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Part A
i. 
	 
	Original Budget (£)
	Flexible Budget (£)
	Actual (£)
	Variances
	F/U

	Units
	100,000 
	80,000 
	80,000 
	 
	 

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

	Variable Costs:
	 
	 
	 
	 
	 

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

	Labour
	400,000 
	320,000 
	440,000 
	120,000
	U

	Overhead
	150,000 
	120,000 
	120,000 
	            -   
	 

	Contribution
	1,700,000 
	1,360,000 
	1,160,000 
	200,000
	U

	Fixed Overheads:
	 
	 
	 
	 
	 

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

	Insurance
	100,000 
	100,000 
	100,000 
	0
	N

	Supervisor’s salary
	50,000 
	50,000 
	35,000 
	15,000
	F

	Net Income
	1,350,000 
	1,010,000 
	855,000 
	155,000
	U



ii. 
The monthly control report provided above shows the original budget of Amana Ltd along with the flexible budget and variances. The root cause of the problems being faced by Amana Ltd is the decline in sales volume. The company’s management is well aware of the dynamic nature of the tourism industry in England because the company’s been in operations for more than 40 years. The recent outbreak of the Covid-19 pandemic further intensified the problems as the tourism sector got worse affected due to the restrictions imposed by the Government. Especially during April 2020, the company’s revenues were badly hit as the tourist could not have traveled due to the Easter holiday, whereas the sales increased in summer 2020. Moreover, the prolonged lockdown situation developed between December 2020, and February 2021 affected the retained earnings of the company that were piled up in the summer. Moreover, in the past company has been selling its products through its stores only and the company’s website had been used as a marketing channel only. 
Amana Ltd’s performance has not reached the budgeted level as due to the COVID-19 situations company’s sales have declined and the company has been able to sell only 80,000 units of the souvenirs instead of the budgeted quantity of 100,000 units. For such situations in businesses management accounting provides effective tools for the management of the company for assessing the potential underlying causes of the differences between budgeted and actual results. Variance analysis is one of the most important management accounting tools employed for budgeting and controlling procedures in a company. The total sales variance indicates the distinction between the actual and budgeted revenues for the period under consideration, and the total sales variance is comprised of two major parts i.e., sales price variance and sales volume variance (Anon, 2021). Moreover, the sales volume can be analyzed from sales volume and sales mix variance perspectives. In the case of, Amana Ltd. the actual sales volume has been only 80,000 units whereas, the budgeted sales were 100,000 units and in this way, a sales quantity variance of £500,000 from the originally budgeted level can be observed.
In the case of materials used in the production of 80,000 units, the company incurred expenses of £280,000 while according to the flexible budget it should have been only £200,000. So, an unfavorable material price variance of £80,000 could  be observed since the company incurred more expenses in respect of materials as compared to the budgeted costs. The material price variance is calculated by substracting the standard price from the actual price and multiplying it by the actual sales volume (Bragg, 2021), and it is concerned only with the prices of material acquisitions.  
Next from the monthly cost report, it can be observed that an unfavorable direct labor variance of £120,000 has been observed. According to the flexible budget the company should have incurred labour costs of £320,000 while it incurred £440,000 in respect of the direct labour costs. The cause of the unfavorable labor variance could be either the company paid higher wage rates or the labor took more hours (Boyd, et al., 2021). In the same way, as the material price variance, the labor variances can be calculated using a formula or a diagram to calculate the direct labor variances.
The next consideration is the variable overheads, and the budgeted overhead rate was £1.50 per unit, and as evident from the control report the actual overhead rate has been also £1.50 per unit and there has been no variance recorded in the case of variable overheads. The variable overhead variances are separated into variable overhead efficiency and variable overhead rate variances. The variable overhead efficiency variance refers to the difference between the estimated and actual costs to produce a product (CFI, 2021). Whereas, the variable overhead spending variance refers to the actual and budgeted amount of variable overhead expenses incurred the variable overhead efficiency variance may arise from variations in production efficiency, Whereas, with the fluctuations in the production units the variable overhead spending variance is more in tandem.
In the case of the contribution margin, that is determined by deducting variable expenses from the sales revenues of the company (Boyte-White, 2021). As evident from the control report at 80,000 units sales the budgeted contribution should have been £1,360,000 while the company only generated a contribution margin of £1,160,000 or in other words the contribution has turned out to be £200,000 unfavorable.
