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[bookmark: _Toc102253462]Part A
[bookmark: _Toc102253463]Answer i
Statement of flexed budget and original budget are given in the below table:
	Statement of flexed budget

	Details
	Original budget
	Actual
	Flexed budget

	
	Unit (a)
	Rate (£) (b)
	Amount (£) (c)=(a*b)
	Unit (d)
	Rate (£) (e)
	Amount (£) (f)=(d*e)
	Unit (g)=(d)
	Rate (£) (h)=(b)
	Amount (£) (i)=(g*h)

	Sales
	100000
	25
	2500000
	80000
	20
	1600000
	80000
	25
	2000000

	Material
	100000
	2.5
	250000
	80000
	3.5
	280000
	80000
	2.5
	200000

	Labour
	100000
	4
	400000
	80000
	5.5
	440000
	80000
	4
	320000

	Overhead
	100000
	1.5
	150000
	80000
	1.5
	120000
	80000
	1.5
	120000

	Contribution
	100000
	17
	1700000
	80000
	9.5
	760000
	80000
	17
	1360000

	Warehouse rental
	-
	-
	200000
	-
	-
	170000
	-
	-
	200000

	Insurance
	-
	-
	100000
	-
	-
	100000
	-
	-
	100000

	Supervisor salary
	-
	-
	50000
	-
	-
	35000
	-
	-
	50000

	Profit
	-
	-
	1350000
	-
	-
	455000
	-
	-
	1010000


Table – 1
Source: Author
Statement of variance among actual outcome, original budget and reconciliation are given in the below table:
	Statement of variance (Original to actual)

	Details
	Variance
	Formula
	Amount (£)
	Favourable/adverse

	Sales variance
	Sales quantity variance
	(Actual quantity-Budget quantity) *Actual price
	-400000
	Adverse

	
	Sales price variance
	(Actual price-Budget price) *Budgeted quantity
	-500000
	Adverse

	Material variance
	Material quantity variance
	(Budget Quantity-Actual quantity) *budget rate
	50000
	Favourable

	
	Material price variance
	(Budget Rate-Actual rate) *Actual quantity
	-80000
	Adverse

	Labour variance
	Labour hour variance
	(Budget Hour-Actual hour) *budget rate
	80000
	Favourable

	
	Labour rate variance
	(Budget Rate-Actual rate) *Actual hour
	-120000
	Adverse

	Overhead variance
	Overhead hour variance
	(Budget Hour-Actual hour) *budget rate
	30000
	Favourable

	
	Overhead rate variance
	(Budget Rate-Actual rate) *Actual hour
	0
	-

	Warehouse rental
	Warehouse rental variance
	(Budgeted Cost-Actual cost)
	30000
	Favourable

	Insurance
	Insurance variance
	(Budgeted Cost-Actual cost)
	0
	-

	Supervisor salary
	Supervisor salary variance
	(Budgeted Cost-Actual cost)
	15000
	Favourable

	Budgeted profit
	1350000
	-

	Total variance
	-895000
	-

	Actual profit
	455000
	-


Table – 2
Source: Author
Statement of variance among actual outcome, flexible budget and reconciliation are given in the below table:
	Statement of variance (Flexible to actual)

	Details
	Variance
	Formula
	Amount (£)
	Favourable/adverse

	Sales variance
	Sales quantity variance
	(Actual quantity-Budget quantity) *Actual price
	0
	 

	
	Sales price variance
	(Actual price-Budget price) *Budgeted quantity
	-400000
	Adverse

	Material variance
	Material quantity variance
	(Budget Quantity-Actual quantity) *budget rate
	0
	 

	
	Material price variance
	(Budget Rate-Actual rate) *Actual quantity
	-80000
	Adverse

	Labour variance
	Labour hour variance
	(Budget Hour-Actual hour) *budget rate
	0
	 

	
	Labour rate variance
	(Budget Rate-Actual rate) *Actual hour
	-120000
	Adverse

	Overhead variance
	Overhead hour variance
	(Budget Hour-Actual hour) *budget rate
	0
	 

	
	Overhead rate variance
	(Budget Rate-Actual rate) *Actual hour
	0
	-

	Warehouse rental
	Warehouse rental variance
	(Budgeted Cost-Actual cost)
	30000
	Favourable

	Insurance
	Insurance variance
	(Budgeted Cost-Actual cost)
	0
	-

	Supervisor salary
	Supervisor salary variance
	(Budgeted Cost-Actual cost)
	15000
	Favourable

