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Executive Summary 
The budget is an integrated part of effective operations management and making effective business decisions. The aim of conducting this study is to conduct a budgetary analysis based on the information provided by Amana Ltd. This research has shown the original budget, flexed budget and variance analysis. Based on the detailed budgetary analysis, the performance of Amana Ltd has been stated in details. Apart from that, the research has made a detailed recommendation to the CEO of Amana Ltd to improve its financial performance. The second part of the report is concerned with the selection of a good investment option to expand its business in the online platform. It has been advised to set up its own website as it will be beneficial for the organization in making high profit. 
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[bookmark: _xq70orbqj1bu][bookmark: _Toc71110159](i) Preparation of the monthly control report
Original budget 
Budget practice plays an essential role in the business to observe current business performance. It is the main reason for Amana Ltd to conduct a cost breakdown of their products and services. As opined by Yatsenko and Kudriavets (2019), budget is part of effective business strategy and a useful tool for business process management. Table 1, of the report, is representing the original budget which has been formed based on the consideration of variable expenses and fixed expenses. As per the original budget, Amana Ltd should have made £13,50,000 of average monthly profit between December 2020 to February 2021. 
	 
	 Original (£) 
	 Original (P.U.) 

	Sales Revenue
	     25,00,000 
	                    25 

	Variable costs:
	 
	 

	Materials
	       2,50,000 
	                      3 

	Labour
	       4,00,000 
	                      4 

	Overhead
	       1,50,000 
	                      2 

	Total Variable Cost
	       8,00,000 
	                      8 

	Contribution
	     17,00,000 
	                    17 

	Fixed overheads:
	 
	 

	Warehouse rental
	       2,00,000 
	                      2 

	Insurance
	       1,00,000 
	                      1 

	Fulltime warehouse supervisor salary
	          50,000 
	                      1 

	Total Fixed Cost
	       3,50,000 
	                      4 

	Profit
	     13,50,000 
	                    14 


Table 1: Original Budget 
(Source: Created by the learner in MS Excel)
Flexed budget 
Budget preparation should be conducted in a way so that the budget can be altered according to the changes in actual business circumstances. Based on the analysis of the case study it has been noticed that the actual average monthly revenue units during the pandemic situation were 80,000 while the original budgeted revenue units were 100,000. According to Wiratama (2019), the feasibility analysis of a budget is a crucial part of the development of the budget. Hence, the flexed budget has been formed based on the consideration of 80,000 units of sales revenue instead of 100,000 estimated revenue. It can be observed from table 2, that the profit as per flexed budget should have been £10,10,000.
	 
	 Flexed budget (£) 
	 Flexed budget (P.U.) 

	Sales Revenue
	     20,00,000 
	                    25 

	Variable costs:
	 
	 

	Materials
	       2,00,000 
	                      3 

	Labour
	       3,20,000 
	                      4 

	Overhead
	       1,20,000 
	                      2 

	Total Variable Cost
	       6,40,000 
	                      8 

	Contribution
	     13,60,000 
	                    17 

	Fixed overheads:
	 
	 

	Warehouse rental
	       2,00,000 
	                      3 

	Insurance
	       1,00,000 
	                      1 

	Fulltime warehouse supervisor salary
	          50,000 
	                      1 

	Total Fixed Cost
	       3,50,000 
	                      4 

	Profit
	     10,10,000 
	                    13 


Table 2: Flexed Budget 
(Source: Created by the learner in MS Excel)
Variance analysis 
The variance between the estimated budget and actual outcome is the main factor that helps an organization to make effective and reliable decisions. As per the view of Morlidge (2017), operating cost management is possible effectively if an organization is able to evaluate excess cost that appears in the business. Table 3 of this report is indicating the variance in the budget between the original and actual budget. On the other hand, table 4 has represented a detailed variance analysis between flexed budget and the actual budget of Amana Ltd. 
	 
