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	Amana Ltd it's a family business based in England. The company sells souvenirs to tourists and has been a successful business for 40 years. In places like London Bridge, Westminster Bridge, Brighton, Birmingham Palace, Manchester, and Birmingham city centre, the company has physical stores from where tourists can buy souvenirs. However, in 2020 the coronavirus pandemic impacts the tourist business and becomes a hard time for the company. Because of the lack of tourists and all travel restrictions, it becomes hard times for the company to sell its products. In this paper, we will look at the company performance in 2020 when the COVID-19 pandemic impacts the business and to check what will be better for Mr Amana (Amana CEO) to start its products online and which is the best channel to do that.
Part A
	In the first part of our analysis, we can prepare a control report which presents the original budget, flexed budget and variances for 2020 and which can be seen below:
	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
	F

	Fixed overhead:
	

	Warehouse rental
	200,000.00
	200,000.00
	200,000.00
	170,000.00
	30,000.00
	F

	Insurance
	100,000.00
	100,000.00
	100,000.00
	100,000.00
	0.00
	

	Full-time warehouse Supervisor Salary
	50,000.00
	50,000.00
	50,000.00
	35,000.00
	15,000.00
	F

	Profit
	 
	1,350,000.00
	1,010,000.00
	455,000.00
	555,000.00
	UF



From the control report above, we can see that there are favourable and unfavourable variances, and below, we will look at each one of them.
Always indicate whether a variance is favorable or unfavorable. A variance is usually considered favorable if it improves net income and unfavorable if it decreases income. Therefore, when actual revenues exceed budgeted amounts, the resulting variance is favorable. When actual revenues fall short of budgeted amounts, the variance is unfavorable. On the other hand, when actual expenses exceed budgeted expenses, the resulting variance is unfavorable; when actual expenses fall short of budgeted expenses, the variance is favorable. (Holtzman, 2013)
Unfavourable variances
	Selling Price – In the original budget, the selling price per unit is £25.00. Still, in the actual budget, the price is £20.00, so the £5.00 difference between the original and actual budget is an unfavourable variance. The unit sells prices is less than the targeted price, and the reasons for that could be:
· Falling demand for a given product
· Increased competition
· Price decreased mandated by a regulatory authority
	Because of the coronavirus pandemic, tourism in the United Kingdom and not only fallen dramatically. Based on the latest report from (Office for National Statistics, 2021) and (World Tourism Organization, 2021) the hotel occupancy in England was declined by 73% compared with 2019. This considerable percentage of tourist reflux affects hospitality and all other industries. The travel agents saw the sharpest decline in the first lockdown. Many of them couldn't resist the pandemic pressure and all the restrictions around it, so they were forced to shut their businesses. However, the hospitality business was almost forced to close for a couple of months during the lockdowns. After the first lockdown, the companies have to reduce the prices as much as possible or make different promotions to attract people in big cities. Amana business is concentrated in big cities, so the pandemic and tourist decline influence their business.
	Revenue – In the revenue variance, there is a difference of £400.000.00 (20%) between flexed revenue (£2,000,000.00) and the actual revenue (1,600,000.00) and which could be categorised as an unfavourable variance. 
	Negative revenue variance occurs when revenues from a business project are lower than expected. This may occur because the expected budget was different from the actual budget and the return on investment was not as high as thought. It may also occur when the income reports from one year are lower than the reports from the previous year. Negative variance is a serious issue and a good reason for businesses to spend time finding out what factors caused the drop in revenue. (Kacoma, 2021)
	No one can predict the COVID-19 pandemic and how the market will be affected. Amana Ltd couldn't know or plan the situation, so to organise its sales, expenses, and budget. Sometimes the negative revenue could be expected, but sometimes not. So Amana Ltd has to take the negative income to recover and change their business strategy for the next period. The return of investments it's something which could help Amana Ltd to manage and predict its budget. The return of investment percentage can be predicted, but in extreme situations like the pandemic, that could increase the expectations gap on investment returns.
	Materials – There is a difference in the material cost per unit between the original budget (£2.50) and the actual budget (£3.50). This difference reflects accordingly to the material cost variance where the actual cost of materials is £280,000.00, and the flexed cost of materials budget is £200,000.00. This difference of £80,000.00 or 40% is more than the projected flexed budget, and because of the actual figure, the material cost per unit is unfavourable.
