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PART A
Amana is located in England, and the company sells souvenirs to tourists. COVID-19 is a significant factor that influenced Amana Ltd.'s operations since the UK government had to impose a travel ban and restrictions on movement (KODAŞ, 2022). In April 2020, Amana Ltd. saw a significant drop in sales since tourists could not travel to the country, but the sales were seen to pick quickly in the summer of 2020. However, between December 2020 and February 2020, the government of the UK had to implement an additional lockdown as the COVID-19 cases began to project upwards. Therefore, this depleted the extra sales Mr Amana had made during the summer. As a manager of Amana Ltd., I am tasked with preparing a monthly control report showing the original budget, flexible budget, and variances. Besides, I am tasked with leading the performance of Amana Ltd. in 2020 and providing recommendations to Mr Amana.
PART A: Monthly Control Report Showing the Original Budget, Flexible Budget, and Variances
Before computing the monthly control report for Amana Ltd., it is essential to understand what a flexible budget and variances are. A flexible budget calculates the expenses based on sales volume (Weetman, 2003). Concerning this question, Hess and Hess (2018) suggested that variances entail the differences between the actual figures and flexible budget figures. The table below shows the computation of the flexible budget and variances of Amana Ltd.
	 
	Original budget (£)
	Actual (£)
	Flexible Budget
	Variance
	Comment

	Units
	£        100,000.00
	£                80,000.00
	£        80,000.00
	
	

	Selling price
	£                 25.00
	£                       20.00
	£               25.00
	£            5.00
	Unfavourable

	Total revenue
	£     2,500,000.00
	£           1,600,000.00
	£   2,000,000.00
	£ 400,000.00
	Unfavourable

	Variable costs:
	
	
	
	
	

	Materials
	£        250,000.00
	£              280,000.00
	£      200,000.00
	-£ 80,000.00
	Unfavourable

	Labour
	£        400,000.00
	£              440,000.00
	£      320,000.00
	-£120,000.00
	Unfavourable

	Overhead
	£        150,000.00
	£              120,000.00
	£      120,000.00
	£               -
	N/A

	Contribution
	£     1,700,000.00
	£              760,000.00
	£   1,360,000.00
	£ 600,000.00
	Unfavourable

	Fixed overheads:
	
	
	
	
	

	Warehouse rental
	£        200,000.00
	£              170,000.00
	£      200,000.00
	£   30,000.00
	Favourable

	Insurance
	£        100,000.00
	£              100,000.00
	£      100,000.00
	£               -
	N/A

	Fulltime warehouse supervisor salary
	£          50,000.00
	£                35,000.00
	£        50,000.00
	£   15,000.00
	Favourable

	Profit
	£     1,350,000.00
	£              455,000.00
	£   1,010,000.00
	£ 555,000.00
	Unfavourable



PART B: A Report on the Performance of Amana Ltd. for the Year 2020
From the variance analysis, four factors can be noted that were vital to the adverse financial performance of Amana Ltd. in 2020. Firstly, Amana Ltd. experienced unfavourable variances in revenue, materials, and labour. Based on the analysis, the materials cost increased from £200,000 to £280,000 (damaging materials variance of £80,000), and labour cost rose from £320,000 to £440,000 (unfavourable labour variance of £120,000, thus resulting in a drop in contribution. According to Kumar (2019), the negative material variance can be explained by an increase in the prices of the products they import from China and the importation of high-quality materials compared to previous periods before the coronavirus pandemic (Thiagarajan, 2020). Conversely, Church and Akin (2017) stated that the unfavourable labour variance could be explained by the increased use of casual labourers that charged higher prices. During this period, causal labourers worldwide charged higher hourly prices to accommodate the increased living costs. Specifically, the COVID-19 pandemic increased the prices of products and services due to the existing uncertainties (Emam, 2020). To motivate staff and ensure that they worked during this period, as other companies closed their businesses to implement the social distancing directive of the government, companies like Amana Ltd. had to increase the salaries of their casual labourers (Yan, 2020). This led to a higher direct labour costs than what had initially been budgeted. 
Secondly, Amana Ltd. reduced the prices of its products to boost sales during the COVID-19 period. Based on the table above, the actual selling price of the company dropped from £25 to £20, which resulted in an unfavourable selling price variance of £5. A drop in selling price increased demand during the COVID-19 period. However, this did not turn out as well as expected since Amana Ltd. had not invested in marketing, which would have created awareness concerning the company's existence, low prices and the products and services it offers (Kotler and Armstrong, 2019). Additionally, the total sales revenue of the business declined from £2,000,000 to £1,600,000, representing an unfavourable variance of £400,000.
Thirdly, certain expenditures rose during this period. During the COVID-19 period, the costs of materials and labour increased. The primary reason was the changes in regulations, whereby imports were subjected to additional charges at the point of entry (Maican and Orth, 2018). This means Amana Ltd. imported the products at higher prices before the coronavirus period. Moreover, due to increased uncertainties during the coronavirus period, the exchange rate of the Chinese Yuan against the US dollar weakened. For this reason, companies in China where Amana Ltd. imports its products did not realise enough value for money, which forced them to raise the prices of their products and this pinch was felt by Amana Ltd. on the increased cost of raw materials. 
Finally, the warehouse rental and supervisor salaries dropped during the COVID-19 period. Ideally, the only favourable thing that happened was that the warehouse rental declined from £200,000 to £170,000 (favourable variance of £30,000 and the full-time warehouse supervisor's salary fell from £50,000 to £35,000 (favourable variance of £15,000). However, Amana Ltd. dropped its profitability from a budget of £1,010,000 to an actual profit of £455,000, representing an unfavourable variance of £555,000. 
The actual and flexible budget profit and sales figures of Amana Ltd. can be used to compute the profit margin.