	 Original (£) 
	 Actual (£) 
	 Variance (£) 
	Variance (%)
	Adverse or Favourable

	Sales Revenue
	     25,00,000 
	        16,00,000 
	      -9,00,000 
	-36.00%
	Adverse

	Variable costs:
	 
	 
	 
	 
	 

	Materials
	       2,50,000 
	          2,80,000 
	           30,000 
	12.00%
	Adverse

	Labour
	       4,00,000 
	          4,40,000 
	           40,000 
	10.00%
	Adverse

	Overhead
	       1,50,000 
	          1,20,000 
	         -30,000 
	-20.00%
	Favourable

	Total Variable Cost
	       8,00,000 
	          8,40,000 
	           40,000 
	5.00%
	Adverse

	Contribution
	     17,00,000 
	          7,60,000 
	      -9,40,000 
	-55.29%
	Adverse

	Fixed overheads:
	 
	 
	 
	 
	 

	Warehouse rental
	       2,00,000 
	          1,70,000 
	         -30,000 
	-15.00%
	Favourable

	Insurance
	       1,00,000 
	          1,00,000 
	                  -   
	0.00%
	None

	Fulltime warehouse supervisor salary
	          50,000 
	             35,000 
	         -15,000 
	-30.00%
	Favourable

	Total Fixed Cost
	       3,50,000 
	          3,05,000 
	         -45,000 
	-12.86%
	Favourable

	Profit
	     13,50,000 
	          4,55,000 
	      -8,95,000 
	-66.30%
	Adverse


Table 3: Variance between original and actual 
(Source: Created by the learner in MS Excel)
	 
	 Flexed budget (£) 
	 Actual (£) 
	 Variance (£) 
	Variance (%)
	Adverse or Favourable

	Sales Revenue
	     20,00,000 
	        16,00,000 
	      -4,00,000 
	-20.00%
	Adverse

	Variable costs:
	                  -   
	                     -   
	 
	 
	 

	Materials
	       2,00,000 
	          2,80,000 
	           80,000 
	40.00%
	Adverse

	Labour
	       3,20,000 
	          4,40,000 
	        1,20,000 
	37.50%
	Adverse

	Overhead
	       1,20,000 
	          1,20,000 
	                  -   
	0.00%
	None

	Total Variable Cost
	       6,40,000 
	          8,40,000 
	        2,00,000 
	31.25%
	Adverse

	Contribution
	     13,60,000 
	          7,60,000 
	      -6,00,000 
	-44.12%
	Adverse

	Fixed overheads:
	                  -   
	                     -   
	 
	 
	 

	Warehouse rental
	       2,00,000 
	          1,70,000 
	         -30,000 
	-15.00%
	Favourable

	Insurance
	       1,00,000 
	          1,00,000 
	                  -   
	0.00%
	None

	Fulltime warehouse supervisor salary
	          50,000 
	             35,000 
	         -15,000 
	-30.00%
	Favourable

	Total Fixed Cost
	       3,50,000 
	          3,05,000 
	         -45,000 
	-12.86%
	Favourable

