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Introduction
Amana Ltd is a family-owned business located in England that sells souvenirs to tourist. The company sells its product only in physical stores in several locations across the country. The Covid-19 pandemic and the imposed government restrictions and lock downs has negatively affected the business sales and revenues. This report will prepare monthly control report of the company and will evaluate the performance of the company based on flexible budget variance analysis. Further, several recommendations will be presented to the company to improve its overall performance. Moreover, the report will analyse and determine whether the company should set up its own ecommerce website or sell its products on Amazon to generate more revenue and remain competitive in the business.  

Part A
(i) Monthly control report
Monthly Control Report of Amana Ltd.
	 
	Cost per unit (£)
	Original Budget (£)
	Activity variances (£)
	Flexible Budget (£)
	Actual Results (£)
	Cost Variances (£)

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

	Selling price
	
	25
	-
	25
	20
	5 U

	Sales
	
	2,500,000
	500,000 U
	2,000,000
	1,600,000
	400,000 U

	 
	
	
	
	
	
	

	Variable cost: 
	
	
	
	
	
	

	Materials 
	2.5
	250,000
	50,000 F
	200,000
	280,000
	80,000 U

	Labour
	4
	400,000
	80,000 F
	320,000
	440,000
	120,000 U

	Overhead
	1.5
	150,000
	30,000 F
	120,000
	120,000
	0

	Total variable cost
	8
	800,000
	160,000 F
	640,000
	840,000
	200,000 U

	Contribution
	17
	1,700,000
	340,000 U
	1,360,000
	760,000
	600,000 U

	 
	
	
	
	
	
	

	Fixed overheads
	
	
	
	
	
	

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

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

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

	Total fixed cost
	
	350,000
	-
	350,000
	305,000
	45,000 F

	 
	
	
	
	
	
	

	Total overhead cost
	
	1,150,000
	160,000 F
	990,000
	1,145,000
	155,000 U

	 
	
	
	
	
	
	

	Net Profit
	
	1,350,000
	340,000 U
	1,010,000
	455,000
	555,000 U


*F – favourable    *U - unfavourable

Calculations:
Variable costs:
Material: 2.50x 80,000 = 200,000
Labour: 4x 80,000 = 320,000
Overheads: 1.5x 80,000 = 120,000


