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[bookmark: _Toc69374867]Introduction
Amana Ltd is a family-owned tourist business located in England having several locations in tourists’ spots in Brighton, London Bridge, Westminster Bridge, Buckingham Palace, Birmingham city centre, and Manchester city centre. Amana Ltd sells souvenirs produced by a Chinese manufacturer which are designed by the Amana team. The company has been operating its business for 40 years. But its performance has been hampered due to the pandemic of Covid-19. This report shows a monthly control report showing the original budget, flexed budget, and variances. Besides a performance report has been prepared along with providing recommendations for improvement in Part A. In Part B, an investment decision has been taken from two mutually exclusive alternatives.


[bookmark: _Toc69374868]Company Overview
Amana Ltd, a family-owned tourist business, operates its business by selling souvenirs to tourists coming to England. The company operates its business mainly in Brighton, London Bridge, Westminster Bridge, Buckingham Palace, Birmingham city centre and Manchester city centre. The Chinese manufacturers produce souvenirs for Amana Ltd according to the design of the Amana team. It has the experience of working for 40 years in the tourism industry. During the lockdown for the Covid-19 pandemic, the physical shops were closed. As a result, sales decreased drastically leading the company's performance to fall in 2020. Now the company is trying to change its previous business model. It is suggested to start an online business like many other online businesses which will increase its sales and help achieve the budget.


[bookmark: _Toc69374869]Part A
i) [bookmark: _Toc69374870]Monthly Control Report
A budget refers to a financial plan to enhance the financial success of an undertaking (Singer, 2010). Besides, a budget means an estimation of revenues and expenses for a certain future period which is done by governments, businesses, and individuals (Cagliero et al, 2015).
Budgets can be divided into a) Original Budget and b) Flexible Budget.
An Original Budget refers to a budget that is prepared for only one level of activity (Berman, 2015). It is prepared at the beginning of the budgeting period which is made for a planned level of activity (Slutsky and Ragusa, 2012). But this is not sufficient for evaluating the cost control system. That’s why another type of budget has been introduced to correct by eliminating the limitations of the original budget. 
A flexible budget refers to a budget showing different levels of revenues and expenses based on the amount of sales activity that occurs (Radu and Giju, 2015). Normally actual revenues and expenses are put into a flexible budget model that generates the budgeted revenues and expenses automatically based on the formula given earlier. It is a budget subject to a change of operational level of activity (Maher, Fakhar and Karimi, 2018). Due to the seasonal fluctuations, industries going on introducing new products, industries coping up with changes in fashions or general changes in sales, flexible budgets are prepared (Nazarova, 2013).
The monthly control report of Amana Ltd showing original budget, Flexed Budget, and Variances is given below-






Amana Ltd
Monthly Control Report
	Flexed Budgets (£)

	Particulars
	50%
	60%
	70%
	80%
	90%
	100%/Original Budget

	Units
	         50,000 
	         60,000 
	         70,000 
	         80,000 
	         90,000 
	      100,000 

	Sales
	   1,250,000 
	   1,500,000 
	   1,750,000 
	   2,000,000 
	   2,250,000 
	   2,500,000 

	Variable Costs:
	 
	 
	 
	 
	 
	 

	Materials
	      125,000 
	      150,000 
	      175,000 
	      200,000 
	      225,000 
	      250,000 

	Labour
	      200,000 
	      240,000 
	      280,000 
	      320,000 
	      360,000 
	      400,000 

	Overhead
	         75,000 
	         90,000 
	      105,000 
	      120,000 
	      135,000 
	      150,000 

	Total Variable Costs
	      400,000 
	      480,000 
	      560,000 
	      640,000 
	      720,000 
	      800,000 

	Contribution
	      850,000 
	   1,020,000 
	   1,190,000 
	   1,360,000 
	   1,530,000 
	   1,700,000 

	Fixed Overheads:
	 
	 
	 
	 
	 
	 

	Warehouse rental
	      200,000 
	      200,000 
	      200,000 
	      200,000 
	      200,000 
	      200,000 

