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The monthly control report of Amana ltd is given below:

Amana ltd
Monthly Control Report

	Budget Per Unit Cost
	Actual
80,000 Units
	Variance
	Flexible Budget
80,000 Units
	Activity
	Original Budget
100,000 Units

	Sales
	16,00,000
	400,000
	20,00,000
	500,000
	25,00,000

	Variable Costs:
	
	
	
	
	

	Materials
	280,000
	80,000
	200,000
	50,000
	250,000

	Labour
	440,000
	120,000
	320,000
	80,000
	400,000

	Overhead
	120,000
	0
	120,000
	30,000
	150,000

	Total Variable Cost
	840,000
	200,000
	640,000
	160,000
	800,000

	Contribution
	760,000
	600,000
	13,60,000
	340,000
	17,00,000

	Fixed Costs:
	
	
	
	
	

	Warehouse Rental
	170,000
	30,000
	200,000
	0
	200,000

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

	Fulltime warehouse supervisor salary
	35,000
	15,000
	50,000
	0
	50,000

	Total Fixed Cost
	305,000
	45,000
	350,000
	0
	350,000

	Net Operating Inc
	455,000
	555,000
	10,10,000
	340,000
	13,50,000
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From the result of the control report, it is obtained that Amana ltd is doing a bad performance. The variance shows that its costs are not under control. It is having problems in maintaining the costs. Though the selling price per unit has seen an increase the overall profitability has under-performed due to the imbalance in the costing. The reason could be the impact of the pandemic. The pandemic’s impacts that the global tourism industry had to face were tremendous (Lu et al., 2022). The COVID-19 pandemic impact has been adverse for most businesses worldwide and the tourism industry had to deal with the tremendous impacts (Lu et al., 2022). It almost jeopardized the tourism sector. The experience has been harsh for most of the small businesses in the industry. They are still trying to get over the knock-on effect. It is because the spread of Coronavirus, lockdowns, border restrictions, social distancing regulations, etc. discouraged tourists from traveling, even involving fear to travel. Also, they were unable to travel due to the restrictions. So the number of international visitors started going down in March 2020. Though there were some visitors they stopped spending on some sectors of tourism businesses by almost 99% (AFB, 2022). This hit the tourist businesses so badly that many businesses almost fell down also many had to close their business completely. Amana ltd could have faced such a worse situation but it was able to maintain its business somehow. However, the control report shows that its variable costs went high due to the fluctuations that occurred as of the impact of the pandemic. Costs that are directly connected to the volume of production, increase or decrease as per the production volume increase or decrease are known as variable costs of a business. The variable costs include mainly the raw materials and direct labor costs (Abdioğlu, 2012). There are also some costs that change depending on certain production processes or volume of production known as semi-fixed semi-variable (mixed) costs. Such as in the case of Amana the materials and labor costs are the main variable costs and the overhead is the semi-fixed semi-variable or mixed cost. Here the major changes were in raw materials and direct labor costs. According to the study of Mulyana and Susilawati (2021), a decrease in raw materials cost and factory overhead cost can increase profitability but any increase will make the profitability have low performance. The same goes for labor costs. And as the materials and labor costs went high the profitability of the company underperformed. The materials costs went high during Covid-19 due to the unavailability of materials (Robinson and Kengatharan, 2020). The border closures and lockdowns created a shortage of materials and this gave rise to the price of the materials. The labor cost went high dues to the scarcity of human resources as of the adverse effect of Covid on the labor market (Larue, 2021). As per the Covid starting spreading the employment risk in tourism started to increase (ILO, 2020) and the risk created a labor shortage in the market which gradually led the labor cost to increase (DeMicco and Liu, 2021). This is why Amana ltd could not control the situation and had to continue business under such conditions. Its variable costs went high but it was not able to increase the price as the visitors already stopped spending in their sector. Though it had underperforming profits it tried its best to hold the name of its business. However, now it can try to improve in certain areas and increase its profitability.
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As there is scope for Amana ltd to improve its profitability it is recommended to do the following:
As its business is completely running and it has a running profit even though it is underperforming it can do some spending to improve its profit performance. The first thing to spend for will be to increase its unit sale. One of the strategies to improve profitability is boosting the volume of sales (NBI, 2022). Though the price can increase profitability it is not always suitable to increase the price. Also, as Covid has worsened the economic condition increase in price will negatively affect consumer behavior. And it is evident that Covid-19 has decreased the purchasing power of consumers (Hashem et al., 2020). Besides, visitors have halted a little from spending in the tourism sector, especially in small businesses of this sector. So there is no way that Amana ltd can increase the price in this situation. Rather it can focus on increasing the sales volume and maintaining the per-unit selling price. An example could be if it makes sales of 120,000 units in the case at the selling price of 2o per unit then its total sales amount will be 24,00,000. And if it has a total variable cost of 11,40,000 (taking into account the per unit cost from actual cost) and fixed cost of 350,000 the maximums from the report then still it could have generated 910,000 of net operating profit. Which is a better result as compared to the current one. Moreover, it can be said as a great profit performance under the current circumstances. However, the original budget and column of the control report already show that it could have had good profit performance if it had sold more units. So a little push to the sales volume can greatly help the company improve its profitability. This is why it would be a good strategy for the company in its current state.

