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PART A:
1. Monthly control report

	Items
	Cost per unit
	Original /Static budget
	Flexible Budget

	Actual 
	Variance
	Variance
	

	Units
	
	100.000
	80.000
	80.000
	20.000
	-20.00%
	

	
	
	
	
	
	
	
	

	Selling price
	
	25
	25
	20
	5
	-20.00%
	Unfavourable

	Revenue
	
	2,500,000
	2,000,000
	1,600,000
	40,000
	-20.00%
	unfavourable

	Variable costs:
	
	
	
	
	
	
	

	Materials
	2.50
	250,000
	 200,000
	280,000
	80,000
	40.00%
	unfavourable

	Labour
	4
	400,000
	320,000
	440,000
	120,000
	37.50%
	unfavourable

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

	
	
	800,000
	640,000
	840,000
	200,000
	31.25%
	unfavourable

	Contribution
	           17 
	1,700,000
	1,360,000
	760,000
	600,000
	-44.12%
	unfavourable

	Fixed overheads:
	
	
	
	
	
	
	

	Warehouse rental
	
	200,000
	200,000
	170,000
	30,000
	-15,00%
	favourable

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

	Fulltime supervisor salary
	
	50,000
	50,000
	35,000
	15,000
	-30.00%
	Favourable 

	Profit
	
	1,350,000
	1,010,000

	455,000
	555,000
	24.75%
	unfavourable





	Break-even point units
	20,588
	20,588
	32,105
	11,517
	55.94%
	unfavourable

	Break-even point 
	514,706
	514,706
	642,105
	127,399
	24.75%
	unfavourable








INTRODUCTION
This report is prepared to assess the financial performance of Amana Ltd for the recent month. The company and the tourism sector have been badly damaged by the restrictions imposed by the government during covid 19, because the tourists were unable to travel and come to United kingdom and this was for the company a big issues with this the company, that lost during the Easter holidays in the middle of the lockdown, wiped out the profits made in the previous summer.                                                                                                                   
This report is prepared by comparing the actual performance with the flexible budget of the entity with an activity of 80,000 units. The flexible budget is prepared by making the necessary activity level corrections to the original budget of 100,000 units for the month.
The company showed a net profit of 455000 during this month. However, the changes in revenues and costs show that the company's financial performance has declined significantly. The decline in performance is mainly due to the fact that the sales volume and sales prices have reduced significantly and that the variable costs of the entity have increased materially during the month.

The financial performance is evaluated solely on the basis of variance analysis.

Discussion of each area of Amana's ltd performance:
Amana limited had set the budget for the sales of 100,000 units for the month. However, the actual sales had been 80,000. There is an unfavourable variance of 20% in sales volume. The variances are derived from the data that was planned and the data that should have been done, the performance report shows the budget difference for each item.This variance may be due to slowing tourism sector which has been hit badly by the pandemic. Amana is only involved in sales at physical stores and thereby ignoring the opportunity of online selling.

Amana had forecasted the selling price of £25 per unit as against the actual price of £20. This is a 20% reduction in sales price. The factor for charging lower prices could be due to the fact that sales were not picking up and discounts might have been allowed to increase sales (Ainsworth and Deines, n.d.).

The variable costs of Amana Ltd have increased significantly by 31.25%. This increase is due to:
Material costs increased significantly during the period by 40%. This increase in material costs decreased the contribution margin. This spike in material costs may be due to the disruption of the supply chain affected by the pandemic. It may also be due to the fact that procurement staff did not work well and could not negotiate decent prices with suppliers. In addition, there may be losses in production and material usage may have increased due to low quality material or lack of supervision of the production process by the manufacturer (Scheffé, 2010).


Similarly, material cost, labour cost also increased by 37.5%. This increase may be due to inefficiency on the part of workers and thus wasted working hours to increase costs (Avis, 2009). It may also be due to the increase in wages of direct labour.

The contribution margin of the company has reduced by more than 44%. This is due to two reasons. One reason is that the selling price has been reduced by 20% from the budgeted price and the other reason is that the variable costs have increased by more than 31%. Therefore, the company's contribution margin took a hit from both sides.