	Insurance
	      100,000 
	      100,000 
	      100,000 
	      100,000 
	      100,000 
	      100,000 

	Fulltime warehouse Supervisor Salary
	         50,000 
	         50,000 
	         50,000 
	         50,000 
	         50,000 
	         50,000 

	Total Fixed Overhead
	      350,000 
	      350,000 
	      350,000 
	      350,000 
	      350,000 
	      350,000 

	Total Costs
	      750,000 
	      830,000 
	      910,000 
	      990,000 
	   1,070,000 
	   1,150,000 

	Net Profit
	      500,000 
	      670,000 
	      840,000 
	   1,010,000 
	   1,180,000 
	   1,350,000 


Table-1: Flexed Budgets
Flexible budgets show the changes in costs and revenues that should occur due to the changes of activity within a specified range. To evaluate performance, actual costs and revenues are compared to the revenues and costs that should have been for the actual level of activity. In this case, a revised budget is made (Bandy, 2014).
A flexible budget variance means the difference between the outcomes provided by a flexible budget model and actual results (Yahya-Zadeh, 2012). In the place of a flexible budget, a revised budget should be prepared based on the actual level of activity to show the original changes. Generally, flexible budget variance is expected to be smaller than the flexible budget variance if the original budget model were used because the expense and revenue levels are adjusted to match actual results in a flexible budget model (Drury, 2018).
Under the control report, Variances of Actual transactions and Revised Budget have been prepared to show the actual performance of Amana Ltd.
	Variances of Actual and Revised Budget Report (£)

	Particulars
	Actual
	Revised Budget 
	Variances

	Units
	         80,000 
	                 80,000 
	 

	Sales
	   1,600,000 
	           2,000,000 
	 400,000 U 

	Variable Costs:
	 
	 
	 

	Materials
	      280,000 
	               200,000 
	 80,000 U 

	Labour
	      440,000 
	               320,000 
	 120,000 U 

	Overhead
	      120,000 
	               120,000 
	              0

	Total Variable Costs
	      840,000 
	               640,000 
	 200,000 U 

	Contribution
	      760,000 
	           1,360,000 
	 600,000 U 

	Fixed Overheads:
	 
	 
	 

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

	Insurance
	      100,000 
	               100,000 
	 0                   

	Fulltime warehouse Supervisor Salary
	         35,000 
	                 50,000 
	 15,000 F 

	Total Fixed Overhead
	      305,000 
	               350,000 
	 45,000 F 

	Total Costs
	   1,145,000 
	               990,000 
	 155,000 U 

	Net Profit
	      455,000 
	           1,010,000 
	 555,000 U 


Table-2: Variances of Actual and Revised Budget Report
ii) 
iii) [bookmark: _Toc69374871]A Report on the Performance of Amana Ltd
Amana Ltd, a tourist business, is located in England selling souvenirs to tourists. The company has been running its business successfully for 40 years. But due to the lockdown during the Covid-19, its performance, especially its revenues, took a big hit in April 2020 because tourists could not move during that lockdown period. Its original budget of sales was 100,000 units of souvenirs where the actual sale was 80,000 units that are 20% lower than the budget. The flexed budget shows the sales, variable costs, fixed costs, and profits at a different level of activity as the percentage of the original budget. In the flexible budget performance report, a revised budget has been prepared based on the original budget. 
‘Sale’ is the main source of revenue of Amana Ltd. During the year 2020, the actual sales amount was £1,600,000 where it would have been £2,000,000 according to the budget. The actual sale is 80% of the original budget which is not favourable for Amana Ltd. This sales variation occurred due to the lockdown for Covid-19 when the travellers could not travel.
Amana Ltd is to incur two types of costs mainly- variable costs and fixed costs. The variable costs of Amana Ltd include Materials costs, Labour costs, and variable overheads. The total material cost was £280,000 which would be £2,000,000. So, per unit material cost was £3.5 instead of £2.5. During the lockdown, material cost increased by 40% which put a bad impact on the performance of Amana Ltd. Besides, Labour cost was £440,000 which would be £320,000. So, per unit labour cost became £5.5 instead of £4 which increased by 37.5% impacting the performance of Amana Ltd badly because the wage rate increased during the lockdown. But the variable portion of overheads was unchanged and remained £120,000. Ultimately total variable costs increased by 31.25%. That’s why the actual contribution was 44% lower than the revised budget.
On the other hand, the fixed costs of Amana Ltd include warehouse rental costs, full-time warehouse supervisor salary, and insurance expenses. Fixed warehouse rental costs decreased from £200,000 to £170,000 which was a good indicator. But insurance expenses were unchanged. Again, the full-time warehouse supervisor's salary decreased by £15,000 from £50,000 to £35,000 due to the salary cut of the employees during the lockdown period. Total fixed overhead costs were decreased by approximately 13%. Though the company cut the salary of full-time warehouse supervisor salary, it couldn’t decrease the wages of labourers in which the company made a mistake.
Total variable costs increased by 31.25% and Total fixed overhead costs decreased by 13% but the absolute amount of fixed costs were insignificant relative to the number of variable overhead costs which put a negative impact on the profitability of Amana Ltd. In 2020, the actual profit generated by Amana Ltd was £455,000where the profit should have been £1,010,000 according to the revised budget. So, the profit decreased by approximately 55% which badly impacted the performance of Amana Ltd. So, the ultimate profit of the company was not satisfactory during the year 2020.

