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[bookmark: _Toc124776344]PART A
[bookmark: _Toc124776345]1.1 Introduction
A budget is a formal document that estimates future income and expenses based on the goals and objectives of the company. Budgeting helps plan, coordinate and control the company’s activities. Financial managers prepare and analyze budgets to improve the entity's financial situation (Rhode and Garrison, 2019). This section will prepare the monthly control report of Amana Ltd using the estimated values of the production variables; the monthly control report will be analyzed to check for different causes of variances during the period and ways to mitigate these variances in the future. The types of budgets that will be discussed are. 
· Original budget
· Actual budget 
· flexed budget. 
 An original budget also known as a fixed budget shows the forecasted level of production and cost, the budget does not adjust for variation in the level of activity. On the other hand, a flexed budget adjusts for the variation in the production level, this budget uses the actual production level and the original budget cost to estimate the profit expected (Bogsnes, 2016, p.63). 
[bookmark: _Toc124776346]Table 1.1: Monthly Control Report
The table shows the monthly original budget, flexed budget, Actual budget, and the variances of Amana Ltd during the 2020 financial year. The variances are represented by A, F and N where A indicated an adverse variance, F is a favourable variance and N shows that there was no variance. When the difference results from different fits in the firm the variance is referred to as deferred when the difference between the budgets would result in a higher profit level the variation is called favourable (Miller, 2018).

	£
	Cost per Unit
	Original budget
	Flexed Budget
	Actual
	Variance

	Units
	 
	100,000
	80,000
	80,000
	                           0
	(N) 

	Sales (£ 25)
	25
	2,500,000
	2,000,000
	1,600,000
	400,000
	(A)

	Variable cost:
	 
	 
	 
	 
	 
	 

	Material (£2.5)
	2.5
	250,000
	200,000
	280,000
	80,000
	(A)

	Labour (£4)
	4
	400,000
	320,000
	440,000
	120,000
	(A)

	Overhead (£ 1.5)
	1.5
	150,000
	120,000
	120,000
	0
	 (N)

	Contribution
	17
	1,700,000
	1,360,000
	760,000
	600,000
	(A)

	Fixed Overhead:
	 
	 
	 
	 
	 
	 

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

	Insurance
	100,000
	100,000
	100,000
	100,000
	0
	 (N)

	Warehouse supervisor salary
	50,000
	50,000
	50,000
	35,000
	15,000
	(F)

	Total Fixed Overhead cost
	 
	350,000
	350,000
	305,000
	45,000
	(F)

	Profit
	 
	1,350,000
	1,010,000
	455,000
	555,000
	(A)



The values in the original budget column are calculated as follows:
 Sales = unit selling price × units sold
          = £25×100,000
           =£2,500,000
Material cost = unit cost of material × units produced/sold
                        = £2.5 × 100,000
                         = £250,000
Labour cost = unit cost of material × units produced/sold
                    =£4 × 100,000
                    =£ 400,000
Overhead cost = unit cost of overhead × units produced/sold
                            =£1.5 × 100,000
                               =£ 150,000
Contribution = contribution per unit × units sold
                    =£17 × 100,000
                    =£ 1,700,000
Total fixed overhead cost = £ 200,000 + £ 100,000 + £ 50,000
                                         = £ 350,000
Profit = Contribution – Total fixed overhead cost
          =£ 1,700,000 - £ 350,000
  Profit = £1,350,000
 The values in the flexed budget column are calculated as follows:
Sales = unit selling price × units sold
          = £25×80,000
           =£2,000,000
Material cost = unit cost of material × units produced/sold
                        = £2.5 × 80,000
                         = £200,000
Labour cost = unit cost of material × units produced/sold
                    =£4 × 80,000
                    =£ 320,000
Overhead cost = unit cost of overhead × units produced/sold
                            =£1.5 × 80,000
                               =£ 120,000
Contribution = contribution per unit × units sold
                    =£17 × 80,000
                    =£ 1,360,000
Total fixed overhead cost = £ 200,000 + £ 100,000 + £ 50,000
                                         = £ 350,000
Profit = Contribution – Total fixed overhead cost
          =£ 1,360,000 - £ 350,000
  Profit = £1,010,000
 
