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[bookmark: _Toc91717840]Introduction

       Amana Ltd is a company that has operated successfully for 40 years in the UK tourism industry, selling souvenirs to tourists. This paper is about the impact of Covid 19 on the company's performance during 2020 and the CEO's decision to close half of the branches and move 50% of their sales online.

[bookmark: _Toc91717841]Main body
[bookmark: _Toc91717842]Part A 
       This part provides an analysis of the company's performance during 2020 and recommendations on areas of improvement. 

[bookmark: _Toc91717843]Question 1
       The table below represents the control report, including the original, flexed and actual budget and variances.

	Items


	Cost per unit (£)


	Original (£)


	Flexed (£)


	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) UF

	Labour
	4
	400,000
	320,000
	440,000
	(120,000) UF

	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
	200,000
	170,000
	30,000 F

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

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

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




[bookmark: _Toc91717844]Question 2

       Analysing the control report prepared above at first glance, we can see that selling price, revenue, materials, and labour variances are unfavourable. When an adverse variance arises, the factors to be considered are the market, the business strategy, the supply, and the predictions.

Unfavourable selling price per unit

       The price per unit in the original budget was 25£ meanwhile in the actual budget is 20£, which results in a 5£ per unit unfavourable variance. The increase of competitors in the market, lower quality goods, reduction in demand for the product or the decrease in the price of a substitute good can be the reasons behind a price reduction (Rashid, 2021). Statista Department Research (2021) pointed out that the Covid 19 pandemic had a drastic impact on international tourism visits to the UK, which fell from almost 40.9 million in 2019 to 11.1 million in 2020, leading to a 73% decrease. In this case, Covid-19 restrictions imposed by the Government, such as the national lockdowns and travel restrictions, had a significant influence. Thus the company has chosen to reduce the price in order to increase sales as a business strategy.

Unfavourable Revenue

       The revenue variance is the difference between the flexed budgeted revenue of £2,000,000 and the actual revenue of 1,600,000, which is £400,000 The revenue variance is classified as unfavourable or adverse, and it represents 29.6% of the budgeted profit, which is significant and a cause of concern.

       Unfavourable revenue variance occurs when revenue from a business project is lower than expected, and the return on investment (ROI) is not as high as initially believed. The market is a critical influencer in the revenue variance. A successful business project can always create a negative ROI. Even with a good plan, the market might switch suddenly, resulting in a loss or a substitution in sales as customers might change tastes and preferences and prefer a product over another. A certain level of revenue forecasting is required for many planned budgets, and budgets are created to influence managers' attitudes and behaviour. Managers who participate in goal-setting are more likely to be motivated and perform well (Atrill and McLaney, 2018). However, on the other hand, prediction constantly exposes the prospect of errors. It is simple to estimate future cash flows at constant rates of inflation; however, inflation often does not follow constant rates. Revenues may be falsely overstated because it is difficult to make a good prediction when it comes to foreseeing future changes in the market and supply costs. If a supply shortage happens, the demand for supplies will rise, and the outcome will be that companies will find that the cost of goods sold will increase beyond expectation due to the suppliers' increase of their prices (Pettinger, 2019). A supply shortfall results from market shifts in many ways, such as an increase in demand, a decrease in supply or government intervention, which directly affects sales figures.

Unfavourable Materials

       Materials cost per unit in the actual budget is £3.5 while the original budget was £2.5. As a result, the material cost variance is £80,000 which is the difference between the actual cost of materials which is £280,000 and the flexed budgeted cost of materials of £200,000. The variance is analysed as unfavourable based on the standard cost for the actual volume of activity since the actual cost of materials is 28.57% more than estimated in the flexed budget. Also, it represents 5.9% of the budgeted profit and needs further investigation. Standard costing systems, in which standards for materials, labour, and overhead are set in detail for each product, are common in manufacturing organisations. These standards related to materials, labour and overhead, are listed on a standard cost card which gives the manager a lot of information about the inputs needed to make a unit and how much they cost (Seal et al., 2019). Using the standard costing, we can figure out how much of the overall variance is due to paying a different price than standard and how much is due to utilising more or fewer materials than predicted by calculating the price and usage variance (Meyers, 2020).