The company's fixed overheads showed an improvement in reducing the cost of production. It has decreased by 12.8%. This decrease is due to decrease in warehouse rent and decrease in supervisor's salary. However, this decrease in fixed costs could be risky because a decrease in the warehouse supervisor's salary could weaken the warehouse supervision and could cause a significant loss of inventory for the company (Donovan, 2006). In addition, a decrease in rent suggests that the company may have reduced warehouse capacity. Therefore, the company has less stock available in its shops and an unexpected stock shortage could occur if the demand for the company's products increases (Donovan, 2006).


The company's profit margin fell by 54% compared to the budgeted figures. This is a sharp decline in the company's profitability. If the situation is not corrected, the sustainability of the company as a going concern could be in jeopardy. Even if the company is still profitable, the changes should be further investigated, and corrective action taken before it is too late.

The breakeven point in units sold and sales revenue of the company as budgeted at the beginning of the month was 20,588 units and £514706 respectively as calculated above. Due to the reduction in the company's contribution margin, the break-even point was pushed further in terms of both units and sales revenue (Hansen and Mowen, n.d.). Therefore, the margin between actual sales and break-even sales is decreasing very rapidly. This trend can become risky if the trend in product demand and production costs continues along the same lines.


2. RECOMMENDATIONS 

· The company only sells goods through physical retail shops. It is recommended to invest in online sales and to introduce e-commerce into the business model. The company already has a web platform for advertising the company's products. The website could be adapted with a small investment to make it suitable for online sales. This move will increase the company's sales volume and reach increased customers. The impact of the pandemic can also be reduced by reaching customers who cannot visit physical shops. In addition, the company's territorial market could also be improved through online sales. Online sales would reduce the company's fixed costs such as warehousing and insurance costs.

· The company should do market research and should introduce new products which can be sold to local as well as tourist customers. Therefore, it is recommended to reduce the market risk by going into other consumer markets.

· Amana should invest on advertising its products, which if done rigorously could bring a booster to its sales. This will bring an additional advantage to the company in charging soaring prices due to increased demand.

· The material cost has increased significantly. In this regard we would recommend negotiating better terms with the suppliers for provision of materials. In this regard new suppliers should be given tenders for supply of materials and hunt for excellent quality for better prices (Rajasekaran and Lalitha, 2011).


· Further the material cost variance may be unfavourable due to material usage variance. This means that per unit usage of material might have been increased. To coup this, it is recommended to obtain good quality material so that material usage is contained, and losses are minimized (Horngren et al., n.d.). It is further recommended in this regard to pay close attention to supervision of the manufacturing process in order to improve efficiency of the material usage.

· Regarding the increase in labour costs, it is recommended to make economic agreements with workers so that labour costs can be minimised. In this regard, the production process could be contracted out to other countries instead of China, where labour costs are better for the company. In addition, the variance of labour efficiency could cause the overall labour variance to increase. In this regard, work should be supervised more closely, and good working conditions should be provided to improve work efficiency.


· The company should try to reduce its fixed costs that can seriously damage the company in times of slowing demand in the economy (Hansen and Mowen, n.d.). For this purpose, the company could think of reducing its inventory as low as possible to reduce inventory and other inventory holding costs. The company might follow a just-in-time policy where inventory holding costs are minimal. However, for the just-in-time policy to be successful, the company needs a reliable supply chain.

· The company should also invest in the development of other products that can also be sold to local customers. This will help the company to reduce dependence on tourist customers and the company would also save itself from the dangers of the tourist industry in case of pandemics. The new products could also bring new opportunities to the company.
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PART  B 

This report has analysed the option of Amana Ltd to choose online sales.
Several factors are included in the decision, including financial and non-financial factors, which might influence our decision to go online either through its proprietary website or using the Amazon platform.
In addition, the company considered creating one's own online sales site or using Amazon for online sales.

Financial analysis of selling online store

An incremental cost-benefit analysis was used to identify the financial feasibility of selling online by upgrading the existing website (Mishan and Quah, n.d.).

The online sales would result in additional sales of 100,000 units annually. If we consider the standard contribution margin of seventeen per unit, the incremental contribution annually would be £1700,000. However, additional fixed costs are to be covered while going online. 

These costs include £150,000, £50,000, and £35,000 against delivery network setup, website upgradation and IT programmer salary, respectively. The net benefit from setting up online store is £1,465,000.