	Profit
	     10,10,000 
	          4,55,000 
	      -5,55,000 
	-54.95%
	Adverse


Table 4: Variance between flexed budget and actual budget
(Source: Created by the learner in MS Excel)
[bookmark: _n1s3io7ayzl6][bookmark: _Toc71110160](ii) Preparation of report on Amana’s performance
The growth and development of the tourism business are widely dependent on the internal business expenditures and revenue made by the organization. Budgetary control assists tourism organizations to maintain the cost of the business as a result, a business can be sustained in a bad market situation. This section of the rapport is concerned with analysing and interpreting the performance of Amana Ltd in the financial year 2020. The performance analysis can be conducted by conducting a detailed discussion on three different aspects, which are as follows: 
Revenue 
Amana Ltd is able to generate revenue by selling souvenirs to the tourists, it indicates the consumers (tourists) are essential to make revenue in the business. According to Adi and Lestari (2020), revenue performance measurement in the business is essential in strategic budget planning. Based on the conduct variance analysis, it is visible that the original budget revenue of the organization was £25,00,000 (1,00,000 units) while the actual revenue made by the company was £16,00,000 (80,000 units). As per the flexed budget, the average monthly revenue of the organization should have been £20,00,000. Therefore, the actual performance of Amana Ltd during the year was adverse which showed a -20% variance. 
Variable costs 
Amana Ltd has several variable expenditures which are dependable on the number of sales units. As per the variance analysis between flexed budget and actual budget, it has been found that the cost of material has shown a 40% adverse variance. As cited by Kamau, Rotich and Anyango (2017), a good budget performance represents good control over the variable business expenditures. However, in the case of Amana Ltd., the variable labour cost has represented 37.50% adverse variance. Moreover, the comparison between the original and actual budget is indicating a 10% adverse variance. 
Adverse variance is not appreciated by business as it indicates higher actual business expenses. The overhead expenses of Amana Ltd were under control during the financial year 2020 as it has 0% variance as compared to flexed budget. According to Zor, Linder and Endenich (2019), the profitability condition of an organization is widely dependent on the variable cost of the organization. Based on the variance between flexed and actual budget, the contribution variance of Amana Ltd is -44.12% which is indicating poor financial performance in 2020. 
Fixed costs 
The nature of fixed cost in the business is that such cost remains the same, and it has no impact even if the sales unit changes. As opined by Graham and Sathye (2017), capital expenditures are concerned while evaluating business performance. As per the conducted variance analysis in table 3 and table 4, it is clearly noticeable that there is no change in fixed cost in the original and flexed budget. However, Amana Ltd has been able to control its actual fixed expenditures during the financial year 2020. 
The actual warehouse rental expenses are £1,70,000 while the budgeted rental expenditure was £2,00,000, thus the variance is -15%. It is a favourable condition for Amana Ltd as the company has been able to reduce its fixed costs. Apart from that, the supervisor salary was originally predicted to be £50,000 which was actually £35,000, which indicates a -30% favourable variance. The fixed cost performance in terms of insurance expenditures remains the same (£1,00,000). Hence, the total budgeted fixed cost during the year was £3,50,000 while the actual expenditure became £3,05,000 with -12.86% of the favourable variance. Overall, the fixed cost control performance of Amana Ltd was good during the year 2020 as the company has been able to reduce the actual fixed cost (Case study). 
[bookmark: _jf2h4ccneua7][bookmark: _Toc71110161](iii) Recommendations
As per the evaluation of the budget report and performance of Amana Ltd, several areas of the cost structure have been identified which are required to be improved by the CEO of Amana Ltd. Therefore, the sets of recommendations to improve financial performance are as follows:
· Amana Ltd has made a low actual profit during the year 2020, primarily due to low revenue earnings. Thus, it is suggested to enhance sales by expanding business to online platforms.
· The cost of material expenses enhanced at a massive margin as it has represented a 40% variance during the year. It is suggested to the CEO of Amana Ltd to sustain this variable cost to £2.5 per unit. 
· Labour cost during the pandemic situation was increased to £5.50 per unit while the plan was £4.00 per unit. Therefore, it is recommended to the organization reconsider this variable cost and maintain effective budgetary control. 
· The company has been able to take effective control of fixed costs such as warehouse rental and supervisor salary. However, the company was unable to reduce costs such as insurance expenses and overhead variable expenses. Therefore, the company needs to reduce such costs in order to enhance the profitability of the organization. 
· Break-even analysis is recommended to implement within the organization to assess the minimum required sales in the business. It will be effective for the organization in preventing the threat of business loss. 
[bookmark: _1utz36umd2zn][bookmark: _Toc71110162]Part B
[bookmark: _sv6v0tmcdb46][bookmark: _Toc71110163]Introduction
Business expansion is an essential factor for the organization to enhance sales. The aim behind conducting this report is to provide assistance to Mr Amana in selecting one potential business expansion option. This report is going to cover a detailed analysis of cash flow and profit from setting up an online shop. Moreover, cash flow and profit analysis with consideration of relevant costs from selling on Amazon are going to be conducted throughout this report. This report has great significance to Amana Ltd in terms of making an effective investment decision. 
[bookmark: _5r0l8rl11fx1][bookmark: _Toc71110164]Analysis of Mr Amana’s decision
Set up online shop 
Online shop setup can be good scope for Amana Ltd in enhancing sales of the organization. As opioid by Nikulina, Butyugina and Gorbunova (2019), investment activity should be made based on the consideration of all cost aspects of the organization. Hence, it is essential for this part of the report to consider all expenses which will appear in order to expand the business on the online platform. Based on figure1, it is clearly visible that a large proportion of business expenses is related to setting up a delivery network. It will cost £1,50,000 initially which is approximately 64% of the total set up cost. Apart from that, there will be another capital expenditure which is the cost of upgrading the website of Amana Ltd. The estimated cost for upgrading the website is £50,000 which is 21% of the total set up cost.

