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[bookmark: _Toc100851441]Introduction
Variance analysis may be defined as an examination of the disparity between intended (normal) and actual figures. The total of all variations represents the overall over-performance or below for a certain fiscal quarter. Businesses evaluate the favorable rating of each particular item by comparing real costs to accepted industry prices. 
Amana Ltd is a relatives tourism company in Britain that offers gifts to visitors. A Chinese producer produces souvenirs based on designs created by the Amana team. The Covid-19 epidemic has erupted in England, prompting the government to implement limitations on travel and transportation, badly affecting the tourism economy. Amana's income fell dramatically in April 2020 since visitors were unable to visit for the Easter holidays. Sales increased significantly in the summer of 2020, but the lengthy lock down from December 2020 and February 2021 drained any additional money earned over the summer. 
The report is divided into two part first part of the report dealt with case study, that include a monthly control report that contains the original budget, the flexible budget, and the variations. The report also Prepare a report on Amana's performance in 2020 using the control report. In the last Make suggestions to Amana's CEO for areas for development.
In the second part report dealt with an analysis of Mr. Amana's choice to go online and advice on whether they should open their own online store or sell on Amazon. 
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[bookmark: _Toc100851443](i) Prepare the monthly control report showing original budget, flexed budget, and variances.
A firm's flexible budget refers to changes in the activities or volume of goods generated by the company. Its value fluctuates with time, as opposed to static budgets, which are generated at the time of budgeting (Nguyen Thi Thanh, 2018). Flexible budgets are subject to vary in response to other variable expenditures encountered in the course of doing business. 
These budgets feature variable costs per unit rather than fixed costs, which aids the organisation in understanding prospective increases or decreases in cash flows. A fixed budget is one, which is based on a specific quantity of production (normal or planned), is seldom modified once agreed upon, which is used for management reasons. When income is higher than predicted at the actually volume of engagement for the time, this is referred to as a favourable revenue variation. Undesirable expenditure variations arise when the cost becomes less than projected but it’s more than two times higher for the very same timeframe. 
The control report is a type of internal report prepared within companies wherein there is a comparison made between the original budget results and the flexed budget results (Alabdullah, 2019). This report also records and summarises the actual results achieved in companies at the end of an accounting period. A control report is prepared within business organisations monthly, quarterly and annually. The following is the preparation of the control for the organisation Amana Ltd by comparing its original budget and flexed budget along with showing the variances in its performance –
Control Report for Amana Ltd considering original budget, flexed budget and variances
	
	Price or Cost per unit
(in £)
	Original Budget  @ 100,000 units
	Flexed Budget @ 80,000 units
	Actual Results @ 80,000 units
	VARIANCE AMOUNT
(in £)
	REMARKS (Favourable / Adverse)

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

	Sales revenues
	 25 
	 
	2,500,000 
	 
	2,000,000 
	 
	1,600,000 
	- 400,000
	Adverse

	Less - Variable Cost of Goods Sold
	
	 
	 
	 
	 
	 
	 
	 
	

	Direct Materials
	 2.5 
	250,000 
	 
	200,000 
	 
	280,000 
	 
	80,000 
	Adverse

	Direct Labour
	 4 
	40,0000 
	 
	320,000 
	 
	440,000 
	 
	120,000 
	Adverse

	Variable overheads on production
	 1.5 
	150,000 
	 
	120,000 
	 
	120,000 
	 
	-
	No variance  (favourable)

	
	
	 
	800,000 
	 
	64,0000 
	 
	  840,000 
	 200,000 
	Adverse 

	Contribution Margin
	
	 
	1,700,000 
	 
	1,360,000 
	 
	     760,000 
	-  600,000 
	Adverse 

	Fixed costs and overhead expenses
	
	 
	 
	 
	 
	 
	 
	 
	

	Rent on warehouse
	
	200,000 
	 
	20,0000 
	 
	170,000 
	 
	- 30,000 
	Favourable

	Insurance premium
	
	100,000 
	
	100,000 
	 
	100,000 
	 
	-
	No variance  (favourable)

	Salary for full-time warehouse supervisor
	
	50,000 
	
	50,000 
	
	35,000 
	
	- 15,000 
	Favourable

	
	
	
	350,000 
	
	350,000 
	
	      305,000 
	- 45,000 
	Favourable

	NET PROFIT (OR LOSS)
	
