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[bookmark: _Toc118388631]Introduction
Covid-19 caused serious upheaval in different industries and based on their nature the degree of impact varies. Amana is a tourism-based souvenir company operating in the UK (Bulin and Tenie, 2020). After the breakout of Covid-19, the UK declared lockdown and travel restrictions all over the country which hampered its business operations and profit. This report is divided into two parts where part one analyses and evaluates the deviations of the actual results from the original budget. The send part is dealing with a potential expansion opportunity in the online platforms and then presents the best possible course of action.
[bookmark: _Toc118388632]Part-A Control Report and Budgetary Control
[bookmark: _Toc118388633]Monthly Control Report of Amana Ltd.
	Amana Ltd

	Control Report

	
	Original budget (£)
	Actual (£)
	Variance
	Result

	Units
	100,000
	80,000
	20,000
	Unfavourable

	Selling price
	25
	20
	5
	Unfavourable

	Sales
	2500000
	1600000
	[bookmark: _Hlk118379619]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
	Neutral

	Contribution
	1700000
	760,000
	940,000
	Unfavourable

	Fixed overheads:
	
	
	
	

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

	Insurance
	100,000
	100,000
	0
	Neutral

	Fulltime warehouse supervisor salary
	50,000
	35,000
	15,000
	Favourable

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


[bookmark: _Toc118388634]Performance Report
The deviation from a qualitative perspective can directly be attributed to the adverse macroeconomic factors working against the business. As the major hit on sales happened in April 2020 when there were serious restrictions on travel, public gathering and outings. Amana Ltd being a tourism-based company with no online outlet and decreased demand struggled to fulfil its target budget. The actual results deviated significantly from the initial planning and most of the deviations are unfavourable.
Sales and Unit Price: The first and most prominent deviation is caused by the change in sales unit and price. Though the budget is constructed for 100,000 units of products in reality they could sell 80,000 units. These 20,000 deviations in units sold caused a serious drop in revenue generation. The lower unit sales can be attributable to the lockdowns imposed at different times of the financial period as well as the missed vacations induced through it. The amount of sales revenue dropped and they failed to sell their products at their original budgeted price. As the products were sold at 20 pounds which is 5 pounds lower than the original per unit this lowered their margin a lot and the overall revenue generated from sales dropped by 900,000 pounds. If they could maintain at least one budgetary amount of sales the cash flow generated from the sales would have increased by 400,000. So, the overall deviation in the selling price and quantity is unfavourable.
Variable Costs: The variable costs directly attributable to the products changed in an unfavourable direction which lowered the contribution margin. Through the numeric sense, the amount increased in the actual budget compared to the original budget is not significantly high but the per unit cost increased rendering the gap in amount useless. This is connected to the decreased number of units.  The per unit cost of materials was 2.50 in the original budget and the in actual scenario the material cost increased to 3.5 pounds per unit. The increased 1 pound per unit material cost can stem from the rising costs of raw materials and the complexity of resourcing during the lockdown. The products of Amana ltd are produced by a Chinese manufacturer so the supply chain complications during the pandemic are understandably a strong quantitative factor. The same scenario happened with the labour cost per unit labour cost was 4 in the original budget which increased to 5.5 pounds per unit in the actual scenario. In both material costs and labour costs, the company experienced an unfavourable deviation from planning. The total per head variable cost was 8 which rendered a contribution margin of 17 in the actual budget however the scenario is not that pleasant in the actual budget. The per-head variable cost is 10.5 which is 2.5 pounds higher than the estimation in the original budget. 
Contribution: Contribution is the amount remaining to the business after paying all the directly attributable costs to the sales amount (Garrison et al., 2004) Businesses use the contribution amount to pay all the fixed costs incurred and after that, the remaining amount is considered profit/loss. The contribution is only 9.5 pounds per unit as the unit price is 20 in the actual scenario. Whereas in the original budget the per unit contribution was 17 pounds. There is a gap of 7.5 pounds per unit which is unfavourable to the business. This deviation mainly occurred from the change in unit price from 25 to 20 and the increased cost of production.
Fixed Cost: This portion is somewhere stable in the chaos of external pressures and operational complexities. The warehouse rental and the warehouse supervisor’s salary. Combined the fixed costs were reduced by 45,000 pounds. The deviation in the fixed cost is favourable for the business as they can keep more portion of their contribution s profit. The positive deviation mainly attained from the warehouse and the less unit of sales and decreased demand explains why they needed a smaller warehouse space compared to the amount of the original budget. The insurance amount is stable and has no deviation from the original budget. 
Net Income: After adjusting all the given information the profit in the 0original budget was 13,50,000 whereas in the actual scenario the net income is 455,000 which is a staggering deviation of 895,000 pounds. So, the profit is 66.29% lower than the budgeted estimation. In the breakdown, we saw the sector-wise deviation which led to this gap. Most of this is a direct result of the drop in revenue generated from sales both in terms of price and units.
[bookmark: _Toc118388635]Recommendations for Improvement
The first area to focus on is sales both in terms of quantity and price. Amana ltd could not realise its sales target due to its operational structure which only allowed them to sell its products through offline outlets. This was reflected in their sales quantity however due to decreased demand for products they had to lower their price by 5% which obliterated a big portion of their previously planned contribution margin. If they had the resources to operate an online segment during the pandemic, they could have tackled the adverse effects of covid-19 more efficiently. The first recommendation to Amana Ltd is to devise a plan to open an online segment in their business as this will also entertain the shifted consumer preferences. 
The first focus would be sales planning to boost the current volume of sales as this is the area with the highest unfavourable deviation for the business. The main concern in this regard is the economic instability and high CPI which is rendering the customers with low disposable income. However, the adverse effects of a pandemic on tourism are expected to be subsidised as travel enthusiasts and regular tourists will likely increase as they could not travel for a long period (Zhang et al., 2021). So, they need to reset a sales price by analysing the demand and supply side.
They are advised to check their direct costs which increased during this time. The material and labour costs attributed to a 2.5-pound increase per unit variable cost. Amana ltd manufactures its products through a Chinese company though their team prepared the design. So, if they set a contract with their supply chain partners in terms of raw materials and manufacturing partners in terms of labour the scope of fluctuation in direct cost will subsidise (Anderson et al., 2014). As they will know the probable window of fluctuation and would be able to decide their actions accordingly. 