	
	Actual
	Flexible

	Profit
	 £        455,000.00 
	 £           1,010,000.00 

	Sales
	 £     1,600,000.00 
	 £           2,000,000.00 

	Profit margin
	28%
	51%



As per the table above, the profit margin dropped from a budget of 51% to an actual figure of 28%. This indicates that COVID-19 had adverse impacts on the profitability of the company.
PART C: Recommendations to the CEO of Amana for the Areas of Improvement
Various recommendations can be provided to the CEO of Amana Ltd. on the areas that need improvement. Firstly, Amana Ltd. needs to enter long-term contracts with the warehouse owners to ensure that the rental prices are not increased significantly shortly (Serediuk and Khryniuk, 2021). The warehouse rentals that Amana Ltd. pays dropped from a budgeted figure of £200,000 to an actual figure of £170,000. The warehouse rental is considered a fixed overhead cost. However, due to this decline, it does not fit the description since fixed overhead costs are those overheads that remain constant irrespective of the sales volume or units produced (Harris, 2016). As such, it is evident that the warehouse rentals may even increase in the future if the market conditions are unfavourable, which would mean Amana Ltd. will pay more for renting a warehouse. By engaging in long-term contracts with the owners of the warehouses, Amana Ltd. will ensure that the prices of the warehouse rentals remain constant irrespective of the market conditions. 
Secondly, Amana Ltd. needs to outsource its production to low-cost nations, enabling them to minimise operational costs in the long run. From the analysis, the direct labour of Amana Ltd. rose from a budget of £320,000 to an actual figure of £440,000. The primary reason for the increase was that workers needed higher pay because of the high costs of living brought about by the COVID-19 pandemic. Amana Ltd. mainly sources its raw materials from China, and its production is in the UK, a high-cost country. On the other hand, China is considered a low-cost country with cheap labour (Leibowitz, 2018). Its production in China would help Amana Ltd. reduce its labour cost in the long run. 
Lastly, Amana Ltd. needs to consider a price adjustment to their souvenirs as reducing the prices may not be regarded as a sustainable strategy. A drop in the costs of the souvenirs resulted in a significant reduction in revenue as demand was similar to what was budgeted. During these challenging times of the pandemic and other economic crises, most companies tend to increase the prices of their products and services in anticipation that their manufacturers and suppliers will also increase their prices. As a result, reducing the costs of souvenirs was an unsustainable strategy for Amana Ltd. In the future, Amana Ltd. would be advised to increase the prices of its souvenirs to a sustainable level that would enable them to boost their sales revenue. 
PART B
Mr Amana has seen that many of his competitors in the UK are selling their products online, and he has considered doing the same and moving 50% of their sales online. He is considering selling through their website or Amazon (Atrill and Mclaney, 2021). If he sells through their website, he will need to set up a delivery network, which costs £150,000, he will need to upgrade their current sales to be able to handle a large volume of sales for £50,000, and he will need a full-time IT programmer whose salary will be £35,000 each year. The total cost Mr Amana expects to incur because of moving 50% of their sales online is £235,000. Additionally, he estimated that annual sales would be 100,000. 
Mr Amana can also sell products through Amazon. If so, he will have to pay an Amazon fulfilment fee of £50,000 and the guaranteed sales amount of 65,000 annually, possibly increasing demand. For this, however, Mr Amana expects that there will be a lack of control over pricing and the return policy. 
Setting online shop
To ascertain whether it will be profitable for Mr Amana to sell the products online. We will assume that the selling price of his creations is £12. We will also assume that variable costs amount to £4 per unit and that fixed costs are £65,000 annually. Using this, we will calculate the returns from selling online through their website without considering other factors impacting the price and demand. Besides, since the annual market is estimated and not what is guaranteed, we will consider a sensitivity analysis of the order (Seal and Rohde, 2019).
	