	
	1,350,000 
	
	1,010,000 
	
	      455,000 
	-  555,000 
	Adverse



The report prepared above for the entity Amana Ltd reflects a range of variances amongst which most of the variances show an adverse result. Favourable variances can be seen only in a few areas. Such adverse variances can be seen in Amana Ltd due to the Covid-19 pandemic, which can however be improved through suitable strategies and measures.
[bookmark: _Toc100851444](ii) Using your control report prepared in (i) above, prepare a report on Amana’s performance during the year 2020.
The measurement of the performance that a company has achieved is essential for the evaluation of its financial position, analysing its cash flows and identifying its profit or loss (Rahim et al., 2018). In this report, the performance that Amana Ltd has achieved during 2020 is going to be evaluated based on the control report prepared for the organisation.
According to Asuquo (2020), the calculation of the variances in the budgeted and actual figures of a business entity is important for measuring its performance. The control report of Amana Ltd indicates that the performance the company has accomplished is remarkably poor. It is because an adverse and huge amount of variance can be identified within the sales revenues earned in the company. Actual sales revenues earned in the company turned out being £400,000 lesser than the budgeted sales revenues. Besides this, poor performance can also be identified within Amana Ltd due to adverse variances in the company’s direct material costs as well as direct labour costs. The actual direct material costs in the company can be determined as £80,000 lower than the budgeted direct material costs. Similarly, the actual direct labour costs are £120,000 lower than the budgeted figures. 
However, the variable production overheads do not reflect any variance. However, the adverse variances in sales and variable costs have led to an adverse variance in the contribution margin of Amana Ltd. The budgeted contribution margin is £600,000 higher than the actual contribution margin of the company. Another aspect of the poor performance accomplished in the context of Amana Ltd includes the variances in the company’s warehouse rent and salary to full-time warehouse supervisor. While warehouse rent shows an adverse variance worth £30,000, the salary to full-time warehouse supervisor shows an adverse variance worth £15,000. No variance could however be found in the payment of insurance premium in Amana Ltd. All these variances in sales, variable costs and fixed costs in turn lead to an adverse variance of £555,000 in the net profit of the company. Such huge negative variance in the company’s net profit shows extremely poor performance of Amana Ltd during 2020.
Hence, the control report developed for the organisation Amana Ltd helped in summarising that its performance achieved during 2020 has had a considerable deterioration in comparison to the budgeted figures. The company is thus recommended on adopting effective measures via which it can improve its performance in the upcoming periods.
[bookmark: _Toc100851445](iii) Provide recommendations to Amana’s CEO on areas of improvement.
The evaluation of the results achieved in the control report of Amana Ltd reflects that the business entity is needed to improve its performance considerably because of remarkably huge adverse variances. In the section below, recommendations provided for the CEO at Amana Ltd on the areas of improvement –
· The sales revenue earned within Amana Ltd is recommended to be improved through adopting effective marketing strategies as well as enhancement of existing pricing strategies. Strong customer relationships are advised to be built while repeat customers are suggested to be targeted. The average transaction size in the company along with the frequency of transactions made by customers should also be improved. Each of these strategies is going to be helpful for Amana Ltd in the achievement of a strong customer base, increase in customer retention and reaching customer satisfaction. This in turn would be improving the company’s sales units, thereby leading to an improvement of it sales revenues and reducing its adverse variances.
· Moreover, the CEO of the company is recommended on reducing adverse variances in variable costs of production via streamlining and automating workflows, which in turn controls excess labour costs. Besides this, the variable costs of production can be improved in the company through controlling direct material costs by substituting existing materials used with lower cost yet same quality materials. Variable production costs of Amana Ltd can also reduce through controlling direct labour costs via accomplishment of lesser wastage of time and higher production due to the presence of trained and experienced employees.
· The recommendations provided in the two points above can be helpful for the eradication and improvement of the adverse variances in the net profit earned in Amana Ltd. It is because as the company’s sales revenues are going to increase and its variable production costs are going to decrease, there is going to be an improvement in the net profit automatically. Moreover, to improve its net profit, the company is recommended to ensure continuous improvement and incremental growth, attain product differentiation and decrease utility expenses.
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[bookmark: _Toc100851447]An analysis of Mr Amana’s decision to go online and advise if they should set up their own online shop or sell on Amazon. You should take into consideration all the relevant costs.
One of the advantages of an internet business is that this is minimal but successful in attracting customers 24 hours a day, seven days a week. The use of facilitated by digital worlds to promote and provide goods and services is referred to as online marketing. Because of the fast advancement of online computer technologies, Amana’s must take internet Web carefully in order to maintain a competitive edge. The fundamental characteristics of the internet make the implementation of effective digital marketing interaction equally essential and beneficial for an internet firm. Online organisations need to understand more about when and who purchases what things online, to do with whether or not purchases are completed whatsoever (Fahrurrozi et al., 2020).
The Internet opens up new opportunities for organisations to analyse consumer wants and interests in order to generate a basis for strategic research, layout, and administration of all customer interactions. Establishing a site that promotes online purchasing is a difficulty when creating a buying experience that requires emotional states via restricted network interfaces, such as internet shopping. As competitors of Amana Ltd have started selling online even outside UK, it has become important for Amana Ltd to start its online operations. However, to start online sales, the company has to close down its three branches in Manchester, Brighton and the Birmingham City so that 50% of its total sales can be turned online.
The two options that Amana Ltd has for starting its online sales include opening its own online store and selling through the global e-commerce site Amazon. However, there are various several costs and expenditures associated with these two options. The consideration of the relevant costs that are connected to these two options of Amana Ltd for online sales is important for making a decision on selecting between one of them. According to Kadhim et al. (2020), the type of cost considered within an organisational context that differs between two alternatives is known as relevant cost. A relevant cost, also recognised as avoidable cost, is the cost that can be eliminated or a part of it can be eliminated by choosing one alternative instead of the other one. The following are the conditions and costs associated with the two options for online sales in Amana Ltd analysed and compared based on relevant costs of these options –

