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[bookmark: _Toc88086862]Introduction
The report is prepared to highlight the overall performance of Amana Ltd. during the covid- 19 pandemic and analyse available alternatives to move the business online. The report is divided into two parts. Part A discusses the overall performance of the company along with recommendations on areas where improvement is needed. To measure the performance, a control report is prepared where activity variances are presented. Based on the difficulties faced by the world tourism industry due to the breakout of Covid-19, some recommendations are provided to the CEO of Amana Ltd. to improve their performance. Part B on the other hand, provided an analysis on choosing among alternatives to move 50% of the business online. The two available alternatives to move the business online are whether to set up own online shop or to sell on Amazon. Relevant costs of these two alternatives are taken into consideration while choosing the best option. This report will provide readers with a glimpse of the current situation of the businesses which are somehow related to the tourism industry. The report will also give ideas about the areas where improvements are needed to earn the expected profit by attracting more tourists.  
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Part A
[bookmark: _Toc88086864]Requirement i
In budgeting, variance is the difference between the budgeted and actual amount of costs or revenues due to the difference between the budgeted and actual number of units sold (Mak and Roush, 2014). Budgeting is one of the important planning tools to keep businesses on track and meet objectives. It is obvious that the actual result will not always be the same as the budget. The variance control reports are made for the managers to find out the level of variances and analyse the probable reasons behind the occurrence of variances (Wellever, 2012). Activity variance analysis refers to the difference between the original budget and the flexible budget (Tilanus and Theeuwes, 2016). The monthly control report of activity variance analysis enables the management of a company to understand the current financial situation prevailing in the company regarding the actual number of units of goods sold and take necessary steps, if needed, to improve future situations. There are two effects of activity variances, favorable and unfavorable. The activity variance is favorable when the flexible budgeted amount is better than the original budgeted amount, and unfavorable when the original budgeted amount is better than the flexible budgeted amount (Dandago and Adah, 2013).
A monthly control report, showing the original budget, flexed budget, and activity variance, is asked to prepare for Amana Ltd. The monthly control report is given below:
	Particulars
	Original Budget (1)
	Flexible Budget (2)
	Activity Variances (2-1)

	Units
	100,000
	80,000
	 

	Sales Revenue
	2,500,000
	2,000,000
	500,000 (U)

	Costs:
	 
	 
	 

	Variable costs:
	 
	 
	 

	Materials @2.5
	250,000
	200,000
	50,000 (F)

	Labour @4
	400,000
	320,000
	80,000 (F)

	Overhead @1.5
	150,000
	120,000
	30,000 (F)

	Contribution @17
	1,700,000
	1,360,000
	340,000 (F)

	Total variable costs
	2,500,000
	2,000,000
	500,000 (F)

	Fixed overheads:
	 
	 
	 

	Warehouse rental
	200,000
	200,000
	0

	Insurance
	100,000
	100,000
	0

	Fulltime warehouse supervisor salary
	50,000
	50,000
	0

	Total Fixed overheads
	350,000
	350,000
	0

	Total Costs
	2,850,000
	2,350,000
	500,000 (F)