	Budgeted profit
	1010000
	-

	Total variance
	-555000
	-

	Actual profit
	455000
	-


Table – 3
Source: Author
[bookmark: _Toc102253464]Answer ii
	Budgeting is an important element in controlling business activities within a desired level. Financial budgets help management of an entity to control, monitor and rectify business processes. Further, financial budgets can be prepared on a long-term or short-term basis. Long term budgets generally cover a period higher than one financial year. Short term budgets generally cover a financial year or lower than the same. In the given situation, considering the financial budgeting aspects of Amana Limited, it can be observed that, the entity has prepared its financial budget on short term basis.  Short term budgets are generally cover the regular business operations of an entity. Considering a financial budget, the management of an entity can oversee and control the operating deviations with immediate actions. Without preparing and implementing budgets an entity would not be able to control business activities in effective manner. Budgets get prepared in the initiation of an activity or period. Then the actual operations get compared with the budget to identify the problems in the operation. After identifying the problems, the same can be compensated with immediate action (Salluzzo 2010). 
Amana Limited has prepared a financial budget for financial year end 2021. As budget was prepared prior to the initiation of business operations during the period, the entity did not adjust any risk element in the budget prepared by it. Though, during the actual execution of the budget covid situation appears across the globe. The tourism industry has been impacted at the highest level due to the covid situation across globe. Amana Limited is engaged in the tourism industry. Similarly, the entity’s business operations have also impacted negatively due to covid situation. As the risk of global pandemic is beyond the control of the entity, Amana Limited could not compensated the same. The management prepared a flexible budget to adjust the covid risk element in the actual budget prepared by it. 
	The sudden impact of the covid situation has decreased the profitability of the entity. Further, due to the same, the cost of operations of the entity has also raised for several activities. The detailed analysis of Amana Limited’s financial budget for the year end 2021 and comparison of the same to its actual achievements during the year in reference to the flexible budget are given in the following paragraphs:
[bookmark: _Toc102253465]Sales revenue     	
Amana Limited’s original budget of sales could not get achieved during the financial year. The entity targeted to achieve 100000 units during the financial year. Though, the entity could not achieve that and only achieved sales target of 80000 units. This has made an adverse sales quantity variance. Further, the sales price has also decreased in the actual execution than its budget. Hence, the same has created a sales price variance. The combined adverse situation has made the entity’s sales variances to 900000. 
[bookmark: _Toc102253466]Variable cost variance
	Variable expenses change as per the changes in sales. The variable cost per unit does not change. The variable cost per unit remains static irrespective of the sales level. Where the sales quantity rises the total variable cost increases and where the sales quantity decreases the total variable cost decreases without changing the per unit amount (Yao and Xu 2018). 
	Due to the covid pandemic situation, Amana Limited’s variable cost consumption has been decreases under all heads. Though, the entity could not maintain the variable cost rate at the budgeted amount. The rate of variable costs rises irrespective of decrease in consumption. The same has resulted in to adverse situation for the entity. The total variable cost of the entity exceeds by 600000 than the risk adjusted flexible budget. 
[bookmark: _Toc102253467]Fixed cost variance
	Fixed costs do not change as per the difference in sales level. Further, total fixed cost of operation remains at the same level at any point of time. Hence, the covid situation should not impact the total fixed cost of operation for Amana Limited. Following the same, the risk adjusted flexible budget of Amana Limited does not get changed as per the decreased level. Though, the entity achieves favorable condition for fixed expenses during the financial year in its actual operation. The entity’s budgeted fixed overhead was 350000 and the entity achieves to maintain the fixed overhead of the entity at 305000 with 45000 favorable situations. The decrease in level of operation can be the reason of the same. 
[bookmark: _Toc102253468]Answer iii
	The entity expected to achieve total profit of 1350000 during the financial year. Though, due to the covid situation the entity’s risk adjusted profitability reduced to 1010000. Hence, it can be said that, due to covid situation the unavoidable reduction in the profit for Amana Limited should be 340000. Though, in the actual execution due to sales price reduction and increment in variable costs the entity’s profitability reduced to 455000. The remedial actions should have taken by the management of the Amana Limited are given in the following paragraphs:
[bookmark: _Toc102253469]Sales price
	Amana Limited’s sales quantity dropped in addition to the drop in sales price. The management of Amana Limited should have taken care of the sale price. This drop in sales price shows the inefficiencies of the management. The reason of the same can be market competitiveness. To keep the sales unit at 80000 Amana Limited may had provided additional discounts to its customers. If the additional discount is not the situation, then the higher management should provide additional directions for maintaining the sales price in future course of operations. 
[bookmark: _Toc102253470]Variable costs
	In addition to the sales price, the variable cost per unit for Amana Limited raised in a significant amount. This is also a reason for the entity’s significant drop in the overall profitability. The variable costs in an economic downtime should be cared in the appropriate manner. The management should be cared in the negotiation process of variable expenses. The same should be cared in future course of operations of the entity (Yao and Xu 2018). 
[bookmark: _Toc102253471]Fixed overheads
	Despite of having economic downtime, Amana Limited achieved a favorable situation in fixed overhead expenses. Fixed overheads remain unchanged irrespective of sales quantity Kamphorst, Mendys-Kamphorst and Westbrock 2020). Hence, the management of the Amana Limited should consider the fact in future course of budgeting process and the entity should lower the budgeted fixed cost in the future budgets.   
[bookmark: _Toc102253472]Part B
[bookmark: _Toc102253473]Relevant cost
	The relevant cost is the incremental cost that is required to be incurred for any future project or business activity. Further, such costs would not get incurred if the project or business activity does not proceed by any business entity. Relevant costs are future costs. To decide whether to setup its own online shop or to sell from Amazon website the management of Amana Limited should consider the annual profitability. The option which will provide higher profitability to the Amana Limited should get accepted by the entity (Lindley et al 2021). Considering the same the relevant costs are described in the following paragraphs:
[bookmark: _Toc102253474]Own online shop
The relevant costs and relevant incremental revenue for own online shop are:
· Delivery network – The delivery network would require to be installed when Amana Limited will set up its own online shop. Hence, the cost of £ 150000 is a relevant expense and the same would require to be considered in the evaluation. 
· Upgrading current website – When Amana Limited will sell through online shop then only the current website would require to be upgraded. Hence, the expenses of £ 50000 is a relevant expense and the same would require to be considered in the evaluation. 
· Salary of IT programmer – To develop the new software for selling online Amana Limited would require to appoint an IT professional. Hence, the expenses of £ 35000 per annum to be incurred for the evaluation of the project.  
· Sales – As the current budgeted sales of Amana Limited is at 100000 units and the introduction of the online sales would not increase the sales level, the same is not relevant in reference to the current method of business. Though, in the given case Amana Limited will sale its products either through its own online shop or through Amazon. The sale level is relevant for the evaluation. 
The below table showing the profitability for Amana Limited when the entity will sell its products through its own online shop:
	Statement of profitability (Own online shop)

