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[bookmark: _Toc71731259]Introduction
	The given case scenario is of Amana Ltd involved in selling souvenirs to Tourists and is located in England mainly through its physical stores located across England. They have been operating successfully their business for past 40 years. However, recently due to the pandemic of Covid-19 causing the government to impose restrictions on travel in England has negatively impacted the tourism industry. This has negatively impacted the revenue condition of the company to a large extent. In this context, the report is developed from the perspective of the manager of the company appointed by the owners for developing a monthly control report depicting original budget, flexed budget and the variances on the basis of cost break down of the products provided. This is carried out for analysing the performance of the company during 2020 and providing recommendations on areas of improvement. 
	This is followed by other section that evaluates the decisions of the company to sell its products online for mitigating the impact of restrictions imposed on physical movement due to Covid-19. In this regard, it has provided an analysis of the decisions of the owner of the company for either establishing their own online shop or selling on Amazon by considering all the relevant costs.
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[bookmark: _Toc71731261]Solution 1: Monthly control report showing original budget, flexed budget, and variances
	Items
	Cost per Unit
	Original (£)
	Flexed (£)
	Actual (£)
	Variance

	 
	 
	 
	 
	 
	Actual - Flexed
	Favorable or Unfavorable

	Units
	 
	100000
	80000
	80000
	 
	 

	Selling Price
	 £  25.00 
	 £          25.00 
	 £          25.00 
	 £          20.00 
	-£        5.00 
	Unfavorable

	 
	 
	 
	 
	 
	 
	 

	Revenue
	 
	 £  2,500,000 
	 £  2,000,000 
	 £  1,600,000 
	-£ 400,000 
	Unfavorable

	Variable costs:
	 
	 
	 
	 
	 
	 

	Materials
	 £   2.50 
	 £     250,000 
	 £     200,000 
	 £     280,000 
	 £    80,000 
	Unfavorable

	Labour
	 £   4.00 
	 £     400,000 
	 £     320,000 
	 £     440,000 
	 £  120,000 
	Unfavorable

	Overhead
	 £    1.50 
	 £     150,000 
	 £     120,000 
	 £     120,000 
	 £             -   
	No Change

	Contribution
	 £ 17.00 
	 £  1,700,000 
	 £  1,360,000 
	 £     760,000 
	-£ 600,000 
	Unfavorable

	Fixed Overheads:
	 
	 
	 
	 
	 
	 

	Warehouse rental
	 £200,000 
	 £     200,000 
	 £     200,000 
	 £     170,000 
	-£   30,000 
	Favorable

	Insurance
	£100,000 
	 £     100,000 
	 £     100,000 
	 £     100,000 
	 £             -   
	No Change

	Fulltime warehouse supervisor salary
	 £ 50,000 
	 £        50,000 
	 £        50,000 
	 £        35,000 
	-£   15,000 
	Favorable

	Profit
	 
	 £  1,350,000 
	 £  1,010,000 
	 £     455,000 
	-£ 555,000 
	Unfavorable


(Holtzman, 2013)
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Selling price 
· Point: Reduction in Selling price
· Explanation: The selling price and the quantity sold determines the revenue generated in a business
· Relating to the scenario: As depicted from the control budget, Amana ltd has reduced the selling price in the year 2020 that may be done for fostering increase in the sales and remaining competitive. The Covid-19 pandemic has lead to decline in the customer demand due to uncertainty present in the business environment and thus reduction in the sales price would lead to improve the sales and thus driving increase in the revenue. Thus, by looking into the control budget it could be said decrease in the selling price has lead to decline in the sales revenue. However, it could not be regarded as a sustainable strategy because the prices need to be reviewed regularly for ensuring the generation of long-term profits (Broadbent and Cullen, 2012).
Material costs 
· Point: Increase in variable cost of material price per unit 
· Explanation: The increase in material price per unit leading to overall increase in the cost structure 
· Relating to the Scenario: The actual material price per unit is £3.5 (2,80,000/2,00,000) against  £2.50 reflecting a 40%  increase in the cost per unit as reflected from the control budget depicts an increase in material price per unit which can be regarded due to price hike done by the suppliers of the company. The supplier’s have increased the material prices and this has resulted in increasing the material price per unit. It is recommended to the company for developing long-term relations with suppliers and achieving their high commitment for keeping the materials price unit in range. The sustaible strategy in this context could be maintaining long-term relations of trust and commitment with suppliers for promoting its long-term growth 

