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[bookmark: _Toc69591860]Monthly control report showing original budget, flexed budget, and variances:
Amana Limited is in the business of tourism. The sales of the company have been impacted due to the spread of Corona virus; the tourists in the area have been reduced and not want to travel. The following table will give an idea about the profits earned by the company in contrast to the targeted performance in the particular time period (Malmi 2016). 
	Particulars
	Original Budget
	Flexed budget
	Actual

	Revenue
	2500000.00
	2000000.00
	1600000.00

	Less: - Variable cost
	 
	 
	 

	Raw Material
	250000.00
	200000.00
	280000.00

	Labor Cost
	400000.00
	320000.00
	440000.00

	Overhead Cost
	150000.00
	120000.00
	120000.00

	Contribution (Revenue - Variable Cost)
	1700000.00
	1360000.00
	760000.00

	Fixed overheads
	 
	 
	 

	Warehouse rental
	200000.00
	200000.00
	170000.00

	Insurance
	100000.00
	100000.00
	100000.00

	Salary of Fulltime warehouse supervisor
	50000.00
	50000.00
	35000.00

	Net Profits
	1350000.00
	1010000.00
	455000.00



Considering the table above, the position of sales as well as profits are not favorable to the company. The net Profits as per planned figures are $455000 in contrast to the targeted net profits of $1350000 and the profits as per actual sales are 1010000. Hence, net profits are lower by a percentage of 66 & 25. 
Variance Analysis not only depicts the difference between the Budgeted figures and the Actual Figures, but also depicts the reasons for the Variances and also suggests some measures for removing those differences (Shum 2019).  
	Particulars
	Original Budget
	Flexed budget
	Actual

	
	Quantity
	Rate per unit
	Amount
	Quantity
	Rate per unit
	Amount
	Quantity
	Rate per unit
	Amount

	Raw Material
	100000
	2.50
	250000
	80000
	2.50
	200000
	80000
	3.50
	280000

	Labor Cost
	100000
	4.00
	400000
	80000
	4.00
	320000
	80000
	5.50
	440000

	Overhead Cost
	100000
	1.50
	150000
	80000
	1.50
	120000
	80000
	1.50
	120000



	Particulars
	Formulas
	Workings
	Variance

	Material cost variance
	Standard Cost of Material – Actual Cost of Material
	200000-280000
	-80000

	 
	 
	 
	 

	Material usage variance
	(Standard Quantity – Actual Quantity) x Standard Price
	(80000-80000) *2.50
	0

	 
	 
	 
	 

	Material rate variance
	(Standard rate – Actual rate) x Actual Quantity
	(2.50-3.50) *80000 units
	80000

	 
	 
	 
	 

	Labor cost variance
	Standard Cost of Labor – Actual Cost of Labor
	320000-440000
	-120000

	 
	 
	 
	 

	Labor efficiency variance
	Standard Rate (Standard Time for Actual quantity – Actual Time)
	4*(80000-80000)
	0

	 
	 
	 
	 

	Labor rate variance
	Actual Time (Standard Rate – Actual Rate)
	80000 units*(4-5.5)
	-120000

	 
	 
	 
	 

	Variable overhead variance
	Actual costs − (Actual hours × standard rate)
	120000-(80000*1.50)
	0

	 
	 
	 
	 

	Variable overhead efficiency variance
	(Actual time − standard time) × Standard rate
	(80000-80000) *1.50
	0

	 
	 
	 
	 

	Fixed Overhead Total Variance
	Actual Fixed Overheads - (Actual Output x Fixed Overhead Absorption Rate)
	(170000+100000+35000) - (80000 * (1350000/100000))
	25000

	 
	 
	 
	 

	Fixed Overhead Expenditure Variance
	Actual Fixed Overheads – Budgeted Fixed Overheads
	(170000+100000+35000) -(200000+100000+50000)
	-45000

	 
	 
	 
	 

	Fixed Overhead Volume Variance
	(Actual Output x FOAR) - (Budgeted Output x FOAR)
	(80000*3.5) -(100000*3.5)
	70000

	 
	 
	 
	 

	Sales Value Variance
	(Actual Sales – Budgeted Sales)
	1600000-2000000
	-400000

	 
	 
	 
	 

	Sales price variance 
	(Actual price-standard price) *Actual quantity
	(20-25) *80000 units
	-400000

	 
	 
	 
	 

	Sales volume variance
	(Actual quantity-standard quantity) *Standard selling price per unit
	(80000-80000)25
	0



