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[bookmark: _Toc118763390]Introduction
Souvenir has always been closely linked to tourism and travel and people tend to collect items during their travelling to relish the memories of their experiences (Swanson and Horridge, 2006). Now souvenir businesses can take various forms like authentic handcrafted items directly linked to the locality or different items for visiting purposes. Amana Ltd is a company operating with souvenir items through offline stores at different tourist attractions in the UK.As this is operating in the tourism sector the business experienced a volatile time during the covid-19 and related economic turbulences(Lu et al., 2022). So, in this report, the first part would evaluate the discrepancies between the original budget and the actual through a control report. This part will also breakdown the components of the budget to figure out theroot cause of the deviation. This part will also contain recommendations for Amana Ltd. The second part will suggest an alternative for the online expansion plan of Amana Ltd.
[bookmark: _Toc118763391]Part-1 Control Report and Performance Evaluation
Control reports are prepared to assess the financial performance of an entity during a period as they compare the estimated values and actual performance during that period (Kober and Paul, 2007). As companies instil budgetary control to manage their operational activities and keep track of them (Frow et al., 2010). Amana Ltd prepared an original budget setting certain targets regarding sales and different cost components. The control budget is to evaluate the discrepancies regarding their positive or negative impact on the business. In the budget, Amana Ltd used the combined product portfolio (Mix of Souvenir) to predict the price of the selling unit.
[bookmark: _Toc118763392]Monthly Control Report of Amana Ltd
	Amana Ltd

	Monthly Control Report, 2020

	
	[bookmark: _Hlk118744760]Original budget (£)
	Actual (£)
	Activity Variance
	Comment

	Number of Units
	100,000
	80,000
	20,000
	Unfavourable

	Per Unit Selling price
	25
	20
	5
	Unfavourable

	Sales
	2500000
	1600000
	900,000
	Unfavourable

	Variable costs:
	
	
	
	

	Materials
	250000
	280,000
	-30,000
	Unfavourable

	Labour
	400000
	440,000
	-40,000
	Unfavourable

	Overhead
	150000
	120,000
	30,000
	Favourable

	Contribution
	1700000
	760,000
	940,000
	Unfavourable

	Fixed costs:
	
	
	
	

	Warehouse rental
	200,000
	170,000
	30,000
	Favourable

	Insurance
	100,000
	100,000
	-
	-

	Warehouse supervisor salary
	50,000
	35,000
	15,000
	Favourable

	Total Fixed Cost
	350,000
	305,000
	45,000
	Favourable

	Profit/loss
	1,350,000
	455,000
	895,000
	Unfavourable



[bookmark: _Toc118763393]Performance Evaluation based on control Report
Tourism-based companies suffered during the pandemic due to some external forces beyond operational control (Uğur and Akbıyık, 2020). The government of the UK imposed a lockdown on 23rd march, 2020 which restricted all sorts of social gatherings including strong travel regulations. Amana being a tourism-dependent physical store shop failed to realise the target sales and maintain desired selling price. This happens when the demand for items decreases so to increase sales often businesses sell their products below the targeted selling price.
Initially, the sales target was 10,000 units with an average selling price for product mi being £25. However, the actual amounts deviate from the original budget considerably. This is evident in the twenty-thousand-unit low sales unit with £5 deviation in unit sales price. The combined effect of the deviation of these two variables of sales revenue caused an enormous gap of 900,000 making the sales result unfavourable. Though serious macroeconomic factors are playing in the backdrop of this operational deviation they could not cope with the instant shift in the economy due to the nature of the business. 
The manufacturing product overhead entails all the costs that can be attributed to the production of the goods. Amana Ltd manufactures its products through a Chinese company with its product planning and design. In the original budget, the manufacturing overhead was £8 per unit with labour costs taking half of the overall direct manufacturing overhead. Considering total manufacturing overhead the contribution margin remains at £17 which is quite high considering their fixed cost. However, in the actual budget, the expenditure on this segment surpasses the estimation. 
	Budget
	Actual
	Deviation (%)

