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Part A

Monthly Control Report
	 
	Fixed Budget
	Flexible
Budget
	Actual
Results
	Variance

	Sales Volume
	        100,000 
	               80,000 
	                 80,000 
	 

	Unit Price
	                   25 
	                       25 
	                         20 
	 

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

	Less: Costs
	 
	 
	 
	 

	Material
	        250,000 
	             200,000 
	               280,000 
	      80,000 

	Labor
	        400,000 
	             320,000 
	               440,000 
	    120,000 

	Overhead
	        150,000 
	             120,000 
	               120,000 
	                -   

	Contribution
	     1,700,000 
	         1,360,000 
	               760,000 
	    600,000 

	Fixed Costs:
	
	
	
	 

	Warehouse rental
	        200,000 
	             200,000 
	               170,000 
	      30,000 

	Insurance
	        100,000 
	             100,000 
	               100,000 
	                -   

	FW Sup Sal
	           50,000 
	               50,000 
	                 35,000 
	      15,000 

	Net Operating Income
	     1,350,000 
	         1,010,000 
	               455,000 
	    555,000 


	
Notes
Sales Revenue = Sales volume x Unit price
Contribution = Sales Revenue – Variable costs (Material + Labour + Overhead Costs)
Net operating income = Contribution – Fixed costs (Warehouse rental + Insurance + FW Sup Sal)
The fixed budget shows Amana’s plan for the accounting period based on the assumptions at the beginning of the period. Amana Ltd targeted to sell 100,000 units of souvenirs at a unit price of £25. The costs were estimated at £2.5 per unit for materials cost, £4 per unit for labour cost, and £1.5 per unit for overhead costs. The contribution margin was estimated at £17 per unit. The fixed costs were estimated at £200,000 for warehouse rental, £100,000 for insurance cost, and £50,000 for full-time warehouse supervisory salary. Overall, Amana Ltd.’s net operating income based on the fixed budget assumptions is estimated at £1,350,000.
For an effective comparison of the actual performance and the budgeted performance, it is necessary to create a flexible budget (Radu and Giju, 2015). From a budgetary control standpoint, comparing the actual performance against a fixed budget-based performance would not be optimal, especially where the actual performance significantly differs from the fixed budget performance (Arnold and Artz, 2019). Therefore, preparing a flexible budget will help compare performance under a similar set of circumstances and activity levels. Amana’s flexible budget is based on the actual sales volume of 80,000 units instead of 100,000 units, at a sale price of £25 per unit. All the other assumptions are similar to those used in preparing the fixed budget including the variable costs, overheads, and fixed costs. The contribution margin as per the flexible budget is £1,360,000 while the net operating income is estimated at £1,010,000. However, it is crucial to remember that the fixed budget still acts as the company’s plan for the period, and the flexible budget only serves as a tool for more effective management control (Radu and Giju, 2015).
The actual results are based on the actual activity and performance for the period. The sales volumes of souvenirs sold for the period were 80,000 units at a unit price of £20. The actual unit price dropped by £5 from the budget unit price of £25. Consequently, the actual contribution achieved was £760,000 while the net operating income was £455,000. 
	Variances depict the differences between the actual performance and the budgeted performance as per the flexible budget (Messer, 2017). Variances arise in situations where the actual revenue and cost performance differ from the budgeted performance (Arnold and Artz, 2019). Variances can either be favourable or adverse. If the actual performance is better than the budgeted performance, the variance is termed as favourable. For instance, if the budgeted sales revenue exceeds the budgeted revenue, or the actual costs are less than the budgeted costs, the variance is termed as favourable. Both situations result in a higher actual profit compared to the budgeted profit. On the other hand, adverse variances result in lesser actual profit compared to the budged profit i.e., lower actual sales revenue or higher variable and fixed costs compared to the budget (Messer, 2020).