By having a view at the variances of the company, the highest variance is in the cost of Labor.  The rate of Labor has been increased from 4.00 to 5.50, giving variance of 1.50. The company has to incur extra cost of 120000 on 80000 units. Correspondingly the raw material prices have also increased, which reduce the profits by 80000. 
In respect of the Revenue, the number of units sold as per budgets and as per actual figures is not same. Also, the prices charged for providing services is lower in comparison to the Budgets. The profits of the company are highly impacted from the above points (Namitulina 2015). The decrease in the Revenue ultimately lowers the profits by 400000. This is negative for the company as the profits are lower which will not only impact the present plans but also the future plans of company. 
[bookmark: _Toc69591861]Amana’s performance during the year 2020:

The business of Amana’s Limited is highly impacted due to the Covid Pandemic as the Amana’s Limited business is based on the tourism and due to Corona, the visitors are decreased and there is nearly dropping of tourist’s activities and accordingly, during the period December 2020 to February 2021, there was a great decline in revenue that was tried to be covered by the entity in initial months of financial years. Although, variances analysis can help to critically evaluate the key improvement areas to keep the entity on track as per planned estimates and schedule. 
Variances analysis calculated differences in each area such as cost, profit and revenue between the actual and planned figures. The further sub variances helps to analyses in depth the reason for such total variances and accordingly, recommendation can be there for the management (Cardos 2014).
Main areas of variances identified are:
· Sales: Company has to face the poor performance in revenue collection that there is decline in revenue of amount pound 400000 in relations to estimated figures by the management. The variances shows that there is decrease in selling price of pound 5 per unit and total 80000 units are sold. 
· Fixed expenses: The estimated expense was for high volume of selling units but actual sale is low. Fixed overhead are actually incurred lower than the total budgeted expense so it can be stated there is no such negative variances but as per consumption  rate may be there is negative variance like fixed overhead volume variances.
· Variable cost: This is the cost that is directly related to the sale and basically forms the prime cost or cost of goods sold. The further classification can be there for material, overhead and labor. Material variances showing unfavorable situation of 80000 pound for the company due to high rate of procurement than planned standards (Thaten 2016). There is no such difference in overhead the consumption and procurement rate is same as planned. However, in case of labor there is highest variances that was of pound 120000 arise due to high procurement at a rate of pound 5.5 per unit which is greater than planned figures of pound 4 per unit. 
[bookmark: _Toc69591862]Possible causes for such variances:
The company is not able to achieve the planned estimated figures of revenue and profits. The revenue is far by pound 900000 from the decided values of pound 2500000. The profit was estimated for about pound 1350000 but only 33% of this can be achieved even the flexed budget has profit amount of pound 1010000 that was far by pound 550000 from the actual results.
	 
	Original Budget estimates
	Flexed budget estimates
	Actual result

	Sales/ revenue
	2500000.00
	2000000.00
	1600000.00

	Contribution amount
	1700000.00
	1360000.00
	760000.00

	Earnings
	1350000.00
	1010000.00
	455000.00





Thus, it can be seen as per above chart there is low profit volume in actual result since the revenue is at its lowest and difference between the sales and contribution is highest in actual results. 

Costing factors:
	 
	Original Budget estimates
	Flexed budget estimates
	Actual result

	Material cost
	250000.00
	200000.00
	280000.00

	Labor cost
	400000.00
	320000.00
	440000.00

	Overhead cost
	150000.00
	120000.00
	120000.00





It is shown in table that material cost is at the top between actual, flexed and actual results. Besides, low revenue units sale still material cost is highest in actual results. The same was happened with the labour cost as well that was highest in actual result. However, company has tried to keep its variable overhead at least low to established standards. 

[bookmark: _Toc69591863]Recommendations to Amana’s CEO on areas of improvement:

Total variances can be seen in department of procurement and orders since there is no such inefficiency can be seen in terms of high volume consumption of raw material or high labor working hours etc. Thus, procurement team cans b help of responsible for entire variances. Further, the selling and marketing department has also played equal role in reducing the profits due to low sale price of products along with the low volume of profit. Thus, price and rate factors are more important factors for company here instead of production efficiency, wastage in production etc. 
Recommendation can be:
· Long term material & labor contracts: Company must bring into the policies related fixing rate of procurement of raw material and labor etc. for at least fixed quantity procurement. It will help the entity to improve the procurement rate since it will reduce the fluctuation in procurement rate. Company can also provide incentives to procurement department for increased efficiency in procurement which may improve the rates and negotiation with the suppliers (Aho 2016). Marketing department also need to suggest good fair price that can provide the accurate budget at initial stage and further, marketing department need to work on new sales policies to attract more customers. 
· Diversification in area of operation: The sale reduction can be there due to situation of Covid pandemic and lockdown impact. Since the entity is directly associated with the products and services which are consumed in tourists activities only. To avoid such reduction in revenue entity must tried for diversification in its operation area since more diversification can reduce the risk of low revenue in one unit and it might be covered up with the high revenue in next unit. Although it is quite difficult for the company to bring diversity in operation but this is the requirement for facing the negative impacts of Covid situation on revenue. 