Another strategy for the company could be controlling the variable costs. As the variable costs are the main reason for the profitability of the company to underperform then it is obvious the company should try to bring its variable costs under control. The variable costs that are mostly affecting its profitability are the labor costs and material costs as per the monthly control report. To lower the variable costs it is important to control the labor costs. In the type of business Amana ltd is operating, the largest part of its total variable cost is its labor costs (Bragg, 2022).  However, it is also the biggest variable involved in the cost structure of most businesses. This cost tends to increase as production increases so it should be brought under such a rate that it does not affect profitability. Because the hourly or weekly or monthly salary or wage rate of employees or labor is static (Marx, 2022). It will change only when there is a change in production demand or the market situation. For example, if Amana ltd applies product labels by hand the increase in production rate will increase the labor cost as there will be a need for more labor or more time. Here, the solution could be automation. According to Acemoglu and Restrepo (2019), automation has always reduced the labor share in businesses. So, this way the problem of labor shortage can be mitigated and there will be no additional costs. The labor costs will get minimized. However, the company will also need to minimize its material costing. Material cost also goes up when the production limit increases as there will be a need for additional materials for additional output. Companies have always tried to increase their profitability by minimizing material costing maintaining the quality of the product. Therefore, Amana ltd can follow this by trying to make local sources for the supply of its materials, reduce unnecessary functions of products to reduce raw materials usage, and find substitute materials. Creating local sources of supply or collecting materials from local suppliers will be the most effective option. Even many businesses are following this tactic to deal with the Covid-19 impact on the cost of materials (van Hoek and Dobrzykowski, 2021).
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Deciding to do business online is a good choice for companies of the current time. The way new businesses are adopting digitalization and doing business online it had raised a need for new businesses to alter from offline to online business (Kraus et al., 2018). Now almost every business is choosing online business as one of their business strategies. Also, when there is Covid-19 pressure going on online businesses can provide a new chance for business to sustain their position in the market.  Indriastuti and Fuad (2020) add that any business that has undertaken online media to sell products or deliver services during the Covid-19 condition can have sustainability as the outcome which will be both for the present and the future. Businesses that are trying to recover from the impact of covid-19 can make a strong online presence and make sales via online media. That means the decision of Mr. Amana to take his business online is a great decision under the circumstances of his business. Amana ltd will be able to deal with the impact that Covid had on its profitability. Also, when the competitors are evolving in online business then it would not be too wise to hold back in the traditional system. This is another reason why the decision of doing online business is great for the company. Online retailing can reduce the cost of doing business too. It reduces the distribution cost by reducing the number of channels which also provides benefits to the customers (Menon and Pramod, 2018). Mr. Amana wants to grab these opportunities and grow his business but is confused regarding if he should create the business’s own online shop or start selling on Amazon. It is known that amazon is a popular site for online retailers. Such as in the UK nearly 90% of shoppers use Amazon to fulfill their shopping needs (Gjorgievska, 2022). Many businesses have grown by doing business online. Besides, many start-ups have made noticeable growth doing business on Amazon and reached a good position. From start-ups businesses grown to established businesses. The study by Kalyani (2018) presents that Amazon was mostly responsible for the 13%   total retail sales of E-commerce and 49% growth in the US in 2017. Because of Amazon retailers got the chance to increase their sales and have nice growth. But a business can increase its brand value by making its own online shop. Having a personal online shop also has some benefits. Online shopping provides convenience, variety, control, and enjoyment (Akram, 2018). Amana ltd also has the benefit that it will not need to give any commission to Amazon or the fulfillment cost. But if it does create its own online shop then there is a problem that it will not be able to expand from the locations it covers. It also may have to cover some extra costs to expand its location it covers. Also, there are some costs in establishing a business online. But with Amazon, the business will get a chance to reach a wide base of consumers. There will be no establishment costs, the commission per sale only. So there is an opportunity cost to choose between the options. 
If the cost of choosing to do business online through Amazon and personal online shop is analyzed then it will be clear which would be the best option for the company. For setting up an online shop the company has to spend  £150,000 for setting up the delivery network to make products available at the consumer’s door, £50,000 for upgrading the current website so that it does not have problems while handling the large volume of sales, and £35,000 per annum for employing a  fulltime IT programmer. The overall cost of setting up the online shop will be £235,000. Against these costs, it will have 100,000 units of guaranteed annual sales. With the rate of £25 per unit sales price, the revenue from sales will be £25, 00,000. So the profit it will be able to generate taking only the online shop costs into account is £22,65,000. In the case of selling on Amazon, it only had to spend for Amazon fulfillment fees which are £50,000 only. But there is a high level of competition in this platform. Amana will have to deal with new competitors also. Amanah and Harahap (2020) say the more there are competitors present in online business the more there is a tendency for a company to compete and grow. However, the sales guaranteed here are 65,000 units annually. But there is potential to have an increase in sales. At first look, the deal on Amazon may seem profitable but through cost calculations, it can be obtained that the profit from selling on Amazon will be £15,75,000. There is a high cost present in the decision to online shop but it also offers higher sales and profit than Amazon. In addition, Amana ltd has been recommended to focus on its profitability and increase sales to improve the performance of profit. Therefore, as the online shop is providing it the chance to increase sales volume and improve profitability it should grab that. Moreover, it can avoid the challenge of having less control over pricing and return policy on Amazon. The online shop will provide convenience and control. So doing online business through its own online shop will be the best decision for the company. 
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