[bookmark: _Toc69374872]iii) Recommendations to the CEO of Amana for Improvement
Through Amana Ltd has been continuing its souvenirs selling business for 40 years successfully, it couldn’t hold its performance as it did due to the lockdown during the Covid-19 pandemic. As the current performance of Amana is not satisfactory, as a manager recruited by the owner, Mr. Amana, I would recommend to the CEO to improve the following areas-
a. After the lockdown, the CEO of Amana Ltd can take necessary steps to increase the sales volume of souvenirs through taking different promotional activities like online marketing, newspapers, other social media, etc. Their target should be to utilize the 100% capacity. Because profitability becomes maximum when 100% capacity is utilized. Otherwise, there remains an opportunity cost that decreases the profitability.
b. The CEO can increase the prices of souvenirs by increasing the demand through different activities. Because if demand can be increased, travellers will be willing to purchase souvenirs at higher prices. Thus, the company will be able to run its business profitably.
c. The CEO can make contracts between the company and the suppliers of direct materials to prevent the price increase of the materials. The long-term contracts may help the company to increase the contribution margin by decreasing the costs of direct materials. Besides long-term relationships between the suppliers and the traders can be effective for the price stability
d. The CEO can negotiate with the labour union for the wages they are paid. If a permanent contract can be made between the company and the labour union, a sudden wage increase can be prevented.
e. The CEO can prepare a strategic plan for 1-year, 3-year and 5-year goals which will show the difference between the target and the actual performance of Amana Ltd. Thus, CEO will be able to easily determine the field where improvement should be made.
f. The CEO of Amana Ltd can determine the key 5 success factors for his business. Then he can monitor the factors periodically. Sales and expense controls could be 2 important factors out of 5 factors. Besides, unprofitable projects in the Brighton, Birmingham city centre, and Manchester city centre branches can be liquidated like
g. The CEO can conduct a customer satisfaction survey each year. Through honest feedback from the customers, it can be easily identified which products or services should be removed, improved, or changed.