	The standard cost of finalised product and its direct costs for production is calculated by combining the costs of direct labour, material, and overhead costs. An unfavourable variance is actually when standard costs are more significant than the actual costs. The negative variance in manufacturing could be the problem with the production and the special price offered from the raw material supplier or because the costs of the direct materials are raised. So, a suggestion to Amana Ltd is to change their supplier, decrease the increased delivery costs or lower the purchase price.
	There is another reason the material costs to be increased, and that's the COVID-19 pandemic which causes a shortage of raw materials. Because of the limited availability, shipping containers availability, and significantly increased demand in China, where the economy gets back to work in full capacity, the prices of the raw materials and shipping prices rise. So, the costs of polyurethane, paints, sealants and others were increased, and that's reflected in all industries.
	Labour – In the actual budget of Amana Ltd, the labour cost per unit is £5.50, which is £1.50 higher than the labour cost from the original budget (£4.00). According to those price differences, the total cost for labour price per unit varies with £120,000.00 between flexed budget (£320,000.00) and actual budget cost (£440,000.00). The unfavourable labour variance appears because the cost per unit was increased by 37.5%
	Unfavourable labour variances result from increased wages and costs of labour which are higher than expected. The negative variances can be created from skill levels and employee payments. In other words, if a skilled worker receives less payment than expected in most cases, they are less efficient. Another reason could be the lower-quality materials which the business use to manufacture its complete product and which takes more time for the employee to create it.
	If estimated labour costs are lower than they should be due to unreliable historical trends, inherent employee bias or any other reason, actual labour prices may be significantly higher, causing an unfavourable variance from the budgeted amount. (Clements, 2020)
	Due to economic conditions and changes, the labour demand can be increased. The national minimum rate also could affect labour costs. In 2020 UK Government increased the minimum hourly rate from £8.21 to £8.72, and that's also one of the reasons for unfavourable labour variance in the Amana's Ltd budget. The overtime which labours can do could also increase the expenses and make a gap in the budget. One of the economic changes in 2020 was the SARS-CoV-2 pandemic, which dramatically affected the labour market. After the pandemic forced hotels, restaurants, bars and other businesses to shut in 2020, the job websites indicate a high number of labours taken away from the sector. The workers were left without income or any government help during the pandemic, which pushed them to find a new jobs in other industries. The labour cost also increased during the pandemic because of labour shortages in the hospitality industry, affecting Amana Ltd. The main reason for this is the low labour wages and high employee turnover rate, which has consistently been a problem. 
Favourable variances
	Warehouse rental – Between actual (£170,000.00) and flexed (£200,000.00) budged, there is a difference of £30,000.00, which is excellent news for Amana Ltd. This is because the company is spending less on warehouse rental than what was expected in the original budget. The original budget costs are for the amount of £200,000.00 and match with flexed one. The savings could be made from lowering the rental price and signing a new long-term agreement with a special and lower price for the warehouse from what was paid a year before.
	Full-time warehouse supervisor salary – In the actual budget, the cost for a full-time warehouse supervisor is £35,000.00, which is less with £15,000.00 from flexed budget (£50,000.00). This is also positive news for the company, spending less on the supervisor salary. There can be many reasons why the supervisor salary wasn't raised, and one of them is the less work during the COVID-19 pandemic. Nevertheless, both favourable variances will increase the company profit and help fill some gaps in the unfavourable variances sector.  
Part B
	Mr Amana has an excellent opportunity to sell his product online, and nowadays, that's important. Mr Amana has to take a strategic decision to sell his souvenirs via Amazon and use their platform so millions of people can see their products. That means that Amana will be selling to Amazon's customer base. To trade in Amazon, Mr Amana have to add all his products to the Amazon Seller Central page. After everything is set up, the sales can start. In case of a customer order, the product can be sent to Amazon, and they can deliver the product to the customer or ship by Amana Ltd. In both cases, delivery charges must be paid by Amana in one or another way, by fees or making a delivery network, and which have to be included in the product price. If a souvenir was selling before for £1 in a physical store, now the delivery cost and all other expenses must be included in the selling price. On the table below can be seen all costs which have to make for that step and which could help Mr Amana to take a considered decision to move part of its sells online and help him during the pandemic times.
	Item
	Website Sales
	Amazon Sales

