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[bookmark: _Toc67777183]Introduction:
The assignment related to practical solution and recommendation for computing out the variance in between the budgeted and actual performance. The information will be used to provide recommendation to the company in Part A. Part B is related to the making analysis of the company decision for getting into online business. The incremental relevant profits will be considered for the decision under two of the decisions. 
[bookmark: _Toc67777184]Part A:
(i) Monthly Control Report:
Amana Limited business is closely related to tourism industry. With decreased number of tourists in the area because of spread of Covid, the company sales have been impacted. Below table will help us to understand the amount of profits earned by the company in comparison to their targeted performance in the period. 
	 
	Particulars
	Original Budget
	Flexed budget
	Actual

	 
	Sales
	2,500,000
	2,000,000
	1600,000

	Less:
	Variable cost
	 
	 
	 

	 
	Material
	250,000
	200,000
	280,000

	 
	Labor 
	400,000
	320,000
	440,000

	 
	Overhead
	150,000
	120,000
	120,000

	 
	CONTRIBUTION
	1,700,000
	1,360,000
	760,000

	Less:
	Fixed overhead
	 
	 
	 

	 
	Warehouse rental
	200,000
	200,000
	170,000

	 
	Insurance
	100,000
	100,000
	100,000

	 
	Fulltime warehouse supervisor salary
	50,000
	50,000
	35,000

	 
	Profit
	1,350,000
	1,010,000
	455,000



Looking into the company profits, the profits in business has remained low in comparison to what has been planned and also in comparison to the profit numbers with the actual unit sales. 
The company has actually made a profit of £455,000 against the targeted profits of £1,350,000 and the profits with actual units of 1,010,000. Thus, the profits are low by 66% and 25% respectively. 
Variance analysis allows checking the reason which has depleted the profits of Amana Ltd in the given period. This will compute out the differences in between the budgeted and actual performance of the company (Schaffer 2010). 
	
	Original Budget
	Flexed budget
	Actual

	
	Quantity
	Rate
	Amount
	Quantity
	Rate
	Amount
	Quantity
	Rate
	Amount

	Material
	100,000
	2.5
	250,000
	80,000
	2.5
	200,000
	80,000
	3.5
	280,000

	Labor
	100,000
	4
	400,000
	80,000
	4
	320,000
	80,000
	5.5
	440,000

	Overhead
	100,000
	1.5
	150,000
	80,000
	1.5
	120,000
	80,000
	1.5
	120,000



	Material cost variance
	Standard Cost – Actual Cost
	200,000 -280,000
	-80,000

	 
	 
	 
	 

	Material usage variance
	(Standard Quantity – Actual Quantity) x Standard Price
	(80,000 -80,000)*2.50
	0

	 
	 
	 
	 

	Material rate variance
	(Standard rate – Actual rate) x Actual Quantity
	(2.5-3.5)*80,000
	80,000

	 
	 
	 
	 

	Labor cost variance
	Standard Cost of Labor – Actual Cost of Labor
	320,000 -440,000
	-120,000

	 
	 
	 
	 

	Labor efficiency variance
	Standard Rate (Standard Time for Actual quantity – Actual Time)
	4(80,000 -80,000)
	0

	 
	 
	 
	 

	Labor rate variance
	Actual Time (Standard Rate – Actual Rate)
	80,000(4 -5.5)
	-120,000

	 
	 
	 
	 

	Variable overhead variance
	Actual costs − (Actual hours × standard rate)
	120,000 -(80,000*1.50)
	0

	 
	 
	 
	 

	Variable overhead efficiency variance
	(Actual time − standard time) × Standard rate
	(80,000-80,000)*1.50
	0

	 
	 
	 
	 

	Fixed Overhead Total Variance
	Actual Fixed Overheads - (Actual Output x Fixed Overhead Absorption Rate)
	(170,000 +100,000 +35,000) - (80,000 * (1350,000/100,000))
	25,000

	 
	 
	 
	 

	Fixed Overhead Expenditure Variance
	Actual Fixed Overheads – Budgeted Fixed Overheads
	(170,000 +100,000 +35,000) - (200,000 +100,000 +50,000)
	-45,000

	 
	 
	 
	 

	Fixed Overhead Volume Variance
	(Actual Output x FOAR) - (Budgeted Output x FOAR)
	(80,000*3.5)-(100,000*3.5)
	70,000

	 
	 
	 
	 

	Sales Value Variance
	(Actual Sales – Budgeted Sales)
	1,600,000-2,000,000
	-400,000

	 
	 
	 
	 

	Sales price variance 
	(Actual price-standard price)*Actual quantity
	(20 -25)*80,000
	-400,000

	 
	 
	 
	 