On the other hand, trading on Amazon would generate a sale of at least 65000 units but this is not limited, and these sales are expected to improve in the future. However, for this analysis we consider that the sales target of 65000 units would be achieved. 

At this level of activity, the incremental contribution from the sales of Amazon would be £1,055,000. While calculating the contribution per unit, we have taken the standard contribution per unit of £17 and the additional unit cost of fulfilment charges are deducted from the standard contribution. Therefore, this option is also profitable for the company.


                                                                 ANALYSIS OF ONLINE SALES

	
	    WEBSITE
	   AMAZON

	Total guaranteed sales (units)
	 100,000
	65,000

	Standard contribution per unit
	17
	16,23

	Incremental contribution
Less: additional cost of online sales 
	1,700,000
	1,055,000

	Delivery network
	150,000
	-

	[bookmark: _Hlk102118107]Website upgradation
	50,000
	-

	IT programmer salary
	35,000
	

	Net benefit
	1,465,000
	1,055,000





	Contribution per unit of amazon sales
	

	Standard contribution per unit
	17

	Less: amazon fulfilment fee per unit
	(0.769)

	
	16,23




The cost-benefit analysis of the online shop proposal seems feasible and profitable for the company. However, there are other factors to consider in order to make an informed decision. 

· Selling online would enable the company to reach out to a much larger consumer market. It can sell its products worldwide across every continent. This would enable the company to take advantage of the biggest consumer markets (Bayles, 2001).

· Currently the company is selling its products only to tourists coming into UK. Through the online store, the company may include customers other than tourists.

· The cost of having a retail store would no more be required and so the related costs of maintaining the operations of a retail outlet. The company would only require a delivery network that is reliable and an IT environment. These costs would be one time and the company would reap continuing benefits from this infrastructure for a long time. Hence the fixed costs of the company would be reduced, and profitability would improve (Sawyer, Greely, Cataudella, and Cataudella, 2000).


· The company would only require upgrading its existing website and the online store would be up and running. Therefore, the online store is easy to setup and initial operating losses would be minimal.

· Online store would reduce the business risk of the company. Currently the company is relying heavily on the tourism industry. If there is recession in the tourism sector as in the case of pandemic, the sales of the company are hit really badly. There is a strong correlation between the tourism sector and the sales of the company. In order to reduce this dependency on the tourism sector, online store would provide a customer base that is not correlated to a specific industry or customer section. It can sell worldwide to any customer in any country (Sawyer, Greely, Cataudella and Cataudella, 2000).

· Since setting up an online store is quite easy, the entry barriers to the ecommerce are exceptionally low. Therefore, there could be a cutthroat competition in the market. The company would need to maintain a strong supply chain in order to be successful among its competitors (Sinicki, n.d.).





SELLING ON AMAZON

It is visible in the financial analysis that this option is also profitable for the company. However, the following factors must be considered in addition to the financial analysis.

· Amazon platform would enable the company to focus more on the procurement and production process of the products. The company will not bother about setting up its stores or warehouses. The distribution system is also managed by the Amazon. So, this would be an added benefit that the company focuses on its core activities (Bellomo and Elad, 2006).

· For setting up a store on Amazon, no significant initial investment is required. By paying up the trivial amount of fee, the store can be brought online.

· Amazon has a huge customer base. Millions of people shop through amazon every day. Therefore, no specific advertisement would be required in this case (Bellomo and Elad, 2006).


· Amazon provides accounting services to the sellers and no specific staff and systems are required for maintaining accounting records (Bellomo and Elad, 2006).

· The payment system is managed by Amazon. For setting up online store on Amazon, no investment is required to manage customer payments.


· Warehouse and storage costs savings will be available for amazon stores (Bellomo and Elad, 2006).

CONCLUSION
Keeping in view the financial analysis along with other relevant information, it is suggested that Amana limited should go into online selling business. However, we would suggest that this step should be taken through an online store on Amazon.                                               The reason for this is that the difference in of Amazon store and self-owned online store is not enormous. Further, Amazon store would provide a detailed insight to the online world of business to the company by taking small amount of risk and by investing a small amount of money. The company after achieving some experience, can move on to develop its own website and store.
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