Amana Ltd Performance Report

Overall, Amana ltd.’s actual performance depicts dismal results compared to the flexible budget. Some of the areas that show poor performance include sales price per unit (£20 actual versus £25 per unit), sales revenue (£1.6 million actual revenue versus £2 million budgeted revenue), variable costs (£280,000 and £440,000 actual versus £200,000 and £ 320,000 budgeted for material and labour costs respectively), contribution (£760,000 actual versus £1.36 million budgeted), and net operating income (£455,000 actual versus £1.01 million budgeted). However, the company performed well in various aspects including management of fixed costs i.e., £170,000, and £35,000 actual versus £200,000 and £50,000 budgeted for warehouse rental and full-time warehouse supervisor salary costs respectively. Moreover, Amana Ltd managed to keep the actual overhead and insurance costs the same as the budgeted costs. The different line items are discussed below.

Sales

	Due to the Covid-19 pandemic, the tourism sector was adversely affected. Amana Ltd.’s variance analysis shows adverse performance in both sales volume variance and sales price variance. Amana Ltd.’s sold 80,000 units for the period compared to 100,000 in the fixed budget plan, which is a decline of 20%. Therefore, Amana Ltd underperformed in sales volumes (sales volume variance) by 20,000 units. Some of the factors that led to the decline of units of souvenirs sold include prolonged lockdown, limited travel during the Easter holidays. The difference between the actual sales price per unit and the budgeted price per unit resulted in an adverse sales revenue variance of £400,000.
The adverse sales price variance and the overall decline in sales revenue may be a result of various factors. It is possible that Amana Ltd reduced the sales price per unit of souvenirs in the hope to achieve more sales volumes and achieve more sales revenue (Bhatti, 2017). Also, it is possible that the reduced price was occasioned by increased competition in the market (Gutiérrez and Philippon, 2018). However, the actual results in sales volumes show that the reduced price did not work as intended. The sales volume variance suggests that lower prices neither increased the customers’ intention to buy nor increased the company’s products competitiveness in the market.

Contribution Margin Variance and Variable Costs Management

	The contribution margin is calculated by deducting the variable costs from the sales revenue and shows the efficiency level of a firm in producing and selling each unit of a product (Enyi, 2019). Overall, Amana Ltd reported a dismal performance in the management of variable costs. Despite the decline in sales volumes, which would be expected to result in lesser variable costs, the variable costs (material and labour costs) increased during the period. Material costs increased by £80,000 while the labour costs increased by £120,000. The overall contribution margin variance amounted to £600,000, a 44% decline from the budgeted performance. The variance could be explained by increased costs of doing business due to Covid-19 restrictions (Van Assche and Lundan, 2020). Also, the increased variable costs may be occasioned by inefficiencies within the company’s processes.

Fixed Costs Management
	Amana Ltd.’s performance shows a good fixed-costs management practice. The actual costs for both warehouse rental and Fulltime warehouse supervisor salaries were less than the budgeted costs, while the actual insurance cost was the same as budgeted. The favourable variance in the fixed costs may have been caused by a downward adjustment of rent due to renegotiation of lease agreements during covid season and closure of some stores, and reduced salary for the warehouse supervisor. Overall, the current fixed cost management policy is working and realistic.

Net Operating Income Variance

	The adverse net operating income variance of 55% shows a dismal performance in converting sales into a profit. Amana Ltd only attained a net operating income of £455,000 compared to the budgeted £1.01 million as per the flexible budget. As highlighted above, the dismal performance was caused by declined sales, lower prices, and higher variable costs. The performance shows poor pricing and management of variable costs. However, the company is performing well in the management of overhead and fixed costs. The dismal performance elicits various issues that the management should consider such as increasing the prices, diversifying the products mix and the market, and conducting promotional and sales campaigns. Also, the company could consider a further reduction in fixed and overhead costs.

