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Introduction


This report will discuss the performance of Amana Ltd, a family-owned business that suffered a hit in sales during the COVID-19 pandemic. The company has 40 years background in selling souvenirs to tourists in multiple locations like Brighton, London bridge, Westminster bridge, Buckingham Palace, Birmingham city centre and Manchester city centre. 
This paper will present recommendations to Amana LTD CEO based on a monthly control report in which is showed the original budget, the flexed budged, the actual budget and the variances and also provide an analysis of the relevant factors to consider in making the decision of moving 50% of the sales online examining the option of selling on Amazon and the option of building a company website.





(I)












(II)
Price variance 

Actual quantity (Actual Price - Standard Price) => 80000(20-25) = -400 000

Quantity variance
Standard Price (Actual Quantity - Standard Quantity) => 25(80000-100000) = 500000



Material Variance

Actual Material Price
Actual Material Cost/Actual Units produced => 280000/80000 = 3.5/unit

Material Price Variance
(Actual Material Quantity X Standard Material Price) - (Actual Material Quantity x Actual Material Price) => (80000x2.5) - (80000x3.5) = -80000


Material Quantity Variance
(Standard Material Quantity X Standard Material Price) - (Actual Material Quantity x Standard Material Price) => (100000x2.5) - (80000x2.5) = 50000



Labour Variance

Actual Labour Price
Actual Labour Cost/Actual Units Produced => 440000/80000=5.5/unit



Labour Price Variance
(Actual Labour Quantity X Standard Labour Price) - (Actual Labour Quantity x Actual Labour Price) => (80000x4) - (80000x5.5) = -120,000


Labour Quantity Variance
(Standard Labour Quantity X Standard Labour Price) - (Actual Labour Quantity x Standard Labour Price) => (100000x4) - (80000x4) = 80000






Actual Contribution per unit


Actual price - Actual Material Price - Actual Labour Price - Actual Overhead/unit Price => 20 -3.5 - 5.5 - 1.5 = 9.5/unit


Using the PER methodology will evaluate Amana’s performance during year 2020:

· Point 1.

The first noticeable difference observed in Amana Ltd performance report is the decrease in the selling price.

Explain 

The components of the revenue are the selling price and quantity of units sold. 

Relate back to the scenario

As many other companies Amana Ltd suffered a hit in sales by the Covid-19 Pandemic, therefore with the purpose of maintaining the budgeted sales the company decided to reduce the selling price from 25 to 20, even though this solution is known as an unsustainable one. 


· Point 2.

The increase of material costs has been noticed in the actual budget.

Explain

One of the most important components of variable costs in a company is the material cost 

Relate back to the scenario

Amana Ltd has failed to maintain the cost of materials as in original budget.



· Point 3. 

The increase of cost of labour per unit.

Explain 

Unit labour costs illustrate how much output an economy obtains in comparison to pay.

Relate back to scenario

Even though the sales of Amana Ltd were with 20.000 units less, the cost per labour has increased. 


· Point 4.

Reduction in Contribution per unit 

Explain

After all variable expenses have been removed from the relevant income, contribution per unit is the remaining profit on the sale of one unit.


Relate back to scenario

As a result of a smaller price, a bigger cost of materials and labour, the contribution per unit has significantly dropped.

· Point 5. 

Reduction of costs of fixed overheads

Explain

Fixed overhead costs are those that remain constant regardless of whether sales increase or decrease, such as rent, utilities, basic telephone, loan payments, and so on.

Relate back to scenario

Amana Ltd has demonstrated an effective cost management by renegotiating and decreasing fixed costs such as the costs of the warehouse rental and the fulltime warehouse supervisor salary. 

(III)  Recommendations to Amana’s CEO on area of improvement:
1. The reduction of the selling price should be treated as a temporary measure as research show that this solution is not sustainable formula. 
2. Due to the increase of material costs, Amana ltd might take into consideration switching to a less expensive supplier with a proven track record.
3. By introducing a new training program Amana Ltd could become more labour cost effective and prevent wastage.
 
 





Part B





Selling on Amazon 

· Pros
By taking the decision to sell on Amazon, Amana Ltd can avoid the cost of seting up a delivery network, the cost of upgrading the current website and the salary of a full time IT Programmer which will summarise to 185,000.
Distribution and fulfilment costs can be achieved with only 50,000 Amazon fulfilment fees.

· Cons
Although the number of sales has the potential to increase depending on demand, the risk taken by choosing this option does not justify the difference between the operating profit when selling on Amazon and the operating profit generated by selling through an online shop.
The lack of control over pricing and return policy, also the high levels of competition and guaranties sales of only 65,000 units turn this solution into a less good one than setting up their Online Shop.



Setting up an Online Shop

· Pros
Despite the fact that the costs for setting up an online shop are higher than selling on Amazon, the cost of setting up delivery network and the cost of upgrading current website 



to handle large volume of sales are costs that occur only in the first year, therefore maximising the operational profit even more in the years to come. 
 Operational profit significantly higher than selling on Amazon.

· Cons
Not having the potential to increase depending on demand.
 


Conclusion 

Based on the provided analysis is it advisable that Mr Amana should decide to set up its own online shop.
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Cost per unit|Original budget |Flexible budget Actual| Variance
Units £ 100,000.00 | £ 80,000.00 | £ 80,000.00
Selling price 25.00 £ 25.00 | £ 20.00
Revenue £ 2,500,000.00 | £  2,000,000.00 | £1,600,000.00 | £ (400,000.00)
Materials 2.5X100000 | £ 250,000.00 | £ 200,000.00 | £ 280,000.00 | £ (80,000.00)
Labour 4x100000 | £ 400,000.00 | £ 320,000.00 | £ 440,000.00 | £ 120,000.00
Overhead 1.5x100000 | £ 150,000.00 | £ 120,000.00 | £ 120,000.00 | £ -
Contribution 17.00 | £ 1,700,000.00 | £  1,360,000.00 | £ 760,000.00 | £ (600,000.00)
Fixed overheads:
Warehouse rental 200,000.00 | £ 200,000.00 | £ 200,000.00 | £ 170,000.00 | £ 30,000.00
Insurance 100,000.00 | £ 100,000.00 | £ 100,000.00 | £ 100,000.00 | £ -
Warehouse supervisor salary £ 50,000.00 | £ 50,000.00 | £ 35,000.00 | £ 15,000.00
Profit £ 1,350,000.00 | £  1,010,000.00 | £ 455,000.00 | £ (555,000.00)
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Selling price/unit = 20

Online Shop Amazon
Revenue / 100,000 units |2,000,000 Revenue / 65,000 units 1,300,000
Delivery Nettwork 150,000
Upgrading website 50,000
IT programmer/anum 35,000 Amazon fees 50,000
TOTAL COSTS 185,000 TOTAL COSTS 50,000
Operating Profit 1,815,000 Operating Profit 1,250,000
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