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Part One
Introduction
Amana ltd. is a family owned tourist business located in England and deals with souvenirs. The company has established key hotspot points in England where it sells its products. Following the Covid 19 in the year 2020, the government of England imposed restrictions on travel and movement which highly affected the tourism industry. Consequently, tourists could not travel during the year hence the business was highly affected as well. This paper will analyze the performance of Amana ltd. During the year 2020 basing on the control report which shows its budgeted, actual and variance results. Further, the paper does an analysis of two options which the owner, Mr. Amana, wants to increase the company sales by upgrading the company website and selling their products on amazon.
Amana ltd.
Monthly Control Report Showing Original and Actual Budgets and the Variance
	
	Original budget £
	Actual budget £
	Variance in £
	F/U
	Variance %

	Units
	100,000
	80,000
	20,000
	U
	20

	Selling price
	25
	20
	5
	U
	20

	Variable cost
	
	
	
	
	

	Materials
	250,000
	280,000
	30,000
	U
	12

	Labor
	400,000
	440,000
	40,000
	U
	10

	Overhead
	150,000
	120,000
	30,000
	F
	20

	Contribution
	1,700,000
	1,160,000
	540,000
	F
	32

	Fixed overheads
	
	
	
	
	

	Warehouse rental
	200,000
	170,000
	30,000
	F
	15

	Insurance
	100,000
	100,000
	0
	F
	0

	Fulltime warehouse supervisor salary
	50,000
	35,000
	15,000
	F
	30



Amana ltd.
Variance Report for Budgeted Statement of Financial Performance
	
	Budgeted £
	Actual £
	Variance £
	F/U
	%

	Sales
	2,500,000
	1,600,000
	900,000
	U
	36

	Less cog
	250,000
	280,000
	30,000
	U
	12

	Gross Profit
	2,250,000
	1,320,000
	930,000
	U
	41.3

	Less operating expenses
	
	
	
	
	

	Rent
	200,000
	170,000
	30
	F
	15

	Labor
	400,000
	440,000
	40
	U
	10

	Overhead
	150,000
	120,000
	30
	F
	20

	Contribution
	1,700,000
	1,160,000
	540,000
	F
	32

	Insurance
	100,000
	100,000
	0
	F
	0

	Salary
	50,000
	35,000
	15000
	F
	30

	Total
	2,600,000
	2,025,000
	575,000
	U
	

	Net loss
	350,000
	705,000
	355,000
	U
	101

	
	
	
	
	
	