Relevant Cost Analysis for Amana Ltd
	
	Own online shop
(in £)
	Selling through Amazon 
(in £)
	Difference
(in £)

	Cost to update website to handle huge sales volume
	50,000
	Nil
	- 50,000

	Costs to develop own network for delivery of products
	150,000
	Nil
	- 150,000

	Salary to full-time IT programmer
	35,000
	Nil
	- 35,000

	Amazon fulfilment fees
	Nil
	50,000
	50,000

	Total relevant cost
	235,000
	50,000
	- 185,000



The analysis of the relevant costs spent within Amana Ltd reflects that the relevant costs if the company decides on selling through Amazon are only £50,000. However, if the company makes the decision of developing its own online store, the amount to be spent is £235,000. This shows a difference of £185,000 between the relevant costs of selling through Amazon and developing own online store. The Covid-19 pandemic has turned out having a major effect over the tourism industry due to the decrease of the purchasing power of people. In such a scenario, making huge investments as much as £235,000 can turn out generating negative returns for Amana Ltd and cause a working capital crisis in the company. In spite of the drawbacks of selling via Amazon, which include no control over return policy or pricing policy of the company, the relevant costs of choosing this option is quite low. As a result, since the relevant costs related to developing own online store is quite high, it is recommended for Amana Ltd to select the option of selling through Amazon.

[bookmark: _Toc100851448]Conclusion
The term "flexible budget" refers to variations in a company's activity or the number of items produced. In contrast to static budgets, which are produced at the moment of budgeting, its value varies with time. Flexible budgets include variable expenses per unit rather than set costs, which helps the organisation predict potential cash flow increases or declines. I Amana's performance in 2020, estimated by deducting actual expenditure from budget spending, i.e., £ 822,400. Because budgeted spending exceeds actual spending, the variance is negative by convention.Amana spent £ 28,60,900 in 2016 and really spent £20,38,500, therefore the difference is less than £1. Material Variances show the difference between the actual production cost and the specifications. Material cost fluctuations may be sensitive to changes in product pricing, amount used, material mixing, or performance produced. The overall variance in labour expenditures may be calculated by combining two variables: rate variance and efficiency variance. The difference in the case of Amana is £ 80,000.
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	 Variable Cost 
	 Original 
	 Actual 
	 Variance 
(original- Actual )

	 Cost Item 
	 
	 Per Unit 
	 £ 100,000.00 
	 £   80,000.00 
	 £   20,000.00 

	 Selling price 
	 
	 £           25.00 
	£2500000
(25 x 100,000)
	£2000000
(25 x 80,000)
	 £ 500,000.00 

	 
	 
	 
	 
	 
	 

	 Variable Factory Overhead 
	 
	 
	 
	
	

	 Indirect Materials 
	 
	 £             2.50 
	 £ 250,000.00 
	 £ 200,000.00 
	 £   50,000.00 

	 Indirect Labor
	 
	 £             4.00 
	 £ 400,000.00 
	 £ 320,000.00 
	 £   80,000.00 

	 Overhead 
	 
	 £             1.50 
	 £ 150,000.00 
	 £ 120,000.00 
	 £   30,000.00 

	 Contribution 
	 
	 £           17.00 
	£ 1700000
	£1360000
	 £ 340,000.00 

	 Total Variable Costs 
	 
	 £           50.00 
	£5000000
	£4000000
	£1000000

	 


	 
	 
	 
	 
	 

	 Fixed Factory Overhead 
	 
	 
	 
	 
	 

	 Warehouse Rental 
	 
	 
	 £ 200,000.00 
	 £ 170,000.00 
	 £   19,000.00 

	 Insurance 
	 
	 
	 £ 100,000.00 
	 £ 100,000.00 
	 £   15,000.00 

	 Fulltime Warehouse supervisor salary 
	 
	 
	 £   50,000.00 
	 £   35,000.00 
	 £      4,500.00 

	 
	 
	 
	 
	 
	 

	 Total Fixed Costs 
	 
	 
	 £ 350,000.00 
	 £ 305,000.00 
	 £   38,500.00 

	 Total Costs 
	 
	 
	£ 5350000
	£ 4305000
	£ 1038500



1. Variance = Original – Actual
2. Variance in Selling Price = (Per Unit X original cost item) – (Per unit X Actual Item)
                                         = (25 x 100,000.00) – (25 x 80,000)
=  £ 500,000.00
3. Total Variable Cost in Variance = original total variable cost – Actual Variable cost
                                                      = 5000000 – 4000000 = £1000000
4. Total Fixed Costs in Variance =   Original Fixed cost – Actual Fixed cost
=  350,000.00 - 305,000.00
                                                      = £38,500.00
5. Total cost = Total Variable Costs +Total Fixed Costs
                = 1000000 + 38,500.00
                 = £ 1038500
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