	2.5
	3.5
	-0.4

	4
	5.5
	-0.375

	1.5
	1.5
	-



[bookmark: _Hlk118750491]The labour cost per unit is £5.5 with a £1.5 increase. Material cost also increased by 1£ per unit. The contribution margin is only £9.5 in the actual budget which is £7.5 lower than the original budget with £940,000 in total variation. This deviation is negative and works unfavourably with Amana’s financial performance. The amount increase for total labour cost is £40,000 even with a lower level of units sold. The gap in contribution margin was amplified due to the drop in sales revenue with a low selling price perunit. The overhead cost is the same per unit in both cases being £1.5 though there is a positive gap in the total amount of overhead. The per-head cost fluctuation of Amana Ltd is unfavourable and lowered their revenue margin. They could not perform well in terms of their variable cost management.
[bookmark: _Hlk118758328]Amana ltd managed the fixed portion of their cost well even though the sales unit was reduced by 20% in the actual scenario. The main cost reduction in the fixed portion stemmed from warehouse-related payments. The insurance amount stayed fixed as in most cases the amounts are predetermined. However, warehouse cost and warehouse-related salary expenditure declined by £45,000. In both cases, the deviation is favourable to the company.
[bookmark: _Toc118763394]Recommendations to the CEO
Amana Ltd mainly suffered due to adverse external forces and its volatile industry nature. The tourism sector is cyclical and gets affected by seasonality. The company missed multiple vacations and festivals due to the covid-19 induced nationwide lockdown. The CEO needs Though the macroenvironment hasa substantial influence on financial performance the company have no control over these. To establish effective control the management, need to know their internal weaknesses that failed to respond efficiently to changing dynamics. 


Weaknesses of Amana Ltd:
· Lack of diversified customer base
· No online platform
· Increased manufacturing overhead 
· Decreased per-unit price
The places it operates are all near significant tourist attractions and the visitors encompass the major part of its customer base. So, there is insignificant diversity in terms of revenue-steaming customer base. When many of their peers operated through an online platform Amana Ltd was operating with the traditional in-store selling points. So, the lack of diversification caused a significant deviation in sales revenue as the demand dropped with the lack of tourism activity. They had no online platform to sell their products during the lockdowns as the physical sales dropped significantly. They could not control the manufacturing overhead as both labour and material costs increased. On the other hand, the selling price of their product mixed decreased by £5. This drop in sales price can stem from two probable sources one is the lower demand for products and another one be the proportion of product sales varying price range. 
[bookmark: _Toc118763395]Steps for Improvement
[bookmark: _Toc118763396]Diversification of Customer Base
They need to diversify their customer base as they can currently access their customer base mainly through offline stores which make their reach limited among tourists and visitors. So, if the tourist flow diminishes due to any external influence the company would have better chances to cope with the fluctuation in its customer base is not limited to tourism and the industry-related volatility would decrease as well. As souvenir is not limited totourists attraction it also works ascollectables, home decor and gifts. The current focus group is a wandering customer group if they can expand their base by incorporating people looking for gifts, especially on occasions, they can increase their base.
[bookmark: _Toc118763397]Open Online Segment
This will change the operational scope of the company as they will be able to reach a larger number of people and demographic boundaries would blur. One of the biggest reasons behind the significant unfavourable gap in the control report is induced by the lack of an online segment as they fail to utilise their offline store properly. This happened with many companies during the pandemic the ones with already set IT infrastructure to facilitate the online segment managed the pandemic hit better (Stephan et al., 2020). A big portion of previous offline store-based businesses redesigned their operational strategy to meet the current need.
[bookmark: _Toc118763398]Specialisation and Marketing
One of Aman’s greatest strengths is its understanding of the market pulse so it can identify customer preferences and redesign its product placement in alignmentwith that target group. One of the problems in performance analysis was the dropped product price. As they arein charge of designing their product, they can get over the pricing issue through specialisation. Goodwill and the right product positioning through the right marketing tools can create a wider scope of pricing.
[bookmark: _Toc118763399]Part-2 Online Expansion of Amana Ltd
The personal gift segment that creates souvenirs and other personalised items holds a great market in the UK and even with the turbulence of the pandemic and economic distress. Though the recovery is slow the tourism industry is reviving in the UK (Ntounis et al., 2022). Amana Ltd experienced performance issues and a lower contribution margin during the lockdown period. Considering the market condition shifting a part of their business online seems like a feasible idea. There are two possible alternatives to pursuing online endeavours.
[bookmark: _Toc118763400]Own Online Shop
In this way, Amana Ltd will have to set up an online shop to transfer half of its sales to online platforms. As they currently have one website for marketing purposes the company is not equipped enough to streamline their operations online. So, they would require an online platform with all the required infrastructure to implement their plan. The online platform will expand its demographic overage so there will be significant changes in the design of the supply chain. For the online segment, they would require IT, professionals. These option-specific set-up costs are the following:
	Description
	Amount