Performance Report for Amana Ltd. for the Year 2020
A performance report compares the actual revenues and costs for a given period with the budgeted revenues and costs based on the actual sales volume (Kumar, 2021).  In summary, the report will explain the difference between the actual company performance and the budgeted performance for the year ending 2020. The main purpose of the report will be to show if there exists major deviations between the estimated figures and the actual ones (Basic Financial Accounting, 2021). Consequently, management will be able to analyze the key areas of adjustment, the areas where the goals are met and those which need improvement. From the above report, the business is operating at very high costs leading to losses. Checking on both budgeted and actuals; Amanas business performance is not favorable. The operating expenses which include both fixed and variable costs are too high and should have been regulated or controlled to the minimal. 
The business variance on sales is at 36% which is very high. Compared to the actual sales collected, the company should work harder, through strategies which will pull more customers to buy their products and increase its sales. In comparison to the budgeted sales, the business performed slightly below the expectation which eventually contributed to the net loss. The budgeted price had its impacts too on the net sales collected since the business had projected to sell at higher prices than it actually did (Basic Financial Accounting, 2021). Elements which could have led to the low actual prices include the effects of the Covid 19 pandemic which left the tourism industry crippled. As a result, businesses strived to attract the few customers through promotions, discounts and intense marketing. Assuming the conditions were condusive and the business achieved its target sales, it would have realized sales of £2,500,000. However, the sales projected would still lead to a net loss due to the high amount of expenses.
Warehouse rent remains less than the budgeted amount which is favorable to the business.  Following the reduction of sales and poor market conditions the management should have negotiated further to reduce the rent expenses. Rent is a fixed cost and it is incurred whether there was business or not. The Covid 19 lockdowns in 2020 elevated the poor sales of the company hence Amana ltd. had to pay rent despite low demand. Also, the contribution expenses, although quite less than budgeted, weighs heavily on the business’ bottom line (Basic Financial Accounting, 2021). Consequently, the company should have reduced the amounts pending the recovery of the tourism market.
Despite the lack of business, the company continued to pay its employees incurring even higher costs than budgeted. Such an expense should have instead been reduced by more than half to match the customer demand. The company should have deployed some techniques to lower the labor cost like giving unpaid leave, training staff on different skills, negotiating on a salary cut during the pandemic period and reducing some of the employees until the conditions of business become better (Basic Financial Accounting, 2021). 
The overhead cost recorded slightly low from the budgeted amount due to the reduced activity. Never the less, the cost should be matched with the sales volume. With the limited travel and reduction of sales, the overheads should also have reduced at the same rate. Insurance cost is also a fixed cost and had to be paid despite the market conditions. Such an expense is necessary since the business held most of its stock in the warehouse and needed to be insured against any losses or risks.
As some of the expenses remain necessary like the warehouse rent, and insurance, others were not necessary during the year 2020 and the company should have worked on eliminating or reducing them. Such expenses include; the labor cost, contributions, and overheads.  If the business had worked on such costs, it could have realized some profits from the sales realized (UBISOFT, 2021).
Recommendations to Amanas CEO, on areas of improvement. 
The business needs to cut down its costs on several areas. There are several cost cutting strategies which the business can apply successfully. To start with, the business should have effective internal control measures to ensure the resources are not wasted or misused. Most companies have policies in place to control the supply, distribution, storage of the stocks available. The polices ensure that there are standard practices across all the employees and department (Smyth, 2019).
Amana ltd. labor cost is very high even above the budgeted during a time when low sales were recorded. This could have resulted from poor control measure by human resources. For example, the hourly wage can highly cut on the business bottom line as there is no proper management of employee work and efficiency (Smyth, 2019). This occurs because employees could report to work and waste a lot of time due to lack of work planning, or supervision. Eventually, he or she demands payment at the end of the day even when he has done very little work. Further control measures should be put on production process to ensure only the necessary materials are purchased. The business should monitor its stocks both for the raw materials and the finished goods to reduce on the warehouse space and related expenses like its rent, insurance and salary for the warehouse supervisor (Smyth, 2019).
At the same time, Amana needs strategies which will boost its sales upwards. In increasing the sales, the business can apply several strategies like reaching the customers online (Simplilearn, 2021). Since 2020, many customers have made it a norm to shop online and have become more conversant with the services. Additionally, the company has a website which it can upgrade to accommodate more products and customer outreach. Tapping the online market through the website would increase the customer base and eventually the sales (Tracy, 2020). Another strategy the business can apply is the cost leadership strategy through reduction of its prices to attract more numbers of customers (Amit, 1986).  Considering that the market is still recovering and many customers do not have much money for souvenirs, price cuts can go a long way in pulling new customers as well as maintain the old clients. As a result, the move will increase the customer base and its sales as well.
PART TWO 
Mr. Amana considers closing the Birmingham, Birmingham city center and Manchester city center branches in order to streamline the business activities and move 50% of their sales online.  Following the previous year Covid 19 restrictions, many people have owned the trend of shopping online despite the lift on such restrictions. As a result, the decision to move online either through the company website or through amazon is very strategic. From the company information provided, there are cost factors involved in both avenues as analyzed below;
In Online website, the company will incur a delivery network set up cost of £ 150,000. Currently, the website cannot hold many products hence will need to be upgraded with £ 50,000. Further, the website will require a full time IT programmer who will be paid £ 50,000 annually bringing the total expense to £ 250,000. If the upgrade is successful, the business is guaranteed to sale 100,000 units annually through the website.