       According to the European Plastic Converters (EuPC) association, as reported by Packaging Europe (2021), due to Covid 19 and lockdown restrictions, enterprises throughout the continent experienced difficulties obtaining the raw plastic materials needed to keep their production in function with critically low inventory levels. However, after a sharp decline in production, the demand for polymers recovered in the second period of 2020 and the plastic converters re-increase their production. However, the raw material supply has not increased accordingly. This plastic raw materials shortage has led to an extreme price increase for polymers and additives. Also, all manufacturers from Asia and Us faced raw materials shortages, higher demand production, price increases and delivery delays (Williams , 2021)
We can assume that one of the reasons for the increase in the cost of materials for Amana Ltd in 2020 is due to the shortage created by Covid 19 and related restrictions worldwide. 


Unfavourable Labour

       The labour cost per unit in the actual budget is £5.5 compared to the original budget, which was prospected at £4.0 per unit. As a result, the labour cost variance is the difference of £120,000 between the actual cost of £440,000 and the flexed budgeted cost of £320,000. The negative variance for the labour occurred because the cost per unit was 27.27% higher than projected in the flexed budget. It represents 8.9% of the budgeted profit, which is concerning and should be investigated.
       Different reasons might lead to an adverse labour variance, even if the wages paid in most companies are pretty predictable. An increase in the national minimum wage rate, hiring more skilled employees than anticipated in the original budget, assigning tasks to employees with high hourly pay rates that require minimal competence and pay at a lower hourly rate, paying more overtime wages than initially budgeted or paying more bonuses are just some possible reasons (Seal, et al., 2019a).
       In April 2020, the national minimum wage rate was raised from £8.21 to £8,72 per hour, increasing by 6.2% in the minimum pay rate (Gov.UK, 2020), which is one of the reasons for the adverse labour variance.

Favourable warehouse rental and full-time warehouse supervisor salary variances
       The warehouse rental variance is the difference of £30,000 between the flexed budgeted warehouse rental cost (which is the same as the original budgeted cost) of £200,000 and the actual expenditure of £170,000. The supervisor salary variance is the difference between the flexed budgeted supervisor salary cost (which is the exact cost as the original budgeted one) of £50,000 and the actual cost of £35,000, which is £15,000. These variances are favourable as both amounts actually spent on fixed overheads are lower than expected, which has increased the profit made by the company.
[bookmark: _Toc91717845]Question 3

       Based on the company's performance during 2020, improvement recommendations on the following  areas are suggested to Amana's CEO.

Reduction in selling price strategy

       According to Liu et al. (2020), consumer behaviour has become more strategic in today's robust market environment. The customer might wait for a low price rather than buying right away, and neglecting this strategic behaviour results in a 20% drop in profits. However, a markdown approach is not a sustainable strategy since sacrificing price for volume is a risk that not always leads to the expected outcome. Amana Ltd has reduced the price in order to increase sales, but this has not led to an increase in quantity demanded. The quantity demanded for 2020 with 80,000 units sold was 20% lower than the 100,000 units projected to be sold in the original budget. To ensure greater profits in the long run it is advisable for the company to focus on  increasing quality and strengthen branding to sustain higher prices (Maverick, 2021).

Higher cost of materials
       The souvenirs are the company's main products. To reduce material costs without compromising quality, the Amana team might consider eliminating unnecessary product features by establishing what matters most to their clients; they can eliminate the elements that are not so crucial to save money (Lewis, 2021). Another point to consider is to leverage the relationship with the supplier in order to cut costs. Amana Ltd can save money by fully utilising the company's stronger negotiating position to lower the cost of materials (Seipel, 2021) since the supplier has some natural incentives to keep things working well because relies on the money from the company’s orders. However, it can also outsource production to lower-cost countries such as Vietnam, Cambodia, or Laos rather than the Chinese manufacturing market, which the company already use to reduce costs (Chandran, 2014).



Warehouse rental
       In the current context of uncertainty around Covid 19, long-term fixed contracts are less appealing to tenants (Da Silva, 2020). However, Amana Ltd should demand a long-term fixed contract with the warehouse landlords to secure rentals are not increased in the near future.

[bookmark: _Toc91717846]Part B

[bookmark: _Toc91717847]Question 1

       One of the manager's primary responsibilities is to make decisions. Every decision requires a choice between at least two options; when making a decision, the costs and benefits of one option must be weighed against the cost and benefits of other alternatives (Seal et al., 2019b). The relevant costs are the costs that differs between alternatives. 