Fixed costs act the same in a adaptable budget as they do in a stagnant, or static, budget since they do not alter over time in issue. This comprises standard fixed expenditures like amortization, rent, insurance, and staff members. Management must examine and select which costs are fixed or variable, how much is fixed, and how much is variable – for each class or subclass – in a flexible budget (Wright, 2021). As a result, flexible budgets provide more comprehensive data on individual fixed expenses and the discrepancies between budget and reality.
In the case of Amana Ltd., the warehouse rental was budgeted to be £200,000 while it remained at £170,000 during the period under consideration. Moreover, the warehouse rental could not have been fluctuated with the changes in sales volume but perhaps due to the COVID-19 pandemic the warehouse rental has turned out to be £30,000 favorable. Whereas, in the case of insurance the actual expense of £100,000 has been the same as the budgeted expense of £100,000 and there has been no variance in it. Lastly, the warehouse’s supervisor’s salary was budgeted to be £50,000 while the actual salary paid to the supervisor has only been £35,000 and it turned out to be £15,000 favorable for the company. The total fixed overhead variance has been £45,000 favorable for the company. Whereas, the total variable costs variance has been £200,000 unfavorable thus the overall variance for the company for the period under consideration has been £155,000 unfavorable.
iii. 
Basically, the problem being faced by Amana Ltd. is that its sales volume has been affected by the COVID-19 pandemic’s severe impact on the tourism industry, and it has led to a decrease in revenues and an increase in some costs being incurred by the company. First of all, Amana Ltd. needs to work to increase its sales volume that will increase the sales revenue generated by the company. If the material costs and labour costs have increased then it is good to revise the budgets by increasing the sales prices as well.
As the material variance has turned out to be unfavorable so, despite the actual sales volume being lower than the actual sales volume so, an unfavorable sales quantity variance has been observed. In the same way, the labour cost variance has also been unfavorable due to the labour costs being higher than the projected costs despite the actual sales volume being lower than the actual sales volume. Whereas, the company’s variable overheads have been the same as the budgeted sales volume for the year. 
As far as the fixed expenses are concerned, the company has been able to efficiently manage those expenses regardless of their being fixed. The actual warehouse rental was lower than the actual rental and the insurance expenses have been the same as the budgeted insurance expense of £100,000. Whereas, Amana Ltd. paid £15,000 less to the full-time warehouse supervisor than the budgeted salary of £50,000. The overall variable costs have been unfavorable whereas the overall fixed costs have been favorable for the company. 
Often, discrepancies arise in data accuracy that leads to flaws in the budgets, or at instances that variances can be the results of something that is more complex such as the prices or volume that is varying from the budgeted figures. It is recommended to Amana that for creating budgets that can align these variances, an understanding of how the budget is being impacted has to be developed. In this way, the root cause of the variances will be identified and variance analysis can be developed, and if there has been a variance trend from the past there is no need for action (Holtzman, 2021). Moreover, if the variances are much larger than the expectations, then the budgets should be adjusted to reflect realistic results, the prices of the product sold should be revised to cater for the higher costs of material and labor. In addition to that, Amana can engage in marketing activities that will boost the sales of its products, and most importantly any wastage of resources should be eliminated to ensure efficient and effective operations. Variance analysis may become a vital component of Amana's activities by identifying anomalies and taking rapid response. Using the budget variance analysis to implement necessary steps can help it reach informed business judgments and save a lot of organizational resources.
Part B
Mr. Amana's choice to shift 50 percent of their revenues from the physical to the internet channel is a wise one. His firm's locations in Brighton, Birmingham city center, and Manchester city center would only have been capable of serving a restricted region of the population. While the existence of these locations may increase Amana Souvenirs' strong brand loyalty, the possibility to reach additional consumer populations is limited, and the related costs with physical stores are considerable. Amana Products has the potential to massively expand its trends and consumer base by channeling half of its expected sales across a marketing company that includes England, Europe, and the United States. Simultaneously, it may plan to try to stance its surviving offline locations to better serve its national consumer base and devotees.