	Sales volume variance
	(Actual quantity-standard quantity)*Standard selling price per unit
	(80,000 -80,000)25
	0



Considering the above variance numbers, in terms of cost, the highest amount of variance is in the labor cost. The labor rate has increased from 4 to 5.5 which produce a variance of 1.5. Upon 80,000 units, the company has to pay an additional cost of 120,000. Similarly, the price of material has also increased which decreases the target profits by 80,000. 
In terms of revenue, with the budgets made, company is short in both number of units sold and also in the price they charged for their services. This has brought up the highest impact in the profits of the company. The decreased revenue has negatively impacted the profits by 400,000 (Brooks 2011). 
(ii) Report on Amana Limited Performance: 
Amana Ltd has to face very high decline in their business activities. The complete business was based on tourist’s related activities and other supplies. However, due to lockdown of Covid-19 pandemic, there is almost abandonment of tourist’s activities and accordingly, during the period December 2020 to February 2021, there was a great decline in revenue that was somehow managed earlier by the company in previous months. 
However, still by the help of variances analysis and budget comparison, some of possible reasons are identified for the negative results. 
Variance calculations measure the extent of differences between planned and actual figures and further, areas of weakness where major flaws are occurring. Same will be used to look into the company performance. 
· Sales variance reflects there is negative variance of £400,000 and further sub variance defines that the reason was reduction in price of selling units. There is a major decline of £5 per unit.
· Fixed overhead variances defines that there is less hour’s consumption due to less quantity of output. Thus, volume of overhead consumption has been reduced. It can be stated that there is no fixed overhead variance as such.
· Variable cost variances consist of material, labour and variable overhead variances. Variable overhead variance has not reflected any negative impact on sales and profit capacity. But material is having negative variance of £80,000 that was totally covered under material rate variance. The main reason is procurement at high rate as compared to planned estimates. There was clear difference of £1 per unit of high rate of procurement.
· In case of labour, the negative variance shows amount of £120,000 that were also represented by the rate impacts. Company has paid £1.5 per hour extra in relation to planned figures (Horngren 2004). 
Reasons for unexpected negative results:
There is a great downside fall in sales revenue where company is expecting about revenue of £2,500,000, the company has achieved actually only £1,600,000. Furthermore, the increment of variable cost has raised the cost expected from £640,000 to actual cost of £840,000. The two sales and variable cost factors have been resulted into profit reduction of £895,000 as compared to planned budgeted figures. 
The below charts can help explain the situation:
	 
	Original
	Flexed
	Actual

	Material
	250,000
	200,000
	280,000

	Labor
	400,000
	320,000
	440,000

	Overhead
	150,000
	120,000
	120,000





Hence, the material cost and labor cost, both are highest in case of actual result that is making a huge negative impact on profits, cash flow of entity. The variable overhead is quite same as per budget rates and consumption but still there is no improvement than budget figures. 
	 
	Original Budget
	Flexed budget
	Actual

	Sales
	2,500,000
	2,000,000
	1,600,000

	Contribution
	1,700,000
	1,360,000
	760,000

	Profit
	1,350,000
	1,010,000
	455,000





The above chart defines the movement of budget and actual results. In case of actual results, all three sales, contributions and profits are lowest as compared to planned and flexed budgets. The main reason is sales and variable cost rather than fixed overhead. Fixed overhead is spent quite well as compared to plan figures and a little improvement can be seen there. 
(iii) Recommendations to Amana’s CEO on areas of improvement:
Recommendations can be suggested in area of order, procurement, and payments. 
Considering the variance analysis, the company is operating with equal efficiency and the variance is a result of higher cost per unit or lower sales price per unit. It is clear already that there is no such efficiency variance in case of production departments since there is no variance in material usage variance, labor efficiency variance or variable overhead efficiency variance.
· Advance contracts of labour and material: The Company is continuously facing troubles in rates of material procurement, labour overhead rates and having issues in low selling price. Thus, there must be continuous improvement in procurement and purchasing department along with the marketing department. The marketing or new ways of sales increase should get deployed to help boost the output and to increase the demand for business services. The major element of not meeting the objective lies in negative sales value. Sales area has not performed well as compared to planned figures (Trowther 2007). 
· Revenue diversification: To make recommendations, we should not only look for the past performance but also the future macro factors. The Covid cases are not controlled completely even when the vaccination is in place. Thus, company must look for some alternative course of business operations to keep the revenue stable. Entering into some other business might be challenging for the company but this will be part of company growth plan so they will not be impacted by the present unstable Covid environment. 
Thus, areas of improvement are selling and marketing departments, material, and labor procurement department.  Also, the company needs to look into alternative revenue producing activities to be saved from macro environment on account of low tourist activities. 
[bookmark: _Toc67777185]Part B:
Amana Ltd is looking to get their sales online to face competition from the other players. Presently, is having two new alternatives to expand their business operations. Thus, the better options can be decided based on the amount of contribution recorded by the company in these alternatives. 
The below table can help on determination of better option:
The cost details as provided by the company is related to the loss of sales made from the present operations against the proposed plan of the business. The company proposed plan will result in closing down some of the stores of the company which will definitely impact the sales of the company. The fixed cost of the business will remain same and thus, the decision will be based on the contribution made under these alternatives. Along with this, the cost which is investment nature out of these options will be considered for the same (Ward, 2012). 
Contribution analysis: 
Option 1: Own Online Store:
The first option is related to setting up own stores of the business. The company is presently planning to move 50% sales to the online model. Thus, moving to the online model will make loss of present contribution in the business. 
	Particulars
	Working
	Amount

