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[bookmark: _Toc102494335][bookmark: _Toc111023785][bookmark: _Toc111070556]Task i.
	Original budget

	Particulars 
	Workings 
	Amount (£)

	Sales revenue
	100000 * £ 25
	£ 2500000

	Less: variable costs 
	 
	 

	Cost of materials
	100000 * £ 2.5
	£ 250000

	Cost of labour
	100000 * £ 4
	£ 400000

	Cost of overheads
	100000 * £ 1.5
	£ 150000

	Total variable costs 
	100000 * (£ 2.5 + £ 4 + £ 1.5)
	£ 800000

	Contribution
	 
	£ 1700000

	Less: fixed overhead costs 
	 
	 

	Warehouse rental
	 
	£ 200000

	Insurance
	 
	£ 100000

	Fulltime warehouse supervisor salary
	 
	£ 50000

	Total fixed overhead costs 
	 
	£ 350000

	Profit
	 
	£ 1350000




	Flexed budget

	Particulars 
	Workings 
	Amount (£)
	Workings 
	Amount (£)

	
	Unit level = 100000 units
	Unit level = 80000 units

	Sales revenue
	100000 * £ 25
	£ 2500000
	80000 * 20
	£ 1600000

	Less: variable costs 
	 
	 
	 
	 

	Cost of materials
	100000 * £ 2.5
	£ 250000
	£ 280000 / 80000 = £ 3.5
	£ 280000

	Cost of labour
	100000 * £ 4
	£ 400000
	£ 440000 / 80000 = £ 5.5
	£ 440000

	Cost of overheads
	100000 * £ 1.5
	£ 150000
	£ 120000 / 80000 = £ 1.5
	£ 120000

	Total variable costs 
	100000 * (£ 2.5 + £ 4 + £ 1.5)
	£ 800000
	80000 * (£ 3.5 + £ 5.5 + £ 1.5)
	£ 840000

	Contribution
	 100000 * £ 8
	£ 1700000
	 80000 * £ 10.5
	£ 760000

	Less: fixed overhead costs 
	 
	 
	 
	 

	Warehouse rental
	 
	£ 200000
	 
	£ 170000

	Insurance
	 
	£ 100000
	 
	£ 100000

	Fulltime warehouse supervisor salary
	 
	£ 50000
	 
	£ 35000

	Total fixed overhead costs 
	 
	£ 350000
	 
	£ 305000

	Profit
	 
	£ 1350000
	 
	£ 455000




	Variance Calculation

	Particulars 
	Original budget
	Flexed budget
	Variances
	Favourable or adverse

	
	Amount (£)
	Amount (£)
	Amount (£)
	

	Sales revenue
	£ 2500000
	£ 1600000
	£ 900000
	Adverse

	Less: variable costs 
	 
	 
	 
	 

	Cost of materials
	£ 250000
	£ 280000
	£ (30000)
	Adverse

	Cost of labour
	£ 400000
	£ 440000
	£ (40000)
	Adverse

	Cost of overheads
	£ 150000
	£ 120000
	£ 30000
	Favourable

	Total variable costs 
	£ 800000
	£ 840000
	£ (40000)
	Adverse

	Contribution
	£ 1700000
	£ 760000
	£ 940000
	Adverse

	Less: fixed overhead costs 
	 
	 
	 
	 

