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Part A:
1. Introduction
   Amana Ltd is a family-owned tourist business located in England, which sells souvenirs to tourists. They have several locations in tourist hotspots across England, namely Brighton, London Bridge, Westminster Bridge, Buckingham Palace, Birmingham city centre and Manchester city centre. Souvenirs are produced by a Chinese manufacturer, specifically according to designs made by the Amana team.
   They have been operating a successful business for 40 years and have come to understand the dynamic nature of the tourism industry. Recently, the Covid-19 pandemic broke out in England, leading the government to impose restrictions on movement and travel, which severally impacted the tourism industry. Amana’s revenue took a big hit in April 2020 as tourists could not travel for the Easter holidays. Sales picked up slightly in the summer of 2020. However, the prolonged lockdown between December 2020 and February 2021 depleted any additional revenue that had been made in the summer. 
   In the past, Amana Ltd has only traded within physical stores with a functioning website serving as a channel for marketing their business. There is company’s monthly original and actual report presented below, as it is provided by Amana:
	
	Original budget (£)
	Actual (£)

	Units
	100,000
	80,000

	Selling price
	25
	20

	Variable costs:
	
	

	Materials
	2.50
	280,000

	Labour
	4
	440,000

	Overhead
	1.50
	120,000

	Contribution
	17
	760,000

	Fixed overheads:
	
	

	Warehouse rental
	200,000
	170,000

	Insurance
	100,000
	100,000

	Fulltime warehouse supervisor salary
	50,000
	35,000





A.1. Monthly control report – original budget, flexible budget and variances
	
	Cost per unit
	Original budget (£)
	Flexible (£)
	Actual (£)
	Variances
	

	Units
	
	100,000
	80,000
	80,000
	0
	

	Selling price
	25
	25
	25
	20
	-5
	UF

	Revenue
	
	2,500,000
	2,000,000
	1,600,000
	-400,000
	UF

	Variable costs:
	
	
	
	
	
	

	Materials
	2.5
	250,000
	200,000
	280,000
	80,000
	F

	Labour
	4
	400,000
	320,000
	440,000
	120,000
	F

	Overhead
	1.5
	150,000
	120,000
	120,000
	0
	

	Contribution
	17
	1,700,000
	1,360,000
	760,000
	-600,000
	UF

	Fixed overheads:
	
	
	
	
	
	

	Warehouse rental
	
	200,000
	200,000
	170,000
	-30,000
	UF

	Insurance
	
	100,000
	100,000
	100,000
	0
	

	Fulltime warehouse supervisor salary
	
	50,000
	50,000
	35,000
	-15,000
	UF

	Profit
	
	1,350,000
	1,010,000
	455,000
	-555,000
	UF




A.2. Evaluation of Amana’s Ltd performance during the 2020 year
    The budget above shows a bad performance of Amana’s Ltd. The selling price per unit has improved, but the costs/expenses are higher, which means they are not under control. Only the fixed costs show a lower level, which is good. The overall profitability has underperformed by more than 50%.

A.3. Recommendations for the business improvement
     The company needs to increase its units sale, the selling price and control the variable costs. It can be done by increasing the customer demand by changing the product or increasing the marketing budget. The decision to pay less for the building rent where production is done and for the insurance save some money. The move to online platforms and stores can also increase the product demand, visibility (also for customers from different countries and continents, not from the UK only), which means more sales and profit and less administrative costs. 

Part B:
B.1. Evaluation of Amana’s Ltd decision to set up an online shop
   Mr. Amana has noticed that a lot of his competitors now sell online to customers in the UK, Europe and US. He has been considering closing the Brighton, Birmingham city centre and Manchester city centre branches in order to streamline the business activity and move 50% of their sales online. Several factors have to be taken into consideration when making this decision:
· Cost of setting up delivery network – £150,000;
· Cost of upgrading current website to handle large volume of sales – £50,000;
· Salary of a fulltime IT programmer – £35,000 per annum;
· Based on market research, there would be guaranteed sales of 100,000 units annually.
    The business also has the alternative of selling their products on Amazon and would have to take the following factors into consideration when making the decision:
· Amazon fulfillment fees – £50,000;
· High levels of competition between Amana souvenirs and other sellers on these platforms – Guaranteed sales of 65,000 units on Amazon annually with the potential to increase depending on demand;
· Lack of control over pricing and return policy.

          Amana’s decision to go online with 50% of their sales seems to be a good one. The Brighton, Birmingham city centre and Manchester city centre branches are able to reach only a limited area/section of customers. The potential to get new people base can be low whilst the associated with physical stores expenses would be high, even though the presence of the store can ensure a greater loyalty base. 
          The movement to sale half of its products online, targeting UK, Europe and US, gives the possibility to highly increase Amana’s market and customer base. It can strategise to reposition its remaining physical stores in order to serve the domestic customer base and the loyalists. 
         There are two options available while choosing the online sales way. While setting up an online store can guarantee sales of 100,000 units annually, it contracts a high setup cost of £200,000 and an annual recurring cost of £35,000. Comparing to Amazon sales channel, the cost of the yearly recurring cost would be £50,000, guaranteeing 65,000 units sold per annum. 
         Apart from the expenses involved on the above figure, Amana’s Ltd has to take into the consideration the current visibility of its brand in the UK, Europe and US, as the marketing expenses needed to be incurred to promote brand awareness in these areas. It can be considered that the Amana’s brand promoting is limited to parts of UK only (if not entirely), since the activity was operating through physical shops only, in a few locations of the region. 
          Considering all the above factors, the decision to move online would be best for Mr. Amana. For the first 1-2 years, at least, the company can choose to sell online via Amazon first. Even the competition through sellers is very high on this platform, it will provide a good and real feedback about the acceptance level of its products in the selected market spaces. It also will build marketing campaigns accordingly to increase customer awareness and loyalty over the time. After these 2 years, when the brand awareness would be quite increased, Mr. Amana can consider to switch and set up an own Amana Souvenirs online shop. 


    2. Conclusion
   Budgeting is important that it is a financial plan by which the made decisions are implemented in the company’s management. The management develops strategies to reach overall business goals. The budgeting helps to identify the business activity expectations regarding the costs administration and the profitability. Also, a financial plan shows what can be improved or changed for the next years to achieve more success in the activity, to anticipate certain problems before they arise.  (Himme, 2019)   
   Amana’s Ltd budgeting has identified the aspects that need to be improved and changed for more a better management of the activity, as a result – for more profitability. 
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