	Items
	Option 1               (Online Shop)
	Option 2 (Amazon)

	Units
	100,000
	65,000

	Selling price
	£20
	£20

	Revenue
	£2,000,000
	£1,300,000

	Relevant costs:
	 
	 

	Delivery Network
	£150,000
	 

	Website upgrade
	£50,000
	 

	Full time IT programmer salary
	£35,000
	 

	Amazon fulfilment fees
	 
	£50,000

	Profit for 50% of the sales
	£1,765,000
	£1,250,000



       The table above illustrates the relevant costs taken into consideration to provide a comprehensive analysis of which solution is better regarding Mr Amana's decision to move 50% of the sales online by setting up the company's own online shop rather than selling on the Amazon platform.
       As we can see from this short analysis displayed in the table above, the option that gives a more significant profit is the online shop which is also the option chosen to investigate further and analyse the pro and cons arguments to advise Amana Ltd for the best alternative.

Online Shop pro arguments

· Higher profit
       Based on the market research, after considering all the relevant costs given, even if more expenses are incurred, the online shop offers a 29.1% higher profit than Amazon platform, which has fewer expenses and guarantees fewer units to be sold.
· The online shop is property of Amana Ltd
       As the owner of the website, the company has full control over it, from the design of the product page to the checkout procedure This eliminates the competition that rental platforms like Amazon, Ebay or Etsy bring.  (Berry, 2020). 
· Building a relationship with the customers
       Selling on own website the company owns the customers. It allows to build a relationship with customers, create customer loyalty, and use digital marketing strategies to increase sales from current and potential clients (Berry, 2020). When brands provide tailored experiences to enhance relationships with customers and create customer loyalty, research has shown that 80% of consumers are more inclined to shop (Epsilon, 2018). Thus, using a rental platform like Amazon is not possible to create all of this because the buyers are Amazon's customers.
       In January 2021, according to Johnson (2021), globally there were 4.66 billion active internet users, representing 59.5% of the worldwide population. Nowadays, having an own website is crucial since many people believe that if they cannot locate anything on the internet, it does not exist. Being online allows businesses to reach out to customers no matter where are they.
· Data metrics
       Data is a crucial instrument when selling online. Amazon provides analytical data but is not as comprehensive as the company own website analytics. Website analytics provide reports on how the visitors act once they arrive on the website, based on their location, gender, age, and other factors; how users found the website; the most popular content. Also, in a single report, provide key eCommerce indicators like best-selling products, total revenue or conversion rates (Rai, 2019). All these pieces of information can assist the company in building a better website that generates more orders and sales.

Online Shop cons arguments

· Higher Costs
       As we can see from the table above, selling on the own website compared to selling on Amazon implies a substantial investment and commitment. While selling on the Amazon platform, the expenses amount to £50,000 per year to set up the own website is an entirely different story. The expenses incurred on setting up own online shop amount to £235,000 annually which are 78.7% higher than selling on Amazon. Also, even if not mentioned, a future cost like the advertising for the online shop locally and virtually has a cost which can lower the profit. 
       For the online shop, a proper budget should be planned carefully because selling marketing products through own website and retaining new customers as well as acquiring new ones is more expensive than imagined. Otherwise, the business could suffer very quickly.

· Visibility
       The online product visibility is reduced especially at the beginning. Amazon platform attracts millions of customers, which will lead to a severe limitation of the company's product reach and visibility. Google also has a large audience. So in order to improve visibility on engine search platforms like Google, Bing or Yahoo, Search Engine Optimisation (SEO) strategies should be used to increase the ranks of the company's website on such search platforms (Solis, 2018). 

· Website management and maintenance
       One of the problems of  owning an website is the management and the maintenance. Many small businesses do not have their own development team which can result in a neglected website and dissatisfied customers. Collaborating with a development agency and a web design team can solve this issue (Berry, 2020). This of course will add more expenses on top of the existent ones. 

[bookmark: _Toc91717848]Conclusion

       It can be said far more than what was discussed above; however, if Mr Amana follows the recommendations provided above will ensure a more significant profit and lower costs for the company. Also, even if not mentioned in the recommendations passing 50% of the sales online, especially after the pandemic when the world moved online, is an excellent move in order to increase sales and keep up with its competitors. Furthermore, opening an online shop, even if more expensive and complicated than selling on rental platforms, in the long-term run is the best solution.
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