(ii) Performance report
The above control report is prepared based on original budget, flexible budget, actual results, and variance analysis. The variance analysis is performed on both original and flexible budgets. As per Rhode (2019), the difference between original budget and the flexible budget indicates activity variance, whereas the difference between flexible budget and actual results shows cost control variance. The original budget is a static budget that is prepared for a planned level of activity and therefore, evaluating the performance of a company is difficult when the actual activity differs from the original plan. As this is the case with Amana’s actual activity level, to improve performance evaluation this control report will analyse flexible budget figures. The flexible budget shows the revenues and expenses that should have occurred at the actual level of activity and reveals variances that are due to good or poor cost control. The evaluation of the performance of Amana Ltd will begin by identifying the overall difference in profit. Then, it will focus on each individual variance, showing their significance and possible causes.
Amana’s budgeted target profit for the actual level of activity (80,000 units) for the period was £1,010,000. However, the business managed to achieve an actual profit of £455,000. This is a very significant overall variance of £555,000. In other words, the actual profit is nearly 45% less than the budget target for this level of activity (£455,000/£1,010,000). The main cause for this drop is the sale price variance and the variable cost variances. This significant negative profit variance suggests that either the budget targets were unachievable or events outside the control of the business had a part to play in the actual business performance of Mr Amana. Below is presented the analysis of the variances calculated above.
Sales price variance: This is an adverse variance of £400,000 and is one of the most significant of the variances. The business did not achieve its budget target average price of £25. The actual average price was £20 which is 20% less than the budgeted figure. This negative variance suggests that the budget price target was overly optimistic. Other reasons for this difference would include increased competition and decreasing prices as a strategy to boost volume sales.
Material cost variance: This is unfavourable variance of £80,000 or 40% (£80,000/£200,000) above the budget target for this level of activity. This is significant difference that needs to be further investigated. Possible causes can include increased prices of materials, increased shipment costs, inefficient buying, lack of good materials with high level of wastage. 
Labour cost variance: This is a negative variance of £120,000 or 37.5% (£120,000/£320,000) above the budget target for this level of activity. This also substantial difference and requires further investigation.  Possible reasons include new wage agreements, employing extra staff to increase activity, paying overtime for urgent work, poor scheduling of production processes, increase in labour turnover.
Variable overhead variance: There are no variances with variable overhead.
Sales contribution variance: This is an adverse variance of £600,000 which is mainly due to the lower average sales price per unit (£20) as compared to the budget target (£25). Also, the increased variable costs contribute to this unfavourable difference.
Insurance variance: There are no variances with insurance.
Fixed overhead variance: This is a favourable variance of £45,000. This is due to reducing the cost of warehouse rental (£30,000) and the warehouse supervisor salary (£15,000).  Possible reason for this cost savings is that the warehouse was not used in full capacity. The management need to analyse how these savings were made and if the budget target was reasonable. Further, it should be studied whether this positive variance had affected other variances.
Based on the above variance analysis, Amana Ltd failed to achieve its budget targets. The company managed to achieve only 55% of its overall flexible budget profit target. This is mainly due to sales price variance and variable cost variances (material cost and labour cost).
As many other businesses, Amana’s performance has been hugely impacted by the Covid-19 pandemic and the imposed government restrictions and lockdowns. The business’ poor performance can be explained with the fact that the company has only traded within physical stores and has no online presence. Since the Covid-19 outbreak, many people were unable to buy from brick-and-mortar shops and moved to online shopping. This, for example, can explain why the company have not achieved its sales volume of 100,000 units. Further, since the pandemic started, there has been significant shortage of materials, delivery destructions, and labour unavailability which in turn caused increase in prices and costs. In this sense, the company should consider selling online products to generate revenue and remain successful.

Recommendations:
· It is critical that the management team Amana Ltd analyse and investigate all variances (favourable and unfavourable) and identify the cause of such a variance and whether it is controllable or uncontrollable. Once, the reason for the variances is determined, the company can make necessary changes and take actions to achieve its planned targets. Sometimes variances will affect one another. For this reason, the management should investigate if there is interdependence of variances that can aid in the future planning process.
· The management of the company should be able to understand and explain the causes of the identified above significant variances and determine whether they are within their control. Some possible reasons could include unreasonable targets set in the budget, random events that interfere with actual performance, inefficiencies within the company. 
· The company should review its budget and identify if it is realistic and achievable and whether it reflects the current economic and market conditions.
· The business should be organised into cost centres where costs and revenues can be tracked to the individual managers that are responsible for the control of the resources.
· The company should regularly measure and compare actual performance against budgeted targets and identify and investigate variances (favourable or adverse). This can ensure early detection of problems and hence ensure prompt corrective actions are taken.
· The company should review its supplier agreements, negotiate better contractual terms where possible, and identify areas of improvement.
· The company should frequently review and compare its pricing strategy to ensure it offers competitive pricing that reflects the current market conditions.
· Online presence is a must for the business if it wants to survive and remain competitive. The company should streamline its activities by starting to sell its products online to customers across the world.