Figure 1: Cost proportion of online shop setup
(Source: Created by the learner in MS Excel)
It is assumed that the company will be able to make 1,00,000 units of sales per year while maintaining the business over their own online websites. Hence, there is a scope of making £25,00,000 revenue if Mr Amana decides to select this option. It is required to note that the company will have to bear an operating fixed expense which is salary to IT programmers. Based on the analysis of the report it is clearly visible that the organization will be able to make a total of £22,65,000 cash flow from the capital and operating expenditures. Moreover, the company will be able to make £11,15,000 of profit from online sales (Case study). 
	 
	Online shop (£)

	Sales Revenue
	         25,00,000 

	Less: Cost of expansion 
	 

	Cost of setting up delivery network
	           1,50,000 

	Cost of upgrading website 
	              50,000 

	Salary of a fulltime IT programmer
	              35,000 

	Cash outflow from expansion 
	         22,65,000 

	
	

	 
	Online shop (£)

	Sales Revenue
	         25,00,000 

	Variable costs:
	 

	Materials
	           2,50,000 

	Labour
	           4,00,000 

	Overhead
	           1,50,000 

	Total Variable Cost
	           8,00,000 

	Contribution
	         17,00,000 

	Fixed overheads:
	 

	Cost of setting up delivery network
	           1,50,000 

	Cost of upgrading website 
	              50,000 

	Salary of a fulltime IT programmer
	              35,000 

	Warehouse rental
	           2,00,000 

	Insurance
	           1,00,000 

	Fulltime warehouse supervisor salary
	              50,000 

	Total Fixed Cost
	           5,85,000 

	Profit
	         11,15,000 


Table 5: Calculation of cash flow and profit from set up online shop
(Source: Created by the learner in MS Excel)
Sell on Amazon 
Mr Amana has another alternative option to select which is to sell its products on the Amazon platform. The main beneficial factor of this option is that the company will not be required to make any capital expenditures for this business expansion. According to Sarwary (2019), capital budgeting is often problematic for small and medium enterprises. Hence, it can be stated that Amana Ltd will be able to make sales in the online platform with the support of Amazon without making any capital expenditures. However, the company will be liable to make Amazon fulfilment fees of £50,000 on an annual basis. 
	 
	Amazon (£)

	Sales Revenue
	         16,25,000 

	Less: Cost of expansion 
	 

	Amazon fulfilment fees
	              50,000 

	Cash outflow from expansion 
	         15,75,000 

	
	

	 
	Amazon (£)

	Sales Revenue
	         16,25,000 

	Variable costs:
	 

	Materials
	           2,50,000 

	Labour
	           4,00,000 

	Overhead
	           1,50,000 

	Total Variable Cost
	           8,00,000 

	Contribution
	           8,25,000 

	Fixed overheads:
	 

