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PART A.                                                                                                                                                                                                                                              

              Monthly control report:

A monthly control report is a management report prepared by cost and management accountants to review business performance over a given period (Gunawan et al., 2020).
 A control report required for Amana Ltd shows actual performance, Static Budget and Flexible Budget.
 A Static Budget refers to a financial too that shows projected values on inputs and outputs as estimated before the beginning of the financial period. Static Budget figures often differ with actual reports usually due to changes in business and operating environment like consumer dynamics, legislation, inflation causing price increase in factors of production and inefficiency like the aging of production equipment (Mohd Ali, 2021). 
On the other hand, Flexible Budget shows input costs adjusted to the actual revenue levels. Actual activity measures or revenue measures are usually keyed in the budget after closure of financial year to generate flexible budget. Budget activity is measured by comparing actual output against the budgeted outputs (Adilli, 2020).
 The deviation of the actual from the budgeted is known as Variance and can be Favorable or Adverse. 
Favorable Variance is usually a cost saving activity by incurring less cost than the budgeted or generating more revenue than the budgeted. 
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	actual
	Rev & Spe Variance
	F/U/N
	Flexible
	Activity
	F/U/N
	Static Budget

	
	£'000'
	£'000'
	
	£'000'
	£'000'
	
	£'000'

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

	Sales
	1,600
	400
	U
	2,000
	500
	U
	2,500

	Less: Costs
	
	
	
	
	
	
	

	Material
	280
	80
	U
	200
	50
	F
	250

	Labour
	440
	120
	U
	320
	80
	F
	400

	Overhead
	120
	-
	N
	120
	30
	F
	150

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

	Fixed Costs:
	
	
	
	
	
	
	

	Warehouse rental
	170
	30
	F
	200
	-
	N
	200

	Insurance
	100
	-
	N
	100
	-
	N
	100

	FW Sup Sal
	35
	15
	F
	50
	-
	N
	50

	Net Operating Inc.
	455
	555
	U
	1,010
	340
	U
	1,350



Working:
Flexed budget sales = actual units produced * budgeted selling price
				= 80,000 * £25 = £2,000
Flexible budget costs = budgeted rate * actual units
Materials = £2.5 * 80,000 units = £200,000
Labor = £4 * 80,000 units = £320,000
Overhead = £1.5 * 80,000 units = £120,000
Actual sales = actual units * actual selling price 
		= 80,000 * £20 = £1,600,000
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Amana Ltd.’s annual performance report:

Amana Ltd.
Performance report for the year ended 31st December, 2020
	
	actual
	Actual
	Budget
	Activity
	F/U/N

	
	£'000'
	£'000'
	£'000'
	£'000'
	

	Units
	              80,000 
	  960,000 
	  960,000 
	  240,000 
	

	Sales
	                1,600 
	    19,200 
	    24,000 
	    (4,800)
	 U 

	Less: Costs
	
	
	           -   
	           -   
	

	Material
	                   280 
	      3,360 
	      2,400 
	         960 
	 U 

	Labour
	                   440 
	      5,280 
	      3,840 
	      1,440 
	 U 

	Overhead
	                   120 
	      1,440 
	      1,440 
	           -   
	 N 

	Contribution
	                   760 
	      9,120 
	    16,320 
	    (7,200)
	 U 

	Fixed Costs:
	
	
	           -   
	           -   
	

	Warehouse rental
	                   170 
	      2,040 
	      2,400 
	       (360)
	 F 

	Insurance
	                   100 
	      1,200 
	      1,200 
	           -   
	 N 

	FW Sup Sal
	                     35 
	         420 
	         600 
	       (180)
	 F 

	Net Operating Inc.
	                   455 
	      5,460 
	    12,120 
	    (6,660)
	 U 




** The above performance is based on average monthly performance computed in above. 


        A recommendation to Amana Ltd.’s CEO on areas of improvement. 