[bookmark: _Toc69374873]Part-B
Amana Ltd is considering the following two alternatives to change its current business model.As a manager; I would suggest Amana Ltd own online shops. Reasons behind this decision are analysed below-
Project-A(Owning Online Shop)
Mr. Amana, the owner of Amana Ltd, has noticed that there is a huge increase of the competitors of the company selling online to the customers in the UK, Europe, and the USA. He has been thinking of closing the Brighton, Birmingham city centre and Manchester city centre branches to increase its business activities and transfer 50% of its sales online from the physical stores. Necessary information related to this project are-
a) Amana needs to spend £150,000 to set up a delivery network.
b) The company needs to bear the cost of upgrading the current website to handle the large volume of sales which is £50,000 because the previous website is not suitable for controlling the large volume of sales. It needs to be upgraded.
c) To maintain the website, a full-time IT programmer is needed. £35,000 of salary must be paid to the IT programmer annually.
d) To start an online business, Amana Ltd has researched the customers. The research shows that there would be guaranteed sales of 100,000 units annually.
Project-B (Selling on Amazon)
Besides Amana Ltd has another alternative of selling products directly on Amazon. Necessary information related to selling products directly on Amazon which needs to be considered while making decisions are-
a) To join with Amazon, Amana Ltd must provide a fulfilment fee which is £50,000.
b) There is a high level of competition between the other suppliers of Amazon and Amana Ltd. Though the existence of huge competition, Amana Ltd can ensure guaranteed sales of 65,000 units on Amazon annually. Besides, there is a potential for sales increase depending on the demands of souvenirs supplied by Amana Ltd.
c) But there is a lack of control over pricing and return policy.
To select the most suitable project, the NPV approach can be applied to evaluate the returns of these projects. A 10% discount rate will be applied to determine the NPV of the mutually exclusive projects. Though a volatile pricing condition has been mentioned in the second alternative, we will use £25 selling price per unit in both the two alternative projects. 
Now, the NPVs of the projects have been calculated in the following tables.
	Project- A (Owning Online Shop)

	Sales (units)
	       100,000 

	Salary of IT programmer annually (£)
	         35,000 

	Cost of Setting up the delivery network (£)
	       150,000 

	Cost of Upgrading Website (£)
	         50,000 

	PV of Sales amount (£)
	  25,000,000 

	PV of Salary of IT Programmer (£)
	       350,000 

	NPV of Project-A
	  24,450,000 


Table-3: NPV of Project-A (Owning Online Shop)
Using the above-mentioned information, the NPV of Project-A (Owning Online Shop) has been calculated. The NPV of this project is £24,450,000 which is positive. But before selecting this project, the NPV of another alternative must be calculated. 
The following table shows the NPV of Project-A (Selling on Amazon)
	Project-B

	Sales(units)
	         65,000 

	Fulfilment Fees(£)
	         50,000 

	PV of Sales amount (£)
	  16,250,000 

	NPV of Project-B
	  16,200,000 


Table-4: NPV of Project-B (Selling on Amazon)
Using the above-mentioned information, the NPV of Project-B (Selling on Amazon) has been calculated that is shown in Table-4. The NPV of this project is £16,200,000 which is positive. 
Though NPVs of both projects are positive, Project-A (Owning Online Shop) provides a higher NPV than Project-B (Selling on Amazon). So, taking Project-A (Owning Online Shop) will be profitable for Amana Ltd.
So, as a manager, I would suggest Amana Ltd go online because the NPV of this project is higher. Besides the guaranteed number of sales of project-B is lower than that of Project-A. Moreover, there is a lack of control over pricing in project (Selling on Amazon), and the return policy is not fixed showing much more uncertainty. Based on these different perspectives, Amana Ltd should go online by upgrading its website and taking other steps which will provide a larger NPV and higher certainty.

[bookmark: _Toc69374874]Conclusion
Amana Ltd is a family-owned tourist business located in England having several locations in tourists’ spots in Brighton, London Bridge, Westminster Bridge, Buckingham Palace, Birmingham city centre, and Manchester city centre. Amana Ltd sells souvenirs produced by a Chinese manufacturer which are designed by the Amana team and has been operating its business for 40 years. But its performance has been hampered due to the pandemic of Covid-19. To overcome the loss, the CEO of Amana Ltd can increase sales volume, selling prices by enhancing demand through promotional activities, make contracts between the company and the suppliers of direct materials to ensure price stability, negotiate with the labour union to prevent the labourers to demand more wages illogically, make a strategic plan for 1-year, 3-year, and 5-year goals, determine the key 5 factors for success and monitor them, etc. Besides, the company can go online partially rather than sell on Amazon to achieve more profit.
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