Recommendations

[bookmark: _Hlk98348284]The adverse sales units and revenue variances, despite the reduced prices, shows that Amana Ltd.’s management needs to revise both the sales targets and the pricing model. Firstly, the sales targets may be too ambitious and hence unattainable in light of the market challenges that are a result of the Covid-19 pandemic (Eastman et al., 2020). It is therefore imperative for the management to consider a more realistic sales target or consider diversifying the products portfolio (Dosi et al., 2020) or target market (geographical diversification) (Wood et al., 2017) to attain the sales target of 100,000 units. Secondly, the management needs to revisit the pricing model for the souvenirs to attain the intended results. For instance, under the current circumstances, the reduced prices did not promote more sales, and hence need to consider other ways of promoting sales such as promotion campaigns, offering discounts instead of reducing prices, and advertising (Deepak, 2019) besides the website.
Based on the contribution margin adverse variance of 44%, Amana Ltd.’s management needs to consider various measures. Firstly, there is a need to revise the processes and consider reducing the variable cost by reducing the workforce or increasing productivity (Simon, 2010). Also, there is a need to relook into waste to eliminate material wastage during the production process and consider sourcing raw materials from alternative sources that would result in savings. Also, there is a need to conduct an audit of the company’s processes to eliminate inefficiencies and determine whether the variable costs in the budget are accurate considering the prevailing market conditions. It is also important to consider making provisions for future increases in fixed costs as Covid-19 restrictions ease.
Based on the dismal operating income performance i.e., an adverse variance of 55%, Amana Ltd.’s management should consider various measures to turn around the financial performance. Firstly, the management should consider ways of making more revenue such as revamping the website to serve as a sales channel to complement sales at the physical stores. Secondly, the management should consider testing different pricing models to boost sales revenue. Finally, the management should consider adopting more efficient practices of managing variable costs.

Part B

	To determine whether Mr. Amana should sell on Amazon or go online, it is important to analyse both the financial and non-financial implications of both alternatives. Going online would provide Amana with an opportunity to increase 100,000 units of souvenirs, with an initial investment of £150,000 and £50,000 to set up the delivery network and upgrade the current website respectively, and an ongoing fixed cost of £35,000 per annum. On the other hand, selling on Amazon will help Amana achieve additional sales of 65,000 units with additional fixed costs of £50,000 per annum.

Going Online

	The control report below summarises the financial impact of selling online using the company’s website. With incremental sales of 50,000 units (50%, Amana will achieve a sales revenue of £ 12.5 million at a unit price of £25 and £1 million at a unit price of £20. The sales revenue variance amounts to £250,000, which can be termed as relatively stable. The variable costs are based on the actual costs instead of the values on the fixed budget in PART A. The decision to use the actual variable costs is because the values are more realistic and more reliable for analysis purposes.
	The fixed cost analysis focuses on the incremental fixed costs incurred to set up a website, network delivery, and IT programmer’s salary. The other fixed costs are not considered since the analysis only focuses on the incremental costs. If Amana Ltd implements this option, the first year’s incremental fixed costs are estimated at £235,000, under both flexible and actual budget figures.
	The incremental net operating income is estimated at £490,000 at a selling price of £25 per unit. However, under the prevailing circumstances, the price may not be achievable. The projected net operating income at a selling price of £20 is £240,000, with an adverse net operating income variance of £250,000. Therefore, the expected incremental net operating profit for year one after implementation of the project will be £240,000. However, the net operating income will increase in the subsequent periods since the initial investment of £200,000 for setting up the delivery network and the cost of upgrading the website are one-off costs. From year two, the projected incremental net operating income will rise to £440,000 as the fixed costs reduce to £35,000 which is the ongoing cost of the IT programmer. 
	 
	Flexible
Budget
	Projected YR1
	Projected YR2

	Sales Volume
	        50,000 
	        50,000 
	        50,000 

	Unit Price
	                25 
	                20 
	                20 

	Sales
	   1,250,000 
	   1,000,000 
	   1,000,000 

	Less: Costs
	
	
	

	Material
	      175,000 
	      175,000 
	      175,000 

	labor
	      275,000 
	      275,000 
	      275,000 

	Overhead
	        75,000 
	        75,000 
	        75,000 

	Contribution
	      725,000 
	      475,000 
	      475,000 

	Fixed Costs:
	
	
	