Hence, it can summarized that entire negative variances can be defined as poor performance of marketing and procurement departments. 

[bookmark: _Toc69591864]Part B: 
Analysis of Mr. Amana’s decision:
Amana want to expand his business and also option of diversification and expansion through the online e trading is considered by the Amana by seeing other competitors presented in the industry. Thus, Amana has to evaluate the possible alternative for such expansion where company is having choice of either to open own online store or to franchise with the Amazon. More suitable option will be one with the high contribution and low investment. 
Before considering any option for finalization, company has to face the loss of contribution of about 505 due to closed unit of the Brighton, Birmingham city centre and Manchester city centre branches. The company still has to incur the same fixed cost as earlier since the two new proposals won’t make any difference for decided fixed cost (Xavier 2017). The budgets figures will be considered for evaluating the two proposals since actual results are arise in extra ordinary situation of Covid and external factors of business. 
[bookmark: _Toc69591865]Alternative first:
Sale online in through owned stores:
	Details
	Calculation
	Amount

	Loss of contribution annual basis
	1700000*50%
	-850000

	Contribution benefits each year for Amana
	17*100000
	1700000

	IT programmer employee cost
	 
	-350000

	Net Benefit for the Amana
	 
	815000



	Details
	Amount

	Initial investment for setting up delivery network
	150000

	initial investment for upgrading current website to handle large volume of sales
	50000

	Total initial investment
	200000



Thus, it can be seen that there is total benefits of pound 815000 per annum from the online sales through owned store however there is initial investment cost of about pound 200000. 
Working note:
Amana has to give up the 50% of his contribution already made from different location thus it will be the opportunity cost for new start-up. There is additional profit of contribution from online store of 100000 units possible with the expenditure of salary of IT person. No addition is there in any other expenses other than initial cost of investment (Glushko 2017).
[bookmark: _Toc69591866]Alternative second:
Venture through Amazon fir online sales:
	Benefits
	Calculation
	Amount

	Loss of contribution on annual basis
	1700000*50%
	-850000

	Benefit of contribution per annum
	17*65000
	1105000

	Net benefits from Amazon sales
	 
	255000


Total initial cost of investment will be pound 50000 to be paid to Amazon as fulfillment fees.
Working note:
For expansion company has to give up its 50% contribution that will be the opportunity cost for new start-up. The selling units will be about 65000 under online sales through Amazon. 
Hence, there is low initial cost of pound 150000 in case of second alternative that was sales through Amazon since cost of investment in owner stores will be of pound 200000 and in case of operations through Amazing will cost of fulfillment fees of pound 50000. 
However, there is comparatively very much high contribution potential in owner online store since it will generate about pound 815000 whereas through Amazon it will be only 255000. Thus, the high cost of investment can be covered by the Amana in only 5 to 6 months of operations through owned online stores (Quattrone 2016). 
[bookmark: _Toc69591867]Comparison and best option:
Before finalizing the any option, the other factors must also be getting considered since only financial factors should not be the base for any conclusion. The non-financial factors such as ownership, competition, control and flexibility are some of factors can be there for Amana. 
In case of sale through the Amazon venture, there won’t be any control for returning policies and pricing of products by the Amana. Further, Amana can create his own image and reputation in market by trading under its own stores since already there is guarantee of 100000 units sales in owned stores as compared to guaranteed sales of 65000 units in Amazon. By selling through the online stores, the company will be having the better control over the price, sale & return policy as well as deciding the launch & promotion of the company’s product (Suomala 2018). Also, this will help in developing brand loyalty in customer as there will be interaction with the company instead of third party like Amazon of the customer. 
Hence, it can be stated that Amana must need to choose the first option of expansion through online store instead of using the Amazon offer. Option 1 will be better in terms of financial and non-financial factors. 
[bookmark: _Toc69591868]Conclusion:
It can be stated that complete has reflected the complete turnaround strategy of Amana business. Amana business has been seen through the lowest financial performance and then rises to favorable future situation by deriving the potential of expansion through possible means of online sales. The Financial performance of Amana has been evaluated through the help of management accounting tools basically the variance analysis that reflected the area of improvement and genuine reason for under achievement of financial objectives. After that it was identified that how company can find its track and pace back and thus, option of on lines sales has been derived. The different expansion option has been evaluated further to choose best one in terms of financial and non-financial scenarios. After forming proper analysis, the opting 1 of on lines sales through owner store of Amana can be finalized by the management due to high contribution volume on per annum basis and high control over the business policies that would be retained by the Amana. 
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