier. Resultantly, Amana Ltd will be in a better position to negotiate the prices of its raw material from the suppliers and will be able to pass on the benefit of volume discounts to the customer thereby capturing market share. This would also help the company to reduce its variable cost as local procurement will cost less. 
As evident from Table 2, the fixed cost was marginally reduced with the lower level of business output which indicates that these costs are not truly fixed and can be managed through effective measures taken by Amana Ltd. The warehouse rentals and supervisor salary have been reduced during the period under review. The salary cut of the supervisor may be temporary, but the company can make efforts to renegotiate the warehouse rent with the owner thereby lowering its fixed cost considerably. 
Question 2
‘I) The decision to go online during these tested times may be beneficial for the company. The e-commerce industry has seen remarkable growth since last year with the advent of the pandemic which has affected the entire global supply chain and business activity has been reduced to a record low level. The e-commerce channel would allow the company’s customers to shop with convenience and safety without having the hassle to go down to the physical stores and risking their lives during the pandemic (Pillemer, 2020). Moreover, the customers will be able to make a more informed decision about the purchase since all the details of the product will be mentioned on the website. Lastly, it will save time substantially and the customer can use their time more productively on other tasks. 
In this regard, the company has two alternatives to change its business model. Firstly, the company can shift 50% of its sales online and will close 3 of its physical stores including Brighton, Birmingham city centre and Manchester City centre. The second alternative is to sell the products directly on Amazon while closing 3 stores. To evaluate the alternative, the cash inflows, and outflows in the case of both alternatives must be calculated. 
Own online shop  
Setting its own online shop would allow Amana to register a sale of 100,000 units annually. At a budgeted price of £25 per unit, the cash inflows in form of the revenues from setting its own shop would be £2,500,000 however the variable cost would be increased in accordance with the increase in business output. However, the incremental revenue should be adjusted for the salary of the IT programmer which amounts to £35,000 and is paid annually. Therefore, the adjusted revenues come out to be £2,465,000.  Therefore, the total incremental variable cost will be £800,000. It is pertinent to mention that there are few initial costs related to settling the online shop and must be paid one time.
As shown in Table 3, this cost includes the delivery network (£150,000), up-gradation cost of the existing website (£50,000). These costs are deducted from the total adjusted revenues to determine the total cash inflows generated by the online sales. The net cash flow generated in the first year of operating from the online shop amounts to £1,465,000. Moreover, since the company will be closing 3 of its physical stores, therefore, the respective cost and revenues of each store may need to be considered while calculating the net benefit of going online. However, since during last year the company has booked sales of 80,000 units from all the six stores which indicates that the sales of 3 stores must be less than 100,000 which should be generated through the online shop. 

Table 3
	Online Sales

	 
	 £ 
	 

	Unit sale
	        100,000 
	per annum

	Price 
	                   25 
	 

	Incremental revenue
	     2,500,000 
	 

	Programmer salary
	           35,000 
	per annum

	Revenue after salary
	     2,465,000 
	 

	Variable cost per unit
	                     8 
	 

	total incremental VC
	        800,000 
	 

	Incremental contribution margin
	     1,665,000 
	 

	Delivery network
	        150,000 
	 

	Upgradation cost
	           50,000 
	 

	Total Initial cost
	        200,000 
	 

	Total cash inflows
	     1,465,000 
	 



Selling on Amazon
The selling on amazon will allow the company to sell 65,000 units while a disadvantage of selling on Amazon is that the company will have a lack of control over price. Since there are many companies selling similar products at Amazon, therefore, causing fierce competition among the firm. As a result of competition, firms usually tend to compete on price to gain market share (Kocak, 2018). Therefore, it is likely that Amana may have to reduce the price to be competitive in the Amazon marketplace. In this regard, the average sale price of £20 per unit was assumed down from £25 per unit to account for the possible price reduction on account of competition. The total incremental revenue under this scenario will amount to £1,300,000 while the variable cost amounts to £520,000. The total initial cost in this case is lower than alternative 1 (online shop) and pertains to the Amazon fulfilment fee. The total fulfilment is £50,000 which to be paid at the time of registration of business on the Amazon website. 
The total cash inflows generated by selling through Amazon would amount to £730,000 which is considerably lower than setting up its own online shop. The company would still shut down its 3 physical stores even with a sale on Amazon. In this regard, the cost savings from closing the 3 stores and the opportunity cost due to loss of revenue from the 3 stores should be accounted for. Since Amana will be able to sell 65,000 units through Amazon whereby the company sold 80,000 units in all its physical stores last year. This shows that the Amazon sale will be able to cover the opportunity cost from the loss of revenue from shutting down 3 stores.







Table 4
	Amazon

	 
	 £ 
	 

	Unit sale
	           65,000 
	per annum

	Price 
	                   20 
	 

	Incremental revenue
	     1,300,000 
	 

	Variable cost per unit
	                     8 
	 

	total incremental VC
	        520,000 
	 

	Incremental contribution margin
	        780,000 
	 

	Amazon fulfillment fee
	           50,000 
	 

	Total cash inflows
	        730,000 
	 



From the above discussion, it may be safe to say that the company will be able to gain in terms of revenue and profit if decides to go with setting up its online shop. In this way, the company would be able to sell more units as opposed to the number of units it had sold only through physical stores. Moreover, setting its own online shop would allow the company to exercise control on its pricing policy whereby Amazon restricts the company’s ability to charge the price as per the company’s policy. Pricing is an important element in the retail business therefore, the companies prefer to have control over the pricing to smoothen the earnings during challenging times (Manacek & Kilroy, 2019). In this regard, Amana ltd is recommended to build its own online shop while closing 3 of its physical stores. 
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