Increase in Labour Cost

· Point: Increase in variable cost of labour cost per unit
· Explanation: The increase in the labour cost per unit has lead to increase in the overall cost which could negatively impact the profitability position in long term
· Relating to the Scenario: The increase in cost of labour for Amana Ltd in the year 2020 that can be mainly attributed to the impact of Covid-19. The cost of labour has increased to £ 5.50 (440,000/80,000) against the original £ 4.00. This depicts about 37.50% increase in the overall wage cost that is mainly due to the safety measures adopted for ensuring protection of labour amid the pandemic of Covid-19. Also, it implies the increase in wages of the labour leading to overall increase in the cost structure of the company. The sustainability strategy of the company in this regard is retaining employers for long-term by addressing their issues and concerns appropriately and also taking measures for improving their commitment (Adler, 2013).

Decrease in Fixed Overheads
· Point: There is decrease in the fixed overhead cost of warehouse rental and supervisor salary as depicted from the control budget. 
· Explanation: The decrease in overall fixed cost has a positive impact on the profit position of the company
· Related to the Scenario: The warehouse rental has decreased that is favourable for the company which can be due to the decrease in rent prices in the market. Also, supervisor salary has been decreased by the owners that can be due to decrease in workload. This is good for promoting long-term growth of the company and can be regarded as its sustainable strategy (Johnson and Kaplan, 2017).
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Selling Price

· Point: Decrease in the selling price
· Explain: The decline in the sales price would have a significant impact on improving the sales revenue of the company
· Relate to the Scenario: The decrease in the sales price on the products of Amana Ltd can lead to fostering the sales in short-term only and cannot be regarded as sustainability strategy for promoting long-term growth. In this context, it is recommended to the owner of Amana’s Ltd that sales price need to be reviewed in a regular manner for maintaining the competitive position of the company and ensuring long-term profitability and growth (Broadbent and Cullen, 2012).

Material costs 
· Point: Increase in the cost of materials
· Explain: Amana’s Ltd is involved in a product based business and thus cost of materials can be regarded as a major part of the cost structure and need to be monitored in an efficient manner.
· Relate back to the scenario: The cost of materials has increased in the year 2020 for Amana’s Ltd. The core product of company is souvenirs and as such it need to be ensured that material costs should be kept under control without making any compromise on quality. In this context, it is advisable for Anana Ltd to switch to cheaper supplier having good track records to keep the material cost under control (Adler, 2013).
Labour Cost
· Point: Increase in the cost of labour
· Explain: The cost of labour is an important part of the cost structure of Amana Ltd and need to be monitored regularly
· Relate back to the scenario: The cost of labour has increased in the year 2020 for Amana’s Ltd. It is recommended to the company owner for monitoring the labour cost and keeps it under control and improving its profitability position in the long-term. This could be achieved by placing measures for reducing the employee turnover and marinating skilled and competent employees over long-term which would decrease in the costs involving in hiring new employees. In addition to this, it is also recommended to the company for reducing the labour costs by optimising schedules which involves marinating high number of employees when there is increase in the demand and vice-versa (Berman, 2015). 
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	The given part of the report has undertaken an analysis of the decision of Mr. Amana for establishing own online shop or whether selling on Amazon. The company has decided to go online for mitigating the effect of Covid-19 restrictions. This is because the pandemic has restricted physical movements of people due to lockdown and thus they cannot visit the physical stores for buying the product of the company. The tourist’s visiting have relatively declines and thus causing a decrease in the sales revenue of the company. In this context, establishing online stores would enable the company to enhance the visibility of its products to the tourist across the world without having the requirement of visiting the physical stores. This would lead to increase in the sales of the products of the company due to the establishment of the online stores. It would also enable in reducing the operating costs such as labour costs and maintenance costs required in maintaining the physical infrastructure of the company. This would have a positive impact on improving the financial performance of the company (Boyd, 2013). 
	The present task undertakes an analysis of the decision of Mr. Amana whether to go online and establishing their own online shop or selling on Amazon. In the relevant decision making process all the costs that do not impact the decision have to be ignored while considering all the relevant under each option. Costs such as fixed costs, sunk cost or any other cost that completely irrelevant for decision making has not to be included in the decision making process (Berger, 2011).
	In the given case study, there are two options available with the Mr. Amana to go online after closing down the three of its main centres, Brighton, Birmingham city centre and Manchester city centre. These options are, first is to set up their own online shop and second option is to sell on Amazon. 
	In order to solve the given alternatives of going online there need to make various assumptions and they are as under:
· The selling price per unit will remain same as it was fixed under the budget
· All the variable cost per unit will be same under both the options and they will not change with the change in quantity of sale
· Fixed Cost will continue to occur but they will be same whether Mr Amana takes the business online or not. It is because warehouse will be needed to store the goods, insurance expenses will be equally important and also the salary of supervisor of warehouse. These fixed cost will be same under both the options therefore it is irrelevant for the decision making process. 
· For both the options it is important to consider the increase in revenue by the increase in sales unit and figure out the profit earned in each option to arrive at decision (Boyd, 2013).
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	Items
	Cost per Unit
	Option 1: Own online shop
	Option 2: Sell on Amazon