	Warehouse rental
	£ 200000
	£ 170000
	£ 30000
	Favourable

	Insurance
	£ 100000
	£ 100000
	£ 0
	Favourable

	Fulltime warehouse supervisor salary
	£ 50000
	£ 35000
	£ 15000
	Favourable

	Total fixed overhead costs 
	£ 350000
	£ 305000
	£ 45000
	Favourable

	Profit
	£ 1350000
	£ 455000
	£ 895000
	Adverse



[bookmark: _Toc102494336][bookmark: _Toc111023786][bookmark: _Toc111070557]Task ii. 
[bookmark: _Toc111070558]Performance review from original budget
The original budget that has been calculated can be used for the purpose of calculating the profit of the business organisation Amana ltd during the normal scenario. As of the calculation is clearly understandable that the business organisation Amana ltd have been able to maintain the profit in the year of 2020. But at the same time it is also important to know that a profit and revenue of the business organisation has been taken asset according to the case study during the covid-19 lockdown rules and regulations. According to the budget that has been calculated above it is understandable that the performance of the business organisation has been taken heat as both of them total variable cost and the total overhead cost of the business organisation is quite high (Myoung Ko and Byon, 2022).
According to the prophet that has been found in the business the percentage of profitability is around [(1350000 / 2500000) * 100] = 54 %. But, by managing the overall expenses of the business organisation the company can secure more profit in the business. It can be said that the overall direct cost of the business organisation is quite high. If the direct cost of the business organisation can be managed or reduced, then not only the contribution of the business organisation by it also the net profit of the business can be improved (Choudhari, 2018).
[bookmark: _Toc111070559]Performance review from flexed budget
The flexible budget that has been calculated in two different levels (100000 units and 80000 units), is showing that the business organisation has a better profitability in the standard level of 100000 units. According to the calculation in the flexible budget, the profitability of Amana ltd has been found to be [(1350000 / 2500000) * 100] = 54% in in case of standard unit of production of 100000 units. On the other hand, in case of the new level of 80000 units of production, the profitability has been found as [(455000 / 1600000) * 100] = 28.44 %. Hence, it is clearly understandable that the overall performance of the business organisation Amana ltd in the new level of unit of production (the actual production) has been taken a hit as the profitability percentage of the business Amana ltd has been lowered significantly. To find out the reason behind the same the higher cost of materials can be considered as the main reason behind comparatively higher total variable cost of the business (Clarke and Greenwood, 2020). Hence, the contribution in the business organisation has been reduced due to the same. Following the same the overall profitability of the business organisation has also been reduced. Also at the same time it is important to note that as the total fixed overhead cost of the business organisation cannot be changed, with the higher variable cost, the total cost of the business organisation has increased (Lepori and Montauti, 2020). This is why the overall profitability of the business organisation has been reduced in case of actual budget (using 80000 units as production measure).
[bookmark: _Toc111070560]Performance review from variance calculation
According to the variance calculation from the comparison between the original and flexible budget, it has been found that the overall performance of the business organisation (net profitability) is in the adverse position where the costs and expenses of the business organisation is comparatively higher than the planned scenario in the actual scenario (Style, 2020). Among the different points that has been found through the calculation of variances in the variance calculation for Amana ltd it is important to note that not only the profitability but also the total sales revenue of the business organisation has been found in the adverse position. At the same time majority of the variable cost of the business organisation has been found to be in adverse scenario which has increased the weight of adverse contribution in the business performance of Amana ltd (Style, 2020). As the contribution of the company Amana ltd has been found in the adverse scenario in the actual budget and performance, the overall performance of the business organisation has been started to fall.
[bookmark: _Toc111070561]Overall performance review of Amana Ltd
According to the overall calculation and understanding of the performance of the business organisation, it can be said that the comparison between the original and the flexible budget of the business is showing that the performance of the business in the actual scenario of is creating a low profitability for the business which is significantly a constraint for Amana ltd to continue the performance successfully to achieve desirable result in the business (Guan et al., 2021). The use of different budgeting types and variance calculation can help in improving the overall understanding regarding the actual performance of the business organisation (Henttu-Aho, 2018), it is important to use the same appropriate in order to improve the overall understanding about the performance of the business and to adjust the strategy accordingly for a better performance and results.
[bookmark: _Toc111023787][bookmark: _Toc111070562]Task iii. 
Amana ltd which is one of the most experienced and well known souvenir shop in United Kingdom, is operating for more than 40 years in the market in different cities with a good and well known reputation. But, due to the application of the covid-19 rules and regulations about the lockdown of the businesses (Škare et al., 2021), the offline shops of the market have been significantly affected from the same. Among which Amana ltd is one of the name. Hence, the following advisors are being provided to the CEO of Amana ltd to improve the performance of the business in the upcoming period –
· According to the above calculation it is clearly that the profitability of the business organisation has been reduced due to the change in the production unit. Hence the production unit need to be standardized to improve the performance and profitability per unit.
· The business organisation must increase the different sources of revenue, which will help the company in improving the overall flow of revenue earning (Dey and Francis, 2021).
· The cost and price of the product per unit is need to be adjusted to increase the profitability margin which will help the business in managing the business better by reducing the cost and by increasing the profit margin.
· Variable cost in the business is needed to be produced for higher contribution and gross profit (Richards, 2017). 
[bookmark: _Toc111023788][bookmark: _Toc111070563]Part B. 
[bookmark: _Toc111070564]Choice of appropriate method for using online sales to boost the business of Amana ltd
According to the scenario, to improve the business of Amana ltd, it is extremely important for the company to also focus on using different news channels in the business which will be able to provide new sales revenue. For example- the use of online sales can help the business in generating new sources of sales revenue in the business from different platform (Chen et al., 2019). But according to the case study, there are different factors that need to be considered by Amana ltd regarding the use of online platform for sales in the business. According to the case study there are two different options which was provided to Amana ltd for opening of the new channel for revenue generation (online medium) (Dey and Francis, 2021)). One of them is setting up a new online platform for the company itself and the another one is joining the force of the giant of e-commerce business organisation amazon to use the same as the online selling platform for the business. As per the case study there are both advantages and disadvantages can be found for using both of the method. But by conducting the cost benefit analysis for both of the scenario, the understanding about the better situation for the company to use the suitable option for Amana ltd can be found (Chen et al., 2019). The profitability that can be generated by using both of the scenario for Amana ltd have been calculated below.
[bookmark: _Toc111070565]Calculation of profitability
[bookmark: _Toc111070566]Scenario 1: Setting up the new framework to sell products using online network 
	1. Total cost of setting up the new framework for Amana Ltd itself 

