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Introduction

Amana ltd is a souvenir company located in the UK. They have several shops located In London Bridge, Brighton, Westminster, Buckingham palace, Birmingham, and Manchester. The goods they sell are manufactured in China and they are made from a design suggested by the company. They have been operating for 40 years and it has been successful till the pandemic in 2020 which was caused by COVID-19. The government had issued a full lockdown limiting tourists in the country thus lowering sales for the company and the whole tourism industry. Amana revenue had gone downhill from April 2020 and then sales went up for the summer period but just slightly before the next lockdown from December the same year. In the tasks below the CEO of the company can evaluate and check up on their mistakes or lost opportunities and help them with future decision-making about maximizing profit in these hard times.





























TASK A
	Particulars
	Original budget
	Flexed budget
	Actual
	Variance

	Number of units
	100,000
	80,000
	80,000
	_

	Selling price
	25
	25
	20
	5 (-)

	Sales value
	2,500,000
	2,000,000
	1,600,000
	400,000 (-)

	Variable expenses:
	
	
	
	

	Material
	250,000
	200,000
	280,000
	80,000 (-)

	Labour
	400,000
	320,000
	440,000
	120,000 (-)

	Overhead
	150,000
	120,000
	120,000
	_

	Total variable expenses
	800,000
	640,000
	840,000
	_

	Contribution
	1,700,000
	1,360,000
	760,000
	600,000 (-)

	Fixed overheads:
	
	
	
	

	Warehouse rental
	200,000
	200,000
	170,000
	30,000 (+)

	Insurance
	100,000
	100,000
	100,000
	_

	Full time warehouse supervisor salary
	50,000
	50,000
	35,000
	15,000 (+)

	Total fixed overhead
	350,000
	350,000
	305,000
	_

	Net income
	1,350,000
	1,010,000
	455,000
	555,000 (-)



a) Comment on Amana ltd. Performance for the year 2020.

The performed control report helps people to identify the actual performance of the company and point out potential losses and gains. This can be done by looking at the gap between Flexed budget and the Actual one. Due to the increase in production cost and the low sales the business is running badly with massive losses which can be seen in the table above.
b) The low volume of sales can be related to the COVID-19 situation during 2020 because the government had implemented multiple lockdowns in that year and souvenirs are not in a good position due to the lack of travelers. The souvenirs business is benefiting from travelers and when countries have stopped or reduced the travel between countries by setting up requirements for the people. This was done to reduce the spread of COVID-19 but it delivers a huge impact on small businesses and everything that has travelers as their main customers this includes airlines, hotels, restaurants, clubs, and many more. (Harel, R. 2021)

Amana ltd performance drop can be also related to the lower selling price. COVID-19 and the low demand for souvenirs have pushed businesses to lower their price per product because there is no demand for the products at the pandemic and companies are forced to lower prices so they can cut losses by selling more products at a lower price. Also lowering the price helps cut down on the loss by maximizing sales and attracting the remaining customers. Competitors that lower the price of the same products can steal potential customers and Amana ltd will be at an even bigger loss. Selling products at lower prices is better than selling a lower amount of the product at a higher price that’s because when the price is lower, they can catch the eye of the customer and when the customer enters the shop, he is more likely to buy more products even if he doesn’t need them just for the lower price. This is a good strategy but is risky in Amana ltd case this strategy didn’t work because they didn’t get an increase in sales, and they just dropped the price of their products which led to an even bigger loss. (Buckley, J. 2021)

Another factor that made Amana ltd performance poor is that the cost of raw materials had a price increase. This can be traced to COVID restrictions and government lockdowns. Goods and materials from China had a hard time delivering to countries. COVID-19 had an impact on the logistics and delivery services due to driver sickness and countries closing their boundaries. So, the price before 2020 for raw materials for one unit was £2.50 and the company had made a plan based on this number but with the shortage of drivers and the increase of prices for raw materials that price went to £3.50 which is just under 30% of an increase which means the company has to pay 30% more for a production of a single unit in comparison to the year before. This can lead to a major loss if not handled right. The increase in labour had an impact on the revenue as well it went from £4 to £5.50 in the year 2020 also related to COVID-19 workers all around the world had stopped working or going back to their families because most of the factory workers are foreign and in the hard times in the year 2020 a big percentage of people went to their home countries which led to a shortage of workers in the manufacturing sector. This made a chain reaction so wages went up so factories can attract workers and this factor led to an increase in labour prices for businesses. (Thomas, M. 2021)
So, in general poor decisions and high-risk strategies had a role in the decrease of revenue for the company but mainly pandemic rules and restrictions for travelers had the biggest impact on the sales. No travelers mean no salespeople usually buy souvenirs to save the memory of a visited place and with lockdown during summer which is the biggest profit period for the UK souvenir businesses received a huge blow to their plans and profits. Fast decisions need to be made to minimize loss, but this included a big risk. Lowering the price was a good idea but the lack of customers made it even worse than keeping normal prices.

c) Recommendation to the CEO of Amana ltd.