The CEO of Amada Ltd can improve the firm’s performance by ensuring proper guidelines are followed during budgeting. A budget is a financial plan that is prepared by an organization detailing its income and expenditure for a given period. A budget is prepared at the beginning of financial year through a process known as budgeting. An institution reviews performance monthly or quarterly though budgetary reviews. According to Brown 
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and Howard “Budgetary control is a system of coordinating costs which includes the preparation of budgets, coordinating the work of departments and establishing responsibilities, comparing the actual performance with the budgeted and acting upon results to achieve maximum profitability” Amada Limited’s performance was hit two-fold in on revenue line as it registered a 20% decline on units sold to sell 80,000 units against a budget of 100,000 units. The firm also registered a 20% decline in its selling per unit as it sold each unit at £20 down from £25. The resultant effect of the decline on two variables resulted in an unfavorable variance on sales revenue of £400,000. The CEO can improve this performance in the year 2021 by picking two strategies namely increasing the sales price back to £25 to achieve £2,000,000 in sales revenue or boosting the sales to achieve the budget of 100,000 sales units. By increasing the unit price from £20 to £25, the CEO risks business loss from the competitors who maybe offering lower prices or lose business as clients choose not to buy since souvenirs is not a priority at this time of the pandemic. By choosing to boost sales revenue, the CEO can improve revenue but this strategy requires extensive marketing activities or value addition to convince customers to buy more. 
Amana Ltd also suffered adverse (Unfavorable variances) on two components of its variable cost which is materials and labour. The firm suffered adverse variance on material cost by overrunning the budget by 40% to incur £280,000 against a flexible budget of £200,000. The CEO can improve the firm’s efficiency by applying stringent budgetary control measures on materials costs by sub-contracting or reducing the amount of materials used per unit. The firm also suffered unfavorable cost on labour overrunning the labour budget by 37.5% to close at £440,000 against a flexible budget of £320,000. The CEO can also improve the firm’s performance by cutting on labour cost. Cutting labour is multifaced and the CEO can use strategies such as restructuring/downsizing to cut on labour cost or outsource production to a large-scale producer. A large-scale producer will incur less labour costs due to efficiency that comes with economies of scale.   
The CEO can also improve performance by reducing fixed costs. By closing the warehouses and selling by order, he can save on rental costs, so that he can focus and 
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streamline online sales.  The decision to close the warehouse will also save on fixed cost of the warehouse supervisor’s salary. 
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PART B:

The decision by Mr. Amana to move to move 50% of their sales from the offline route to the online one is a good business strategy as it reduces operational cost and improves revenue and profitability. Settling on the new business strategy of leveraging on an online platform will reach a wide range of customers outside Brighton, Birmingham and Manchester city. His company’s Brighton, Birmingham city Centre and Manchester city Centre branches would only be able to cater to a limited area/section of people. While Amana Souvenirs could enjoy a greater loyalty base through the presence of these stores, the potential to reach newer customer bases would be low while the associated expenses with physical stores would be high. By routing half of its projected sales through an online model that targets UK, Europe and US, Amana Souvenirs has the possibility to exponentially increase its market and customer base. At the same time, it can strategize to reposition/revamp its remaining offline stores in order to cater to the domestic customer base and the loyalists.
Mr. Amana has two options available while choosing the online sales channel. While setting up a dedicated online store can guarantee sale of 100,000 units annually, it incurs a capital expenditure in terms of establishment cost. The high setup cost of £200,000 and an annual recurring cost of £35,000. In comparison, selling through Amazon would entail an annual recurring cost of £50,000 while guaranteeing sale of 65,000 units annually. Assuming that Mr. Amana would amortize the capital investment over a period of 5 years, the profitability would be as follows:
	
	Online
	Amazon

	
	£
	£

	Sales revenue
	       2,500,000 
	       1,625,000 

	Investment amortization
	           (40,000)
	                      -   

	Recurrent expenditure
	                      -   
	           (35,000)

	Profit
	       2,460,000 
	       1,590,000 
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The decision to leverage on online platform is more favorable as it guarantees a higher profitability both in the short run and long run. After recouping the cost of investment, Amana Limited will revert to high profitability and the unlimited potential of expanding to other markets given the wide scope of online market. 
Apart from the investment decision involved based on the above figures, Mr. Amana would need to factor in the current visibility of the brand in UK, Europe and US and the marketing expenses that would be needed to be incurred to increase brand awareness in these regions. Since it was only operating through offline stores in a few locations in UK, it can be considered that the brand awareness is limited to only parts of (if not entirely) UK.
Keeping all the above factors in mind, it would be best for Mr. Amana to consider choosing to sell via Amazon first, for at least 1-2 years. While it is likely to face a lot of competition through this seller space, it will provide a real feedback to Mr. Amana about the acceptance level of the products in the selected markets and build marketing campaigns accordingly to increase customer awareness and loyalty over the long run. After significantly increasing the product’s brand awareness in the targeted market during the first 1-2 years, Mr. Amana can consider switching to a dedicated online store for Amana Souvenirs. 
The Amazon channel is profitable in the short run given that Amana ltd may not have the required capital for investment in the online platform at the moment and even the capital is available for investment, it is better differed given the 
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