	Delivery Network
	      150,000 
	      150,000 
	- 

	Website Upgrade
	        50,000 
	        50,000 
	- 

	IT Programmer 
	        35,000 
	        35,000 
	        35,000 

	Incremental Net Operating Income
	      490,000 
	      240,000 
	      440,000 



Pros and Cons of Going Online

	Going online may prove beneficial to Amana Ltd in various ways. Firstly, the company will have an online outlet to sell their products to a wider market. As a result, the company will achieve more sales online with an incremental net operating income of £240,000 in year one and £440,000 in the subsequent periods. Also, the company will close down some of the stores and hence cut down on fixed costs of operating Manchester, Birmingham, and Brighton branches; assumed to be 50% of the current actual costs. The overall increase in the operating income will be £90,000 in year one and £290 in subsequent years based on the projections below and the current actual performance. Moreover, Amana will retain control over pricing and hence the ability to reprice the products whenever need be.
		 
	Flexible
Budget
	Projected 
Actual Results YR1
	Projected 
Actual Results YR2

	Sales Volume
	      100,000 
	      100,000 
	      100,000 

	Unit Price
	                25 
	                20 
	                20 

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

	Less: Costs
	
	
	 

	Material
	      350,000 
	      350,000 
	      350,000 

	labor
	      550,000 
	      550,000 
	      550,000 

	Overhead
	      150,000 
	      150,000 
	      150,000 

	Contribution
	   1,450,000 
	      950,000 
	      950,000 

	Fixed Costs:
	
	
	 

	Warehouse rental
	        85,000 
	        85,000 
	        85,000 

	Insurance
	        50,000 
	        50,000 
	        50,000 

	FW Sup Sal
	        35,000 
	        35,000 
	        35,000 

	Delivery Network
	      150,000 
	      150,000 
	 - 

	Website Upgrade
	        50,000 
	        50,000 
	 - 

	IT Programmer Hotel
	        35,000 
	        35,000 
	        35,000 

	Net Operating Income
	   1,045,000 
	      545,000 
	      745,000 



On the other hand, going online has a downside that is worth considering. Firstly, Amana will need to close down some outlets such as Birmingham, Manchester, and Brighton. The closure will lead to a decline in-store sales from the current actual sales of 80,000 units to 50,000 units to achieve 50% sales at the stores and 50% online sales, which makes the incremental sales volumes only 20,000 units.

Selling on Amazon

	Selling on Amazon leads to an incremental sale of 65,000 units, with only a £50,000 increase in fulfilment fees. If Amana sells on Amazon, the competition will intensify and consequently, the company will lose the power to set prices. Therefore, the price assumption entails the current price of £20 per unit in the flexible budget and a conservative price of £15 per unit in the projected actual results. At the conservative of £15, Amana would only realise an incremental contribution margin of £292,000 compared to going online’s £475,000. The company would realise a net operating income of £242,500 compared to going online’s operating income of £240,000 in the first year and £440,000 in the second year.
	 
	Flexible
Budget
	Projected Actual
Results
	Variance

	Sales Volume
	        65,000 
	        65,000 
	 

	Unit Price
	                20 
	                15 
	 

	Sales
	   1,300,000 
	      975,000 
	  325,000 

	Less: Costs
	 
	 
	 

	Material
	      162,500 
	      227,500 
	    50,000 

	Labor
	      260,000 
	      357,500 
	    75,000 

	Overhead
	        97,500 
	        97,500 
	             -   

	Contribution
	      780,000 
	      292,500 
	  487,500 

	Fixed Costs:
	
	
	 

	Amazon Fulfilment Fees
	        50,000 
	        50,000 
	             -   

	Net Operating Income
	      730,000 
	      242,500 
	  487,500 





Conclusion

	Based on the analysis above, going online provides Amana with the best opportunity to increase both sales revenue as well as net operating income. Whereas setting up the company’s e-commerce involves more costs in the first year, it is more beneficial in the long-term since Amana will retain the power to influence the product prices. From the second year, going online will help Amana earn approximately £200,000 more than selling on Amazon based on incremental net operating income.
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