	Different costs
	Amount

	Cost of setting up the delivery network for the business 
	£ 150000

	Cost of upgrading current website to handle large volume of sales
	£ 50000

	Salary of a full time IT programmer (per annum) 
	£ 35000

	The total cost for set up
	£ 235000

	2. Total revenue that can be earned by setting up the new framework for Amana Ltd itself

	Expected guaranteed sales per annum (in units) 
	100000 units

	Expected selling price per units of product 
	£ 25

	So, the expected total revenue (per annum)
	100000 units * £ 25 
= £ 2500000

	Online sales will be 50 % of total revenue
	£ 2500000 * 50 % 
= £ 1250000

	So, offline sales will be 
	£ 2500000 - £ 1250000 
= £ 1250000

	3. Profitability calculation for scenario 1

	Online sales revenue
	£ 1250000

	Offline sales revenue
	£ 1250000

	Total sales revenue for Amana Ltd by setting up the new framework to sell products online 
	£ 2500000

	Total cost Amana Ltd needed to bear in scenario 1 
	£ 235000

	So, profit earned by Amana Ltd through online sales
	£ 1250000 - £ 235000 
= £ 1015000

	So, profit earned by Amana Ltd through offline sales
	£ 1250000 - £ 235000 
= £ 1015000

	Hence, total profit earned by Amana Ltd in scenario 1
	£ 1015000 + £ 1015000
= £ 2030000




[bookmark: _Toc111070567]Scenario 2: Using the online platform Amazon to sell products
	1. Total cost of using Amazon as the online selling platform for Amana Ltd 

	Different costs
	Amount

	Fulfilment fees needed to be paid to Amazon
	£ 50000

	2. Total revenue that can be earned by using Amazon as the online selling platform for Amana Ltd 

	Expected guaranteed online sales through online selling platform Amazon per annum (in units) 
	65000 units

	Expected selling price per units of product 
	£ 25

	So, the expected total revenue from Amazon (per annum)
	65000 units * £ 25 
= £ 1625000

	3. Profitability calculation for scenario 2

	Expected online sales revenue from Amazon (per annum)
	£ 1625000

	Total cost for using Amazon
	£ 50000

	So, profit earned by Amana Ltd through online sales using Amazon as the online selling platform 
	£ 1625000 - £ 50000 
= £ 1575000




[bookmark: _Toc111070568]Recommendation on choosing the appropriate channel of conducting online self for Amana ltd
According to the above calculation under both of this innovative clearly understandable that by only considering the online sales of the business organisation, both of the scenario can generate profit for Amana ltd. But at the same time it is also important to note that, the online sales percentage of the business organisation is only 50%.
Hence, as the calculation above is showing for the first scenario that, the total annual sales of the business organisation which has been expected as 100000 units per annum, will be divided in 50% each for online and offline sales. But, the ownership of the business organisation and the control of conducting the business will remain to the business owner themselves. According to the calculation it has been found that in this scenario the total profit that can be earned by the business organisation is 2030000 approximately per year (considering both of the online and offline sales). Only by considering the online sales in the first scenario the total profitable revenue of Amana ltd is 1015000.
But, according to the calculation of second scenery only by considering the online sales by using the online selling platform amazon, Amana ltd will be able to earn a profit of 1575000. Considering that it is the 50% of total sales (only the part of online sales), it can be said that the total revenue and profit earning ability of Amana ltd will increase by 50% as the earning from the offline sales is needed to be added (Alt, 2022).
So, it is clearly understandable that, considering both of the scenario using amazon is the online selling platform for Amana ltd will be beneficial to generate a better profit. Though it will reduce the control of the owner of the business regarding the pricing strategy of the product and the return policy. Hence the uncertainty in this process is comparatively higher. So, considering the cost and cost benefit analysis, using the second scenario is a better option for Amana ltd. Though, if the company requires more certainty and security, using the first scenario is more suitable.  
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