	Decrease in contribution per year
	1,700,000*50%
	-850,000

	Increase in contribution per annum
	17 *100,000
	1,700,000

	Increase in salary
	
	-350,000

	Net increase in Profits
	 
	815,000



Considering the above, the company profits will be increasing by the amount of 815,000. The salary will be paid in each year and thus, same is considered in order to compute the profits in the business. 
Option 2: Contract with Amazon:
Selling through Amazon is with limited sales. By selling on Amazon, company expects that they will be able to sales 65,000 units only. Also, as provided, this leads to low control over the marketing of the product as same will be controlled by the Amazon. 
	Particulars
	Working
	Amount

	Decrease in contribution per year
	1,700,000*50%
	-850,000

	Increase in contribution per annum
	17*65,000
	1,105,000

	Net increase in profits
	 
	255,000



Fixed Cost:
Option 1: Own Online Store:
	Particulars
	Amount

	Cost of setting up delivery network
	150,000

	Cost of upgrading current website to handle large volume of sales
	50,000

	Total investment cost
	200,000



Option 2: Contract with Amazon:
Contract with Amazon will have only contract cost of £50,000. 
Analysis:
Considering the above cost number, the company is with much higher incremental contribution of £815,000 while working in own store. Selling through Amazon will only result in net incremental contribution of £235,000. Thus, the profit difference is of £560,000. 
Also, considering the one-time investment cost, the investment cost is £200,000 for own stores while £50,000 for the Amazon store. 
Recommendation:
Considering the company cost except the one-time investment cost in the company, the net yearly profits which will be available under the own store option will be of £815,000. Through Amazon, the company will be able to sell of only 65,000 units while losing the sales of 50,000 units. Thus, the profits which will be earned by the company under these two options will be of £815,000 and £215,000. 
About the one-time investment cost, this is £200,000 under the own store option while this is £50,000 under the Amazon. Thus, the difference of cost here will be £50,000. 
Analyzing the additional profits made available under the different options along with the incremental onetime cost in these options, the contribution is higher in the option 1 where the company has the option to set up their own stores. However, looking into one time cost, this is high in case where the company is setting own stores and low while they are working with the Amazon. However, the company additional profits will be £560,000 against additional onetime cost of £150,000. So, in the first year itself, the company will be able to recover the additional onetime cost in first year of operations only (Hart 2003).
Another advantage of selling through the online stores is the control over the sales and prices of the products. Selling through Amazon exposed the company with other high competition where other sellers will also be selling the products.  Thus, selling through own stores will provide better control over the sales and marketing.
Thus, it is advisable for the company to use the self stores option to sell their product.  
[bookmark: _Toc67777186]Conclusion:
The assignment divides into two parts. The Part A is the analysis of the company performance which deteriorated with the Covid. The Amana Limited is mainly dependent upon tourist activities to get the sales in business. However, the Covid has impacted the company performance which not only decreased the selling price per unit but also increased overall cost of company operations. Company needs to make long term contract with the suppliers to save them from changed cost. Another part is related to company while they are planning to shift part of their operations to online mode. It is advisable for the company to use their own stores to promote the online sales of the business. Selling through the online stores will not only result in lower cost but this will also allow them to increase overall control in the business and the sales. Thus, the company should use their own online stores in order to opt the online sales for the company. 
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Material	Original	Flexed	Actual	250000	200000	280000	Labour	Original	Flexed	Actual	400000	320000	440000	Overhead	Original	Flexed	Actual	150000	120000	120000	


Sales	Original Budget	Flexed budget	Actual	2500000	2000000	1600000	Contribution	Original Budget	Flexed budget	Actual	1700000	1360000	760000	Profit	Original Budget	Flexed budget	Actual	1350000	1010000	455000	




2