Alternatively, Amana can sell its products directly on amazon and such would also have cost implications before it starts.  The company will be required to pay Amazon fulfilment fee of £ 50,000.  However, due to the high levels of competition between Amana souvenirs and other sellers on this platform the company can only guarantee to sale 65,000 units annually with potential to increase depending on demand. Finally, it would be hard to establish control measures in Amazon when it comes to pricing and return policy.
Opportunity cost: To determine the best option, the opportunity cost will be calculated alongside the evaluation of the key factors like cost, advantages and disadvantages of venturing into own website or amazon platform. According to Carson (2020), opportunity cost is the comparison of one economic choice to the next best choice. Such comparisons usually arise in economics and finance when one is trying to decide between investment options. It quantifies the effect of choosing one option over the other. However, it is hard to quantify factors that cannot be assigned a value.
Opportunity cost = return on option not chosen-return on chosen option
Own online shop cost=250,000, with guaranteed sales of 100,000 units
Amazon cost= 50,000 with guaranteed sales of 65,000units.
If the owner chooses to set the online shop, the opportunity cost will be
65,000-100,000= (35,000).
However, if it chooses to use amazon the opportunity cost =
100,000-65,000= 35,000.
From the above calculations, the business will gain by not selling through amazon but its own online shop. If it chooses amazon platform, the business will forego he benefit of 35,000units of sales. As a result, setting its own online store is more strategic than selling through amazon.
Advantages and disadvantages of selling on Amazon
Amazon is the world’s largest e-commerce platform (Berry, 2020).  Amazon offers  reliable perks to companies who want to be professional sellers on the platform. More than 40% of online sales come from Amazon. The site gives business people the chance to reach a massive audience of shoppers. According to reports, the platform features above 300 million user accounts and over 100 million prime members (Berry, 2020). 
The amazon platform has a lot of clients, and studies show that nine out of ten consumers will check a product on amazon even if they have visited other online sites. The clients at amazon have a transactional mind-set and are usually looking to buy a product. They research, compare and order when they visit amazon. Consequently, when one is a seller on amazon, he or she focuses in people who want to buy (Berry, 2020).
It is more convenient to sale on amazon than from one’s own websites. This is because; amazon takes care of all maintenance costs and e-commerce management. Business owners do not have to worry about web hosting and redesigning. The tasks which amazon relieves the business owners include; maintenance of the site amazon.com and seller central, keeping the platform and the product lists live and accessible, providing secure shopping, ordering and seller experience, delivering seller payments, and resolving customer issues. It is also possible to pass on responsibilities like shipping orders, marketing and advertising and handling of returns to amazon (Berry, 2020).
The company can enjoy brand protection if it sells through amazon than through its own website. Amazon offers brand registry against knock off and it is easy to report copycat sellers hence a business can easily protect its brand and increase its sales. If Amana decides to sell through its own website, it will have to monitor and protect its brand by itself. Furthermore, amazon is like a community through which businesses connect, ask questions and get responses. With many businesses from small to large companies selling their products on amazon, the platform forms a large and strong community (Berry, 2020).
The disadvantages of using amazon include high competition since many companies in the platform and selling similar products to the same customers.  Reference to one’s industry as there is a high chance of competing with a big number of sellers which can reduce demand for one’s business products and further reduce the profits.  According to Amana’s projections, selling on amazon can only guarantee the business 65, 0000 units due to the stiff competition. Additionally, the stiff competition on amazon also leads to price wars. As a result, businesses must set competitive prices if they want to beat their rivals. This makes the companies to lose control over pricing strategies. Studies show that, most searchers click on the first three hence sellers should ensure their products appear among the top three (Berry, 2020).
When selling on amazon, the business should pay several seller fees including seller plan which is $0.99 for every sold item, referral fee which is $ 0.3 per item, FBA fee and other additional fees like variable closing fees, rental book services, and high-volume listing. Additionally, amazon is a rented site hence not owned by the business meaning the business does not have control over it (Berry, 2020). 
Advantages and disadvantages of selling through Own Website
This is where the company establishes its own website and sells its products through the website. Such a site is owned by the business hence it has control over the activities. Through selling on the website, Amana ltd. will eliminate the competition which comes with rented sites like amazon, control its orders to the end, and have its own customers. Having your own customers develops customer loyalty and a relationship between the seller and the buyer. Amana ltd has an assurance of selling 100,000units monthly if it uses its own website. Other benefits of selling through your own websites is availability and access to detailed data which can help in strategic decision making (Berry, 2020).
However, selling through one’s own website comes with different disadvantages including initial costs. For example, Amana ltd. will invest $200,000 to set the website. Further, it will have a fulltime programmer who is paid $50,000 annually.  Unlike amazon, one’s own website does not offer massive reach mostly at the beginning (Berry, 2020).
Recommendations:  Looking at the opportunity cost, pros and cons of both amazon plat form and own website, it would more beneficial for Amana to sale its products through its own website. Further, the company will have guaranteed sales of 100,000 units on its own site and avoid the stiff competition in amazon platform (Thomson, 2020). Although the set-up cost is high, the company not have to pay other fees with amazon whenever they sell a product.
Conclusion
Amana ltd. did not perform well in 2020 due to the Covid 19 restrictions on travel. Being in the tourists industry, the business was highly affected. To counter the projected losses, Mr. Amana wishes to close down some of his selling hotspots and either choose to sell products online through their own website or through the amazon platform. After analysing the different options, the business would benefit more if it designs its own website and sells its product on the website other than selling through amazon platform. 
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