[bookmark: _Toc124776347]1.2 Performance of Amana Ltd.
The performance of Amana Ltd is examined using the variance between the three types of budgets calculated in table 1.1.
[bookmark: _Toc124776348]1.2.1 Original budget and Flexed budget
According to the results in table 1.1, Amana limited is underperforming, the company budgeted 100,000 units of sale but only managed to sell 80,000 units creating an adverse variance of 20,000 units. The actual budget of 100,000 resulted in a sales value of £2,500,0the 00, a material cost of £250,000, a labour cost of £ 400,000, an overhead cost of £150,000 which results in a total variable cost of £ 800,000 and a contribution value of £1,700,000. On the other hand; with the actual sales at 80,000 reduced cost as a result of this variance in production level, the flexed budget is adjusted with the selling units of 80,000 giving a sale value of £ 2,000,000, Matthew’s real cost of £200,000, the labour cost of £ 320,000, the overhead cost of £120,000 which results to a total variable cost of £ 640,000, the value of the total variable cost in the flexed budget is £160,000 lower than the original budget. The variance between the original and the flexed budget for the cost variable is favourable since the lower sales unit results in an owner cost of production. There is no variance between the fixed cost of the original budget and that of the flexed budget since fixed costs are costs that are not affected by the level of production (Miller, 2018) The variance of the profits is £340,000 adverse, which means that when the cost of all variables is constant, it is less profitable to produce 80,000 units compared to 100,000 units. The reduction in the cost incurred in the production of 80,000 is less than the revenue foregone in the selling of 100,000 units.
[bookmark: _Toc124776349]1.2.2 Actual budget and Flexed Budget
The actual budget and the flexed budget use the value of the sold units during the period of 80,000, hence the variance between the two budgets arises due to changes in the selling price or the initial cost of variables used in production.
The actual sales were £1,600,000 compared to the flexed budget sales of £2,000,000, since the units sold are equal, it means that the selling price of the product was reduced from £25. The actual selling price is given by dicing the sales revenue by the units sold giving a value of £20. This change is adverse because it has resulted in a reduction of the firm’s revenue by £400,000.
Similarly, at a production level of 80,000 units the actual material cost is £280,000 against the flexed budget material cost value of £200,000 this means the cost per unit of material increased from £2.5 as forecasted in the original budget. The actual material cost is calculated by dividing the total material cost by the total units sold giving a value of £3.5, since the material cost is an expense to the company, an increase in the cost results to lower profits hence the variation is adverse. The original budget estimates a labour cost per unit of £4 resting at £320,000 total labour cost of producing 80,000 units however, the actual cost was found to be £440,000 more than the estimate this shows that the labour cost per unit increased hence an adverse variation. The overhead cost per unit remained as estimated at £1.50 per unit resulting in no variation between the flexed and the actual budget. The resulting change in the contribution is £600,000 adverse.
From table 1.1 there was a favourable variation in the fixed cost of production, fixed cost was not expected to change with the level of activity however; 80,000 units reduced the warehouse rental cost by £30,000 and the warehouse supervisor’s salary by £15,000 this is as a result of dismissing some employees as some roles in the company were not considered useful during the pandemic. The overall profitability of the company has underperformed.
[bookmark: _Toc124776350]1.3 Recommendations
Amana Ltd must increase its units of sale to improve its profitability (Miller, 2018). Increasing the units of sale will create economies of scale that will result in lower costs of production (Rhode and Garrison, 2019). The strategy of reducing the selling price to increase revenue failed since the decrease in sales is not significant enough to attract new customers. The selling price determines the quantity sold following the low demand and supply, The company reduced the selling price to £20, however, the units sold did not increase therefore the company should revise the selling price upwards to increase its profitability in the future.
It was also noted the purchase cost of the material increased during the period; material cost is a significant part of the cost structure therefore entities should always seek to minimize material cost. Amana limited should find other suppliers that are cheaper than their current supplier but also with a good reputation to maintain the quality of their products at a cheaper cost (Bogsnes, 2016).
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[bookmark: _Toc124776352]Introduction
Mr Amana’s decision to move 50% of its business activities from physical stores to selling online is a good strategy for the business. Brighton, Birmingham City Centre, and Manchester City Centre branches of the company are not so profitable since they only serve a limited section of the company’s target market. Although Amana Limited could enjoy a greater loyalty base and great customer service through the presence of the physical stores, reaching new customers is difficult and costly since maintaining the physical store attracts rental fees and maintenance costs (Hansen et al., 2021). Online shopping gained its popularity in 2020 due to the effects of Covid-19, Mr. Amana should take advantage of this platform, by selling half of its forecasted sales online, Amana Limited can reach customers in different countries such as UK, Europe and USA. This move will increase its market and customer base which will be reflected by the high value of monthly sales. Also maintaining the 50% physical stores will ensure the company maintains its domestic customer loyalty and great customer service and education to its customers.
Amana Limited has two alternatives through which it can sell its products online:
· Option A: Set up its online shop
· Option B: Sell its product directly on Amazon
[bookmark: _Toc124776353]Option A: Setting up an online shop
As discussed below, setting up an online shop has its advantages and disadvantages.		
[bookmark: _Toc124776354]Advantages of setting up a Company’s Online store
The following are some of the benefits of selling on the company’s online store.
· Creating a brand awareness
Amana’s website will help create the credibility of its brand. It builds trust with the customers and makes them feel undoubtful buying the products. Also, selling through the company’s website ensures a direct relationship between the consumer and the company, the consumer can raise complaints directly and the company can communicate directly with its consumers and provide a better consumer experience.
· Less Competition
Selling the products through the company’s website ensures the customers have only access to the company’s product, therefore, reducing competition. This ensures that the company does not lose sales to companies selling the same product at a cheaper price.
· No listing fees
By selling products through the company’s website, listing fees are avoided which is an extra selling fee incurred for using the software
· Full control over the user experience
Having your online store gives the company full control over the look of the site, the company can design on things that it can attract specifically its target market and not online shoppers in general thus increasing the company’s profitability.
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· Setting up an online store is more costly
The cost expected to be incurred if the company opts to set up an online store is as follows:
	Cost Element
	Amount