	Amazon fulfilment fees
	              50,000 

	Warehouse rental
	           2,00,000 

	Insurance
	           1,00,000 

	Fulltime warehouse supervisor salary
	              50,000 

	Total Fixed Cost
	           4,00,000 

	Profit
	           4,25,000 


Table 6: Calculation of cash flow and profit from sell on Amazon
(Source: Created by the learner in MS Excel)
It has been estimated here that Amana Ltd will be able to make sales of about 65,000 units in a year on Amazon. Hence, the company has the scope of generating revenue of £16,25,000 by selling souvenirs on Amazon. Based on the consideration of cash outflow from the business expansion process, the total cash outflow from the expansion is expected to be £15,75,000 in a year. Apart from that, net profit from the operations in the online platform will be £4,25,000 after consideration of all relevant variable and fixed costs (Case study). 
[bookmark: _wrdtf2yw75lk][bookmark: _Toc71110165]Advises
Based on the analysis of two alternative investment options available to Amana Ltd, it can be stated that setting up an online shop will require high capital expenditures. On the other hand, selling on Amazon will be more cost-effective for the organization as the company will have to pay for fulfilment fees only. According to Kengatharan (2018), a good investment option should be cost-effective for the organization as it enhances the scope of making high cash inflow in the business. Hence, it is advisable for Mr Amana to sell on Amazon if he is lacking funds to make high capital expenditures. 
The negative sides of selling on Amazon should need to be taken into account before making the final advice. The main issue in this platform is high competition with other companies in the same industry, it will prevent the company from making high revenue. Moreover, a lack of control over pricing and return policy made by Amazon will be troublesome for the organization to maintain stability in the business. Hence, it is recommended to Mr Amana to set up his own online shop as it will help the organization to maintain high and stable revenue in future (Case study). 
[bookmark: _bs19tx5w2420][bookmark: _Toc71110166]Conclusion
Based on the discussion and evaluation of the report on the expansion of business to the online platform it can be concluded that sale on own websites and sales on Amazon are two good options. It can be summarized from the analysis of the two options that sell on their own website will be more agile for Amana Ltd in terms of maintaining their own policies and pricing products. Based on the consideration of relevant costs, it can be stated that the company will be able to make higher cash flow and revenue by selling over its own platform. 
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	Amazon (£)

	Sales Revenue
	 1,625,000 

	Less: Cost of expansion 
	

	Amazon fulfilment fees
	 50,000 

	Cash outflow from expansion 
	 1,575,000

	
	Amazon (£)

	Sales Revenue
	 1,625,000 

	Variable costs:
	

	Materials
	 250,000 

	Labour
	 400,000 

	Overhead
	 150,000 

	Total Variable Cost
	 800,000 

	Contribution
	 825,000 

	Fixed overheads:
	

	Amazon fulfilment fees
	 50,000 

	Warehouse rental
	 200,000 

	Insurance
	 100,000 

	Fulltime warehouse supervisor salary
	 50,000 

	Total Fixed Cost
	 400,000 

	Profit
	 425,000



	
	Online shop (£)

	Sales Revenue
	 2,500,000 

	Variable costs:
	

	Materials
	 250,000 

	Labour
	 400,000 

	Overhead
	 150,000 

	Total Variable Cost
	 800,000 

	Contribution
	 1,700,000 

	Fixed overheads:
	

	Cost of setting up delivery network
	 150,000 

	Cost of upgrading website 
	 50,000 

	Salary of a fulltime IT programmer
	 35,000 

	Warehouse rental
	 200,000 

	Insurance
	 100,000 

	Fulltime warehouse supervisor salary
	 50,000 

	Total Fixed Cost
	 585,000 

	Profit
	 1,115,000



	
	Online shop (£)

	Sales Revenue
	 2,500,000 

	Less: Cost of expansion 
	

	Cost of setting up delivery network
	 150,000 

	Cost of upgrading website 
	 50,000 

	Salary of a fulltime IT programmer
	 35,000 

	Cash outflow from expansion 
	 2,265,000 
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