	Net Operating Income (Loss)
	(350,000)
	(350,000)
	0


Table: 1
The most important variance of an activity variance report appears at the bottom of the report; namely, the variance for net operating income. But table:1 shows that there is no net operating income or loss variance of Amana Ltd. Due to the outbreak of covid-19, the actual sales unit was decreased by 20%. As the number of units sold was decreased by 20%, the net operating income or loss must be decreased by 20%, hence an unfavorable activity variance for net operating income would occur. But the table shows that net operating loss is the same as the original budget, though there was a decrease in actual units sold. This happened as there were favorable activity variances for total costs. As we know, a decrease in the number of units decreases the total amount of variable costs. There was a favorable variance of total variable cost and no activity variance for the total fixed cost, as the total fixed cost does not change based on the number of units sold or produced. So, the total variable costs of 80,000 units were lower than the total variable costs of 100,000 units, and the total fixed cost was the same. So, there exists a £500,000 favorable activity variance for total costs which was adjusted with the £500,000 unfavorable activity variance for sales revenue and caused no activity variance for net operating income or loss.
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Requirement ii
A performance report is usually prepared for a business organization that does not have any other sources of outside revenues (Emsley, 2010). Sometimes a performance report for every department of a large business organization is prepared, even if the department does not sell anything outside (Simakov et al., 2015). 
The control report prepared in requirement (i) shows that was a decrease in the number of units sold in 2020. Due to the outbreak of the covid- 19 pandemic, the world tourism industry witnesses a breakdown. As a result, businesses that used to survive by selling products to tourists faced a decrease in their sales. Amana Ltd. used to sell souvenirs to tourists also experienced a  downturn. As the number of units souvenirs sold decreased, it reduced the total variable costs; namely, materials, labor, overhead, and contribution. Though the per unit variable cost was the same, the total amount of variable costs was decreased. The matter of great concern is that though the number of units souvenirs sold decreased, the total fixed cost remained the same. The decrease in the number of units sold caused an increase in per-unit fixed costs. Per unit warehouse rental increased to £2.5 (£200,000/ 80,000) from the expected £2.00 (£200,000/ 100,000). Per unit insurance and Fulltime warehouse supervisor salary were £1.25 and £0.625 respectively, which were expected to be £1.00 and £0.50 respectively. 
Though there was a decrease in the units sold, the net operating loss was the same as it was expected (£350,000). It occurred because the 20% decrease in sales unit also decreased the variable costs. A 20% decrease in sales revenue was adjusted by the 20% decrease in variable costs. Although the net operating income or loss was as it was expected, the performance of 2020 was not satisfactory at all. Due to the outbreak of the pandemic, the number of tourists visiting the UK from abroad countries was decreased. Even the number of local tourists also decreased due to the prevailing lockdown everywhere. If we consider the actual performance given in the passage, Amana Ltd. tried to reduce the total fixed costs. And the organization was able to reduce the net operating loss as was expected. But still, the performance was not that satisfactory as a loss was incurred. 
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Requirement iii
The location and the natural beauty of the place are not the only components of the tourism industry (Morrison and Teixeira, 2004). One of the key components of the tourism industry is the stores or markets that offer tourists different souvenirs and enhance the attraction of the tourist spots (Arumsari and Yosintha, 2021). Amana Ltd. is a tourist business that sells souvenirs to tourists of different tourists spots in the UK namely Brighton, London Bridge, Westminster Bridge, Buckingham Palace, Birmingham city center, and Manchester city center. Researchers found that the outbreak of covid- 19 had a severe impact on the tourism industry, especially on the business of souvenirs (Sharfuddin, 2020). As Amana ltd. is also a seller of souvenirs to tourists, the outbreak of covid- 19 also affected the business. The areas on which improvements must be needed are:
1. Focus on reducing per unit variable costs. The management of Amana Ltd. must look for suppliers who can supply souvenirs at a lower cost than the current supplier. Per unit variable cost should be reduced to reduce the overall cost of souvenirs and result in a decrease in net operation loss.
2. Focus on reducing total fixed costs. A reduction in total fixed cost is needed. This goal was slightly achieved by the organization. The CEO must focus on reducing total fixed costs.
3. The CEO can take advantage of the technology and trade their products online. By going online, the company will be able to sell its products under any pandemic situation. Hence, the number of units sold will also increase and the company might earn profit. 
To reduce loss and get over the impact of the covid- 19 pandemic, the CEO of Amana Ltd. should focus on being more cost- efficient (Mak and Roush, 2016). So reducing costs is a must, as well as it can take advantage of the internet. As per Arumsari and Yosintha (2021), maximum souvenirs sellers are converting their business into online. So, the CEO can focus on improving the technological infrastructure of the company to go online and sell its products worldwide.
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We are now in an era of digitalization and within the last twenty years, the number of internet users has increased tremendously (Fuller, 2010). So, a business needs to go online to grab more market share and be successful. The online business makes it possible to reach more customers and increase sales (Burke et al., 2010). Sometimes customers may wish to visit the online shop of a business before visiting the physical shop to know about the product or service and the quality (Dowthwaite and Greenman, 2014). The key advantage of businesses going online is to improve the brand image as well as customer engagement (Barua et al., 2001). Another key advantage of businesses going online is that customers from any corner of the world can be reached within a moment. To analyse the decision of Amana to go online, the advantages it can enjoy by going online should be considered. The advantages of going online are:
Improve Brand image: It is assumed that Amana’s customers expect Amana to be present online, while looking for Amana’s online shop, customers might find shops of competitors and purchase goods from competitors. To prevent losing customers and make customers take the Amana brand seriously, it must have online presence (Burke et al., 2010). 
Available 24/7: As Amana has customers all over the world, being available 24 hours will help the company to provide services to more customers. And the key element needed to be available 24/7 is the internet or having an online shop (Dowthwaite and Greenman, 2014). So, going online will enable Amana to be available 24/7.
More improved customer services: Being online will enable Amana to get customer reviews online. By this, Amana will be able to solve different problems of the customers and answer the questions of new customers who are gathering information before making a buying decision. Physical shops only allow customers from that particular area where the shop is located to have services (Barua et al., 2001). Whereas, customers all over the world can have services from online shops (Rose et al., 2011).
Cost efficiency: It is obvious that maintaining physical stores are more costly than maintaining online shops (Barua et al., 2001). So, going online will make Amana more cost-efficient than earlier as maintenance costs will reduce. Even it will also allow going for social media marketing which is not that much costly.
Work from anywhere: Going online will allow employees of Amana to work from anywhere. It will also allow Amana to hire employees with lower costs than the salaries of employees working in Brighton, Birmingham city center, and Manchester city center branches. Amana will be able to hire individuals from any corner of the world as it is not necessary to be present physically while communicating with the customers online (Burke et al., 2010).
Reach global customers: being online will allow Amana to attract more customers globally and grab more market share. till now, Amana used to sell souvenirs to tourists from particular areas of the UK, but after being online it will be able to sell products to tourists all over the world (Rose et al., 2011).
After analysing all the possible outcomes Amana may enjoy after going online, it can be said that Amana has made a very good decision. After the outbreak of Covid-19, researchers found that customers prefer to make online shopping (Ali, 2020). So, to keep pace with the online-based business practice, hold out existing customers, and attract new customers; Amana must implement the decision to go online as soon as possible. It is found that many sellers of souvenirs to the tourists are closing their physical shops and setting up own online shops or using platforms like Alibaba, Amazon, etc to attract customers (Arumsari and Yosintha, 2021).
[bookmark: _Toc88086869]Own online shop or sell on Amazon
To choose among the alternatives available to Amana regarding whether to set up their own online shop or to sell on Amazon, relevant costs of each alternative should be taken under consideration. The expected net income of both alternatives available for the next year can be used as a tool to decide which alternative to choose.
The expected net income of setting up own online shop is shown in the Table:2 below:
	Own Online Shop
	Amount
	Amount