Details  
	10% decrease in demand
	Estimated demand
	10% increase in demand

	Estimated annual demand
	90,000
	100,000
	110,000

	Selling price
	£                                                                   12.00
	£                                12.00
	£                    12.00

	Total revenue
	£                                                       1,080,000.00
	£                    1,200,000.00
	£        1,320,000.00

	Costs
	
	
	

	Variable costs estimated
	£                                                          360,000.00
	£                       400,000.00
	£           440,000.00

	Fixed costs estimated
	£                                                            65,000.00
	£                         65,000.00
	£             65,000.00

	Cost of setting up delivery network 
	£                                                          150,000.00
	£                       150,000.00
	£           150,000.00

	Cost of upgrading current website to handle large volume of sales
	£                                                            50,000.00
	£                         50,000.00
	£             50,000.00

	Salary of a fulltime IT programmer
	£                                                            35,000.00
	£                         35,000.00
	£             35,000.00

	Total costs
	£                                                          660,000.00
	£                       700,000.00
	£           740,000.00

	Profit
	£                                                          420,000.00
	£                       500,000.00
	£           580,000.00



Based on the table above, it is estimated that the demand if Mr Amana sells online will fluctuate with a 10% inflationary rate. Mr Amana will achieve a profit of £420,000, £500,000, and £580,000 in case of a 10% decrease in demand, average demand and a 10% increase in demand. This means that even if unforeseen factors are considered, Mr Amana will still attain a profit if he sells his products online through his website. 
Selling on Amazon
Similarly, to evaluate the profitability of selling the products through Amazon, we will assume that the selling price of his creations is £12. We will also assume that variable costs amount to £4 per unit and that fixed costs are £65,000 annually while holding other factors constant. However, selling through Amazon has a guaranteed demand of 65,000 annually, but it has the potential to increase based on need. 
	Details 
	 Amount 

	Estimated annual demand
	65,000

	Selling price
	 £                                                                   12.00 

	Total revenue
	 £                                                          780,000.00 

	Costs
	 

	Variable costs estimated
	 £                                                          260,000.00 

	Fixed costs estimated
	 £                                                            65,000.00 

	Amazon fulfilment fees
	 £                                                            50,000.00 

	Total costs
	 £                                                                         375,000.00 

	Guaranteed profit
	 £                                                                         405,000.00 



From the table above, Mr Amana has guaranteed profitability of £405,000 if he decides to sell the products through Amazon. As seen, selling products through the website is highly profitable compared to selling them through Amazon. Despite this, we must look at the non-financial factors that would affect this decision.
Non-Financial Factors
Lack of control over pricing is one of the factors that would affect the decision. When Mr Amana sells the products through the company website, he can set the prices he desires, and his sales would majorly depend on the advertising the company has engaged in. For Amazon, Sussman (2019) indicated that the pricing policies of Amazon squeeze sellers, which makes customers pay hefty prices for the products. Specifically, Amazon has always maintained the highest prices in the market to ensure its dominant position. In their argument, the higher the costs of their products, the more the consumers will perceive them as selling quality products. For this reason, despite a guaranteed demand of 65,000 annually, the market may be impacted by companies selling similar quality products at a much lower price. Therefore, if Amazon does not control the pricing, Mr Amana may attain a lower demand for his products. 
Economic conditions like COVID-19 and war in Ukraine could impact this decision. The emergence of COVID-19 led to many uncertainties in the market since countries had to close their borders and adhere to the social distancing directive of the government. As such, they were selling products through the website for Mr Amana, mainly due to the shipping of the products outside the country (Maaravi and Heller, 2021). During this time, Amazon could ship products outside the country within longer timeframes. The war between Ukraine and Russia has significantly influenced the pricing of products and services. It occurred in February 2022 when Russia invaded Ukraine (Ruiz Estrada et al., 2022). This caused the largest refugee crisis in Europe with global food shortages. As a result, it led to uncertainty in the market and a rise in the prices of products and services (Shah and Gedamkar, 2022). For Mr Amana, the war between Ukraine and Russia could have led to uncertain demand as people preferred to shop from reputable brands such as Amazon that they were assured would ship their products irrespective of the market conditions and that they could track the movement of their packages.
Recommendations
Based on the financial analysis, selling products through the website is more profitable than if Mr Amana sells his products through Amazon. On the other hand, the non-financial study reveals that Mr Amana would have control over prices, unlike selling via Amazon but shipping his products globally would prove to be a challenge in case of market conditions like COVID-19 and the war in Ukraine. Overall, Mr Amana would be advised to sell products through his website as most factors favour him. 
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