	Guaranted sales/ Units
	100,000.00
	65,000.00

	Selling price
	£20.00
	£20.00

	Revenue
	£2,000,000.00
	£1,300,000.00

	Cost:
	 

	Delivery cost
	£150,000.00
	£0.00

	Cost of upgrading
	£50,000.00
	£0.00

	IT salary
	£35,000.00
	£0.00

	FBA (Amazin fulfilment centre) fees
	£0.00
	£50,000.00

	 

	Total costs
	£235,000.00
	£50,000.00

	Costs per unit
	£2.35
	£0.77

	 

	Profit
	£1,765,000.00
	£1,250,000.00



	Amazon cannot be ignored as a selling channel with pros and cons. Some of the advantages and disadvantages to selling in Amazon are:
	Amazon reputation – Online shoppers, know Amazon, and most of them are shopping from there because of the website reputation and the excellent customer experience. So, if Mr Amana decides to choose Amazon as its online selling method, they can use the Amazon brand for business benefits. 
	Customers – That's probably the most essential benefit because they are purchase-ready customers at Amazon to which Amana will have instant access. Usually, Amazon shoppers skip the awareness phase because they already know what they want to buy when logging into the app or website. This is one of Amazon's competitive advantages because there is access to customers with high buying intent which is excellent for new businesses who look to grow their customer base.
	On the other side, the customers buying Amana products from Amazon are more loyal to the shop than the seller. The limitations Amazon makes to the seller are not also so good and include how to brand the store, not to have the website on the seller page or any social media. Amazon is also limiting the seller to access crucial customer information.
	Amazon FBA – This is an option where Amana Ltd can store its products in Amazon's fulfilment centre. This helps the company because Amazon FBA will do everything like packaging, shipping, and providing to customers the product. So, it will save valuable time and resources if Amazon handles logistics. But that has its disadvantages, like losing control over the inventory or the chance to interact with the customer.
	Easy to Use - Amazon is easy to use by customers and sellers and could save Mr Amana additional expenses as an annual IT programmer. In that case, Amana can pay a one-off charge to someone who knows Amazon base and add their products. After that, the sales department must manage item quantities in the system or someone who already works in Amana Ltd.
	Amazon has one disadvantage regarding the branding of the products. Most customers are searching by item name as "keyholder souvenir", not by the brand, which could be a problem because the product can match this search but will be combined with other thousand similar items from other sellers.
	However, Amana can also sell its products on its own e-commerce site, giving complete control to the company, telling the customers the unique brand story, and using customers data for personalisation.
	With the online website, the company will have control of every step of brand identity and customers order journey. The company can interact with the customers, check and trace customer satisfaction, searches, and interest that could help in the future. Through the website, Amana Ltd can collect important customer information that can be used for an email marketing campaign, improvement of the shopping experience or even target discounts. Customer loyalty is increased if shoppers are buying straight from the website or in other words, the chances of repeating purchases are much higher than Amazon.
	To start with website Amana will have some disadvantages, like reduced product visibility, because millions are attracted to shop from Amazon. Nowadays, for many shoppers, Amazon is the first touchpoint. So there is a massive chance in Google searches the website to not be on the first page or even second, which will be hard for the customers to find Amana's products. In addition, the IT programmers and staff who have to track all orders, deal with deliveries, packages, customer services and troubleshooting, etc., need to be hired. The time and resources (£150,000.00) needed are significant. The IT salary is £50,000.00 per year, not including the additional staff required for the above procedures for one order.
	In the beginning, the Amana Ltd website will not be known by many people and what the company offer. There is an option for Mr Amana to increase website visibility by paying Google to improve the website visibility and be on 1st-page searches or share in social media. In other words, Mr Amana has to pay for search engine optimisation in case the people find Amana website easier and make an order.
	My recommendation is for Mr Amana to start to work with Amazon and their fulfilment centre. The expenses for a single unit will be less (£0.77) than the expenses made from the website (£2.35). In the beginning, before Amana Ltd sends its products, it will be an excellent opportunity to pack them in an individual pack to be branded, company website to be specified, and a QR code or text with all company social media. With time every sale will bring income which can be invested in the company website reorganisation and update. In addition, there is a possibility from the Amazon customer centre Amana Ltd to contact their customers and require feedback that will help them in sales. 
	In those hard for everyone times, the expenses need to be minimised, so to save the business as long as possible. It's still unclear when the coronavirus pandemic will end, so it will be good for Mr Amana to start selling its products on Amazon and then step by step to upgrade its website and build its delivery network.