	Details
	£

	Sales price
	25

	Less, variable cost 
	 

	Materials
	2.5

	Labour
	4

	Overhead
	1.5

	Contribution
	17

	Sales quantity
	100000

	Total contribution
	1700000

	Less, Fixed overheads
	 

	Warehouse rental
	200000

	Insurance
	100000

	Fulltime warehouse supervisor salary
	50000

	Cost of setting up delivery network
	150000

	Cost of upgrading current website
	50000

	Salary of a fulltime IT programmer
	35000

	Profit
	1115000


Table – 4
Source: Author
	The above table shows that, when the entity will sell its 50% products through its online shop the profitability to the entity will be £ 1115000. 
[bookmark: _Toc102253475]Amazon
	Only the expenses which will be incremental to sell through Amazon would require to be considered in the evaluation. The details of the same are given in the following paragraphs:
· Amazon fulfilment fees – The fees for Amazon fulfilment will be incremental future costs. These costs will require to be incurred by the entity only when the entity will sell its products through Amazon. Hence, £ 50000 will be relevant costs for evaluation of the Amazon alternative for Amana Limited. 
· Level of competition – In sales through Amazon the competition will be higher and the sales quantity will be less than the present sales or sales through own online shop. Hence, the reduced sales under the option will be relevant and the same would require too be considered in the evaluation. 
The below table is showing the calculation of profitability of Amana Limited when the entity will sale its products through Amazon: 
	Statement of profitability (Amazon)

	Details
	£

	Sales price
	25

	Less, variable cost 
	 

	Materials
	2.5

	Labour
	4

	Overhead
	1.5

	Contribution
	17

	Sales quantity
	65000

	Total contribution
	1105000

	Less, Fixed overheads
	 

	Warehouse rental
	200000

	Insurance
	100000

	Fulltime warehouse supervisor salary
	50000

	Amazon fulfilment fees
	50000

	Profit
	705000


Table – 5
Source: Author
	Where the entity will sell its products through Amazon, the profitability to the entity will be £ 705000. Hence, the profitability to the entity will be lower in case the entity chooses Amazon to sell its products instead of its own online shop. 
Hence, in financial terms, as Amana Limited will earn higher profit when the entity will sell its products through its own online shop, the same is better for Amana Limited over selling through Amazon. Though, before accepting the entity should evaluate other aspects of business operations as well.  
[bookmark: _Toc102253476]Non-financial evaluation
	The financial profitability should be considered in evaluation of financial projects. Though, the same should not be the solely aspect of project evaluation. A project before get accepted by an entity management, should be evaluated in several other financial or non-financial terms in addition to profitability. These other financial or non-financial factors includes the following:
· Risk – Certain business elements increases business risks. Hence, the management of Amana Limited should consider these risks aspects before proceed into either of the options available to the entity. 
· Control – Where an entity losses control over its business operations, the entity’s business efficiency reduces. In the given case, when Amana Limited will sale through Amazon, the entity will lose control over its operations. This should also be considered by the management of Amana Limited. 
· Efficiency – Efficiency of business operations should also require to be considered before accepting any business project. The business efficiency provides costs optimization and sales maximization. 
In the given scenario for Amana Limited, the entity will lose its control over business operations when the entity will sell its products through Amazon. Further, the entity will earn lower profit when the entity will sell its products through Amazon. Hence, in financial terms the entity should prefer its own online shop over Amazon. Further, in non-financial terms Amana Limited should prefer its own online shop over Amazon. 
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