Mr. Amana has two alternatives when it comes to selecting an internet sales platform. While establishing a specialized eCommerce site assures yearly sales of 100,000 units, it comes with a hefty startup cost of £200,000 and a yearly repeating cost of £35,000. Looking to sell via Amazon, on the other hand, would incur a yearly ongoing cost of £50,000 while ensuring yearly sales of 65,000 pieces.
With the exception of the investing choice based on the aforementioned data, Mr. Amana will need to consider the company's present exposure in England, Europe, and the United States, as well as the marketing costs that would be required to boost product recognition in these countries. Because it only operated through conventional storefronts in a few areas in the UK, brand recognition is confined to sections of (if not the full) England.
Considering all of the aforementioned variables, Mr. Amana should explore selling through Amazon initially, for at least 1-2 years. While it is expected to encounter stiff rivalry in this vendor sector, it will give Mr. Amana valuable input on the degree of acceptability of the items in the targeted markets, allowing him to tailor marketing strategies to boost consumer recognition and devotion in the long term.
Mr. Amana might consider converting to a specialized online marketplace for Amana's products after considerably growing the company's brand recognition in the particular segment over an initial couple of years. By online selling the company will have many advantages and will be exposed the many risks, discussed as follows:
Online commerce is rapidly expanding, with internet sales currently contributing to roughly another of the overall retailing sector. Businesses who disregard online selling may see their business suffer as people seek to purchase things online (Amazon.in, 2021). Nevertheless, before selecting to choose whether or not the online marketing world, the company must seriously reconsider and analyze all of the benefits and drawbacks, supported by thorough research and analysis. The major benefits of selling through online channels will provide market accessibility very simply. In many respects, enterprises' accessibility to the marketplace has certainly not really been easier. Online stores like eBay and Amazon empower anyone to put up a fundamental internet-based shop and sell things in moments (Business, 2019). Consider selling on internet platforms. Internet marketing may eradicate the need for expensive store space and client-facing personnel, enabling the company to participate in improved brand awareness and customer service on the company's eCommerce site.
Apart from all these, there is a strong possibility for quick business growth. Because of the web, traditional obstacles to retail progress, such as realizing and buying heavy objects, are no longer important. The company may react and enhance developing sales with a smart digital marketing strategy and a plan to scale up order completion processes (Anon, 2021). Selling via eCommerce will expand the firm's market and export capabilities. One significant benefit over traditional brick-and-mortar stores is the potential to rapidly grow the market outside local clients. Amana might realize that there is a large market for its goods in other nations, which it may meet by important areas, presenting its webpage in a second or foreign language, or even collaborating with a foreign firm. The capacity to target new consumers using internet marketing techniques and website advanced analytics to get an understanding of the demands of the company's products.
The disadvantages of selling through online channels have different disadvantages. The expenditures of creating, developing, implementing, hosting, protecting, and operating quality e-commerce online are not inexpensive, especially if the firm anticipates high and rising sales and profits. Even if the firm does not spend for customer service representative facilities, it must include the expenses of the physical environment for customer orders, storage items, handling cancellations, and employees for these functions (Ferreira, 2019). The rise of the cyberspace retail business has irked the interest of cybercriminal influences. Amana's credibility might be irreparably damaged if it does not spend on cutting-edge protection tools to protect its website and payment operations.
Next, with eCommerce and the legislation may be challenging, and it will need to be cognizant of and get ready for, the enhanced buyer privileges that come with electronic shopping. While web marketing may be a very successful technique of attracting the proper clients to a firm and its products, it requires a sizable expense (Nxyone, 2017). This is particularly true if Amana is operating in a competitive area or for highly searched phrases. Forming a dependable brand name may be difficult, particularly without a genuine firm with a proven track record and face-to-face communication between customers and salespeople. As part of its online offering, the corporation will need to examine the expenses of establishing a solid customer support infrastructure.
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