	 
	 
	 
	 

	Increase in sales units
	 
	100000
	65000

	Selling Price
	 £        25.00 
	 £                    25.00 
	 £              25.00 

	 
	 
	 
	 

	Revenue
	 
	 £           2,500,000 
	 £      1,625,000 

	Variable costs:
	 
	 
	 

	Materials
	 £           2.50 
	 £               250,000 
	 £          162,500 

	Labour
	 £           4.00 
	 £               400,000 
	 £          260,000 

	Overhead
	 £           1.50 
	 £               150,000 
	 £            97,500 

	 
	 
	 
	 

	Contribution
	 £        17.00 
	 £           1,700,000 
	 £      1,105,000 

	Increase in fixed cost
	 
	 
	 

	Cost of setting up delivery network
	 
	 £               150,000 
	 

	Cost of upgrading current website
	 
	 £                 50,000 
	 

	Salary of a fulltime IT programmer
	 
	 £                 35,000 
	 

	Amazon fulfillment fees
	 
	 
	 £      50,000.00 

	 
	 
	 
	 

	Incremental Profit
	 
	 £           1,465,000 
	 £      1,055,000 



Decision: It has been identified under option 1: own online shop the incremental profit is higher as compared to option 2: sell on Amazon. So, it is better to own online shop to earn more profits. The option of establishing own online shop would produce higher sales as compared to selling on Amazon. There is increase in fixed and overheads costs associated with selling the products online as compared to that selling on Amazon. However, the high fulfilment fees of Amazon have lead to decline in the profitability position of the company. In addition to this, there is increase in level of competition for the company of its sells the product on Amazon in the online market. This would also cause a lack of control over pricing and return policy as it would be done according to the policies and procedures established by Amazon (Hussey and Collis,  2017).
	As such, in consideration of all the relevant costs and other factors it can be said that Amana’s Ltd need to establish their own online business instead of selling the products on Amazon, This would be quite beneficial for ensuring long-term growth and profitability of the company as well. This is because the increasing uncertainty in the business environment owing to pandemic and competition and also the rising proliferation of digital channels among the consumers would require the company to go online and sell is products thorough online websites. Thus, rather than relying on third party services such as Amazon that could result in the company to loss its complete control over its prices, distribution, deliveries and return policy establishing an own website of its own would help in meeting adequately the diverse needs and expectations of its customers. Also, as depicted above the incremental profit to be realised by Amana’s ltd by establishing its own online shop is higher in comparison to that selling on Amazon and therefore it also supports the option of developing own online shop by the company (Boyd, 2013).
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	It can be stated from the overall analysis of the performance of Amana’s Ltd that the management need to place emphasis on reducing the variable costs of material and labour for improving the profitability position in the long-term. In addition to this, it is suggested that the company need to establish its own online shop as compared to selling on Amazon as depicted form the result of the incremental profit. The incremental profit realised by considering all the relevant costs is higher in case of establishing own online shop as compared to the selling the products on Amazon. 
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