	Setting up delivery work
	£ 150,000

	Upgrading the current website 
	£ 50,000

	Salary for IT programmer
	£ 35,000

	 
	 

	Total Additional cost
	£235,000


The cost is way higher compared to selling the product directly through Amazon which only cost an extra £50,000
· Lack of Customers in the initial days
When starting the online store, the company may lack customers in the initial days and may take some time before customers get to know the online store.
· High cost of Advertisement
The company will have to incur high advertisement costs to create awareness in the market and ensure that the online stores generate revenues.
[bookmark: _Toc124776356]Option B: Sell its product directly on Amazon
Amazon is a leading online retailer; it dominates the E-commerce market due to its numerous competitive advantages.  The company is large in size making it possible to charge significantly low prices compared to its competitors, which customers find attractive. Amazon connects buyers to sellers through the online platform (Irani, 2015, p. 225-234)  
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· Easy access to customers 
Amazon has created is a popular brand with over 197 million users, the online platform creates an opportunity to reach new customers quicker that setting up the company’s online store Smith, (Brent, and Greg Linden,2017, p.12-18)
· Low storage cost
Amazon takes the responsibility of packaging, storing, and delivering the product to the customers at a small fee hence no need for a warehouse.
· International reach
Through Amazon, the Company can sell its products globally since Amazon is internally recognized and products can be delivered to every part of the world (Zhu et al., 2018, p. 2618-2642)
[bookmark: _Toc124776358]The disadvantage of selling on Amazon
· Stiff competition
Amazon Online platform has over 6 million online sellers, different companies sell their products through this platform, therefore customers are provided with a variety of products and can choose which one best fits their price and taste. Products with cheaper prices may check out other products in the market. Therefore, need to create competitive products in form of quality to improve its online reviews to attract more customers.
· High Listing fees and low low-pro profit gains on charging a listing fee of 8% to 15% of each sale, with this fee the profit margin of the company is expected to be low.
[bookmark: _Toc124776359]Conclusion
Deciding on where to sell the products will be determined by the amount of money the company is willing to invest, selling on the company’s online platform requires a high start-up cost, while using Amazon the cost to the business is high in the long run as resume lot of the reduction in profit margin. Amana Limited should weigh the advantages and disadvantages of both options and decide on which one is manageable both in the short run and long run. In my opinion, the company should begin by selling its products through Amazon and attract many customers then later shift to its platform as the brand become more popular.
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