	Sales Revenue (100000*20) 
	
	2,000,000

	Less: Expenses
	 
	

	setting up a delivery network
	150,000
	

	upgrading current website
	50,000
	

	Salary of a full-time IT programmer
	35,000
	

	Total Expenses
	
	(235,000)

	Net Income
	
	1,765,000


Table: 2

The expected net income of sell on Amazon is shown in the Table:3 below:
	Sell on Amazon
	Amount

	Sales Revenue (65000*20)
	1,300,000

	Less: Amazon fulfillment fees
	(50,000)

	Net Income
	1,250,000


Table: 3
Table:2 and Table:3 show the expected net income of setting up own online shop will create more net income than selling on Amazon. So according to the calculations made considering relevant costs, Amana should set up their own online shop rather than selling on Amazon. 
Even if the relevant costs are not considered, Amana must not go for selling on Amazon, Because it will create high competition as other sellers of souvenirs also sell on these platforms. Again selling on Amazon will cause a lack of control over the pricing and returning policy. So after considering all costs and other factors, it will be wise for Amana to set up own online shop rather than selling on Amazon. Because selling on Amazon will cause a lack of control of the company on its policies.
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Conclusion
Due to the outbreak of covid- 19, Amana ltd., a seller of souvenirs to tourists in different areas of the UK, has experienced a huge loss in its business. the variance analysis shows no net operating income variance, as the unfavorable variance for sales revenue was overlapped by the favorable variance for the total cost. But the overall performance of the company was not satisfactory in the year 2020. So the report recommends the CEO of Amana Ltd. to focus on being more cost- efficient. It is found that the souvenirs sellers are continuing their operations online. So it can be concluded that by improving the technological infrastructure of the business, Amana can also operate the business online. And it is found in this report that Amana should set up its own online shop, rather than selling on any existing platform like Amazon, etc.
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