One of the recommendations for the company will be to stick to the prices from 2019 lowering the prices to attract customers is a good technique but when there are no customers to attract there is no point in implementing this strategy. This can only lead to revenue loss and losing the value of the goods they are selling. When a price is lowered it's hard to increase it up again when the pandemic is over. Increasing the price at a future time will cause customers to look for a cheaper alternative and then the company will lose even more revenue. Keeping the price steady is not changing it is the safest thing to do. Lowering the price in the eyes of the customer can be read as lower quality. On the other hand, promotion is a good strategy to do when they implement “two for three” or “get one and the second one is 50% off” is way better than just lowering the prices of the whole product this pushes customers to buy more products which will lead to lower profit per unit but will increase the sales of units which means the company will sell more units on a lower price which is good in times such as pandemic so they can stay competitive with the other firms in the market.

Another recommendation can be opening an online store for souvenirs. Online shopping had a huge rise in 2019-2020 and it's going uphill ever since people are more likely to shop online rather than going in-store. Amana ltd can focus on creating an online store or listing its products on Amazon or eBay which will be a huge boost in terms of revenue since they can close their physical store and save money on rent and bills. (Burns, M. 2021) 
A lot of companies have hired huge teams just so they can adapt to the new online shopping growth, and this helps the maximum profit with less effort. Online stores are easy to keep up promotions and target marketing is easier to be managed this way. Online stores can help create a strong brand name and will help customers to recognize Amana ltd and their products from similar by the competitors. (Fryer, V. 2020)

The next recommendation for Amana ltd will be to try improving the labour cost. This means the company needs to research how they can lower labour costs this can be done by looking for cheaper manufacturers within the UK or developing their own production. This will help the company to make their own product which might increase the price per unit but will keep a steady price and it will not be affected by government regulations. This will lead to better quality control and fast changes if something unexpected happens like COVID-19 this will only help the company in the long run rather than relying on Chinese manufacturers and products.











TASK B

Analysis of cost and revenue for opening their own online store or selling to Amazon



	Setting up their own online store
	Selling to Amazon

	Price per unit
	£ 20
	
	£ 20

	Units for sale
	100,000
	
	65,000

	Expected revenue
	£ 2,000,000
	
	£ 1,300,000

	Warehouse rent
	£ 170,000
	
	

	Insurance
	£ 100,000
	
	

	Cost of setting up delivery network
	£ 150,000
	
	

	Full time warehouse supervisor salary
	£ 35,000
	
	

	Upgrade on the website/ Amazon fees
	£ 50,000
	
	£ 50,000

	Salary to full time IT programmer
	£ 35,000
	
	

	Profit
	£ 1,460,000 for 100,000 units
	
	£ 1,250,000 for 65,000 units

	Total cost for units
	£ 800,000
	
	£ 520,000

	Net profit
	£ 660,000
	
	£ 730,000



From the table above the CEO of Amana ltd. Can consider the two options about opening their own online store or selling directly to Amazon.
 From the number they can evaluate that selling to Amazon can be more profitable, but the number of units sold is less than the number of units sold on their own online store. This means that for the short-term Amazon can be more profitable but if anything changes to the number of units sold or a competitor appear in Amazon the market can change dramatically leading to potential loss of profit. All this calculation is based on probable sales which are not guaranteed this means Amana ltd can safely look into opening their own store and focusing on brand name and attracting customers while still selling their goods on Amazon this can lead to two sources of income and great volatility. Then even if one of the online stores fails to meet up the criteria that the CEO has, he can move all his goods to the one that is more profitable. 
Both have a certain risk. The own online store can be hard to find and needs hard marketing and advertising so more people will find it but on the other hand brings people directly to the company site where they can find other goods and recognize the brand name. On Amazon's online store it is easier for people to find the goods and the platform has a huge marketplace with a lot of customers looking for all sorts of items, so this means more customers have the chance to check the product and place an order. Also, Amazon has its own warehouse and delivery service which furthermore lets the CEO more freedom and fewer tasks to worry about. The only thing he needs to invest is in raw materials and manufacturing then everything can be stored in the Amazon warehouse, and he just collects profit. On the other hand, when he sets up his own online store, he must rent a warehouse and supervisors for it. Insurance is also a big concern when the CEO stores the goods in their own warehouse furthermore decreasing profit. Hiring staff for the own online store can be quite challenging as well finding the right person to develop a good online store is not an easy task to do and all the profit depends on the site that will be used for sales and how user-friendly it is. In some cases, businesses had fallen just from a poorly made online store and customers tend to use online platforms such as Amazon or eBay just because they are quite polished, and people work with them for a long time. Faster payments and fast orders attract customers Amazon also makes very fast deliveries which is a huge selling point for the products on the platform. They have a program called Amazon prime which the members who pay a monthly fee have exclusive access to ultra-fast deliveries which in most cases take just one night to arrive at their door making Amazon the most used online shopping platform in the world. (Amazon.UK. 2021). So, it is safe to say there can be profitable if the CEO starts selling at Amazon, they can attract more customers to start with and later on they can move to their own online store when they have a strong brand name.

In conclusion the CEO have to take the decision about how much money he can invest since opening their own online store can be more expensive and more profitable it’s a high-risk high reward scenario. On the other hand, Amazon can be fairly easy to manage and can bring a steady profit with less investment but for the long run problems such as competitors and platform issues might appear which will lead to losing profit. The CEO can also try both online stores and see what the result from will be one month and make a final decision then which will be the safest choice to do.
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