Part B
Analysis of selling online on own website versus Amazon
In recent years, online selling has become an important way of running a business. Moreover, after the Covid-19 pandemic and lockdowns, the importance of online sales has become even more clear and sound. Today, businesses are looking for more ways to obtain a bigger market base by offering their products online and reaching out to both national and global customers. As Amana’s business operations have been adversely affected by the recent Covid-19 pandemic, the management should consider starting online business and increase its customer base to generate more sales. However, one of the main questions while selling products online that comes up is whether to sell on own ecommerce website or on a selling platform such as Amazon. There is no simple answer to this question as every business is different and has its own specific requirements. For this reason, this analysis will focus on different factors that need to be considered while taking sales online and integrate the two options: selling on Amazon versus own ecommerce website. More specifically, the evaluation will concentrate mainly on cost, ownership, sales opportunities, audience and reach, and competition.
Cost 
It is estimated that Amana Ltd needs to spend £50,000 fulfilment fees to start selling on Amazon. In contrast, if the company wants to create its own ecommerce website, it must spend £235,000 to set up a delivery network, upgrade its current website and hire fulltime IT programmer. It is more than clear that online selling on Amazon involves much less initial investment as compared to developing own website. 
Ownership
One of the primary advantages of selling from own website is ownership. With its own website shop, Amana Ltd can change and maintain its online presence as per its needs and market demand. The company will have full control over price, delivery and return policy. On Amazon, the sellers rent the platform and they have no control over it. They have much less control over pricing and return policy. Amazon emphases on the products, not the sellers. This means that Mr Amana will have very limited ways to platform its brand presence.
Sales opportunities
It is expected that Amana Ltd will generate more sales on his own website (100,000 units) as compared to Amazon (65,000 units). However, the initial investment and maintenance in setting up its own ecommerce website (£235,000) will most likely affect the profits generated by the expected sales units. On the other hand, selling on Amazon gives the company the opportunity to increase its sales units due to the large volume of customers. Further, the cost of selling on Amazon is much less in proportion to the sales units as compared to own website.
Competition
The competition on Amazon is very high. The platform has millions online sellers worldwide. Amana Ltd will have to compete with a significant number of sellers that offer similar products. This means the company must price its products competitively which can make it more difficult to profit on the platform. On the other hand, selling on own website, Amana Ltd will have the opportunity to sell only its products and have control over the pricing of the products which can results in higher profits over time. As the owner of its website, Amana Ltd will remove all the competition that comes with online platforms like Amazon. However, even in this case, the company pricing strategy still will be influenced by other similar businesses that already sell on Amazon or their websites. If Amana Ltd wants to remain competitive the company must offer prices that match customer expectations to attract them.


Audience and reach
Amazon offers a great opportunity to Amana Ltd to reach new and first-time customers. It also can help the business to grow its audience much quicker as compared to own website. A major advantage of selling on Amazon is that the company can much more easily expand to other markets around the world. Amazon is a global and well-trusted platform with millions of customers. Reaching a global audience with own ecommerce website will take much time, cost, and effort making it a less suitable option for targeting the global market. When Amana Ltd launch its own website shop, no one will know about it. While the company can advertise its website on social media, as well as with friends and family, the company will need a well-designed marketing strategy for growing its audience if the business wants to survive. In contrast, Amazon is worldwide trusted brand that can give Amana Ltd the chance to expand its products into different markets.
Based on the above factors, it is recommended that Amana Ltd starts its online presence on the Amazon marketplace. There are number of reasons why taking advantage of online platform like Amazon is better for Aman Ltd looking to start its own online business. As a new entrepreneur online, the company needs the visibility, convenience, and growth that the Amazon marketplace can offer. As a small-scale company, Amana Ltd should first consider selling online with Amazon and should not jump directly investing in ecommerce website considering the initial cost involved. Online selling platform like Amazon can aid the company in reaching large international audience and reduce the hassle of managing delivery network. In the future, the business can start planning in developing its own ecommerce website once the product base increases. However, now, Amana Ltd should focus on online selling on Amazon. The platform is well-known and trusted by many retailers and can be the right choice for business that has no experience with online sales and managing international delivery network.

Conclusion
This report analysed the performance of the family-owned business Amana Ltd. The analysis showed that the company has failed to meet its budget targets in terms of generating revenue and achieving profits. The variance analysis based on flexible budget revealed several significant unfavourable variances that need further examination and investigation. To survive and remain competitive, the company should regularly evaluate its performance and pricing strategy. Further, the report concluded that the company should start selling its products online on Amazon marketplace. By doing this, Amana Ltd will be able to reach international customer audience, expand its customers base and generate revenue. 
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