References
Berry, S., 2020. Should You Sell on Amazon or Your Own Website?. [Online] 
Available at: https://www.webfx.com/blog/marketing/sell-on-amazon-or-own-website/
[Accessed 29 December 2021].
Clements, J., 2020. What Are the Causes of Unfavorable Labor-Price Variances?. [Online] 
Available at: https://smallbusiness.chron.com/causes-unfavorable-laborprice-variances-33385.html
[Accessed 02 January 2022].
DeMicco, F. & Liu, L., 2021. Labor Shortages and Increasing Labor Costs Post-COVID-19: How Future Hospitality Businesses are Going to Thrive?. [Online] 
Available at: https://www.hospitalitynet.org/opinion/4106002.html
[Accessed 02 January 2021].
Dowell, D., 2020. How Supply and Demand Impacts Decisions in Business. [Online] 
Available at: https://smallbusiness.chron.com/supply-demand-impacts-decisions-business-23316.html
[Accessed 28 December 2021].
Feld-Jakobsen, H., 2020. SELLING ON AMAZON VS AN ECOMMERCE WEBSITE: PROS & CONS. [Online] 
Available at: https://www.vaimo.com/pros-cons-amazon-ecommerce/
[Accessed 03 January 2022].
Garcia, M., 2021. What Does an Unfavorable Variance Indicate?. [Online] 
Available at: https://smallbusiness.chron.com/reasons-unfavorable-direct-material-efficiency-variances-38031.html
[Accessed 02 January 2022].
Holtzman, M. P., 2013. Managerial Accounting For Dummies. 1st ed. New Jersey: John Wiley & Sons Inc.
Kacoma, T., 2021. What Are the Causes of a Negative Revenue Variance?. [Online] 
Available at: https://smallbusiness.chron.com/supply-demand-impacts-decisions-business-23316.html
[Accessed 29 December 2021].
Office for National Statistics, 2021. Coronavirus and the impact on the UK travel and tourism industry. [Online] 
Available at: https://www.ons.gov.uk/businessindustryandtrade/tourismindustry/articles/coronavirusandtheimpactontheuktravelandtourismindustry/2021-02-15
[Accessed 27 December 2021].
Su, B., 2017. Should I sell on Amazon or through my own website?. [Online] 
Available at: https://medium.com/analytics-for-humans/should-i-sell-on-amazon-or-through-my-own-website-78b9e2b5a729
[Accessed 28 December 2021].
Wisniach, B., 2021. Selling on Amazon vs. Your Own Site: Where is the Best Place to Start?. [Online] 
Available at: https://www.helium10.com/blog/selling-on-amazon-vs-your-own-site/
[Accessed 29 December 2021].
World Tourism Organization, 2021. INTERNATIONAL TOURISM AND COVID-19. [Online] 
Available at: https://www.unwto.org/international-tourism-and-covid-19
[Accessed 27 December 2021].