	Establishment of a Delivery Network
	150000

	IT Upgradation
	50000

	IT programmer's Salary
	35000

	Total
	235000



	Amana Ltd

	Description
	Amount

	Unit price*
	22.5

	Sales
	2250000

	variable Costs
	

	Manufacturing Overhead**
	950000

	Total Contribution
	1300000

	Fixed Cost
	350,000

	Available Amount
	950,000

	Option-specific Cost
	

	Delivery Network
	150000

	Website upgrade
	50000

	IT programmer
	35000

	Profit/loss
	[bookmark: _Hlk118761964]715,000


*The average per unit selling price of the original budget and actual.
** Total variable cost of product production in the actual scenario (£9.5 Per unit)
[bookmark: _Hlk118759454][bookmark: _Hlk118760871]This option guarantees 100,000-unit sales and if we consider the unit sales price of the original budget this will lead to a sales revenue flow of £2500000. With this alternative, they can control their pricing and with the right market positioning channel this to their benefit. However, even with a unit price of 20 their inflow from sales would be £2000000. Regarding the option-specific cost, the set-up cost is initial and would reduce maintenance expenses after the completion. Mr Amara will enjoy operational control over the business. Even after meeting all fixed and variable costs of production, the sales volume can cover the hefty initial cost of set-up while ensuring profit. There is more scope for growth as the option-specific cost will decrease in the subsequent years. 



[bookmark: _Toc118763401]Selling Directly to Amazon
Amana Ltd can sell its products through Amazon and this option ensures 65,000 units of product sales. The platform is competitive as similar companies are offering a close range of products.
	Amana Ltd


	Description
	Amount

	Unit price
	22.5

	Sales
	1462500

	variable Costs
	

	Total manufacturing overhead (9.5)
	950000

	Total Contribution
	512500

	Fixed Cost
	350,000

	Available Amount
	162,500

	Option specific Cost
	

	Fulfilment Fee
	50,000

	Net profit/Loss
	112,500



[bookmark: _Hlk118761985]The option-specific cost is really low here compared to the alternate option where the initial set-up would require over £2,35,000. However, the option-specific cost here is not one-time. The major issue with this option is deemed to be the lack of operational control over the segment. They cannot impose their terms and conditions if the products are getting on the online platform through Amazon. Even from the cost-benefit analysis, this option is less lucrative as the contribution margin is substantially lower here.
[bookmark: _Toc118763402]Recommendation
Amana Ltd should opt for the “Online shop” alternative to proceed with its online expansion agenda. 
The main justification for this choice is the financial feasibility as its online shopis showing better profit opportunities and sales volume. With an online shop, Amara Ltd can make a profit of £715,000 which is almost £600,000 higher than the latter alternative. Though they would have to take the hassle and manage operational pressure from offline and online segments combined it would give them the flexibility of pricing and market positioning. 
Through the online shop, Amara ltd would be able to employ its market knowledge and customer understanding in marketing strategy redesigning. The pricing flexibility would cover any probable rise in the cost segment. They would be able to provide customer service according to their policy and company culture thus enabling them to create a loyal customer base and goodwill which will eventually help with differentiation. They have a competitive edge over the competitor companies that buys stuff from other producers as Amara Ltd design their products. So, they can use this attribute to promote their online platform. 
[bookmark: _Toc118763403]Conclusion
Amara Ltd operates in a challenging industry with high volatility and external risks and that is reflected in its control report 2020. They are in an unfavourable condition compared to the initial budgeted estimation with serious deviations in sales and contribution attributed to the decreasein unit price, sales volume and increased variable cost. The performance report is not satisfactory and most of the deviations were unfavourable. However, considering the macroeconomic backdrop and their lack of online infrastructure they are not operating at loss. There is scope for improvement through diversification and the online segment. To create an online-based segment the company is suggested to create its online shop. This option provides better financial results and profit opportunities. It enables Amara with pricing and positioning alternatives through management and marketing strategies. The Amazon platforms have high competition among the sellers and little differentiation.
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