[bookmark: _Toc118388636]Part-B Online Expansion Strategy
The economy of the UK experienced massive turmoil due to the pandemic, Brexit and political unrest and tourism being a cyclical industry took a massive downfall both in terms of profit and functionality (Sharma et al., 2021). Amana Ltd witnessed a sharp fall in its revenue and as it only had offline outlets, it could not shift its business during the lockdown which intensified its operational struggles. So, they are considering moving a part of their business online and have two options available regarding the shift. The first one is setting up their online shop and the other one is availing online sales through Amazon.
[bookmark: _Toc118388637]Setting-up online Shop
If they set up an online shop the estimated unit of product sales is 100,000 whereas in Amazon the predicted units are 65,000 and if we considered the two-unit price per sales
	
	Sales Unit (100,000)
	Sales Unit (65,000)

	Unit Price
	20
	25
	20
	25

	Sales 
	2000000
	2500000
	1300000
	1625000


 As the predicted number of units sells is significantly higher in the online shop option the cash flow derived from the sales is also significantly higher in that alternative. However, in the case of the establishment of the online shop, there will be some other costs to consider like the set-up of a construction network which demands a big initial investment. 
Costs to set up an online shop
	Particulars
	Amount

	Set-up cost of Delivery Network
	150000

	Website upgradation Cost
	50000

	IT programmer’s Salary
	35000

	Total
	235000


The total cost directly attributable to this alternative is 235,000 among which two of the big expense sources are initial one-time costs though they will require some maintenance and administration expenses for their supply chain. So, according to the initial cost of the set-up considered they will have a significantly higher cash flow from revenue if compared to the Amazon option. As the sales price per unit is not set yet we considered both prices available in the original budget and the actual budget. There will be a deviation of 700,000 profit if the unit price is 20 and 875,000 if the unit price considered is 25. In both cases, Amana will have excess funds to meet those expenses incurred. However, the sales price and option-attributable costs can not represent the effectiveness of the options as there are other direct and indirect costs attributable to the products. The variable costs per unit will be similar in both cases as they are sourcing their products from a foreign manufacturer.
	Amana Ltd

	Particulars
	Amount
	Amount

	Unit price
	25
	20

	Sales
	2500000
	2000000

	variable Costs
	
	

	Total Overhead
	800000
	950000

	Contribution
	1700000
	1050000

	Fixed Cost
	350,000
	300,000

	Available Amount
	1,350,000
	750,000

	Shop set-up Cost
	
	

	Delivery Network
	150000
	150000

	Website upgrade
	50000
	50000

	IT programmer
	35000
	35000

	Profit/loss
	1,115,000
	515,000


*Amounts are derived from the budget provided and Certain amounts are logical estimations considering the information available.
This is done considering the budget available in part A to assess whether Amana would realise profit after considering all the costs incurred to set up an online shop. According to this, they would realise a profit in both of the pricing scenarios. These results mainly come from the fact the option of an online shop promises 35,000 more-unit sales compared to the other option. Another part is the initial set-up cost which will be subsidised in later years.

[bookmark: _Toc118388638]Selling directly to Amazon
This option guarantees 65,000 units of product sales. Which would bring a revenue flow of 1300000 with a unit price of 20 and 1625000 with a unit price of 25. So, this option has a significant amount of revenue gap compared to the other option. 
	Amana Ltd

	Particulars
	Amount
	Amount

	Unit price
	25
	20

	Sales
	1625000
	1300000

	variable Costs
	
	

	Total Overhead
	520000
	617500

	Contribution
	1105000
	682500

	Fixed Cost
	350,000
	250,000

	Available Amount
	755,000
	432,500

	Option Cost
	
	

	Amazon Fee
	50000
	50000

	Profit/loss
	705,000
	382,500


The Amazon option is considered using both selling prices and a lower fixed cost as this holds the potential to reduce storage costs. However, the potential profit from this option is lower from all possible perspectives. The set-up cost in this pupation is almost negligible however the low-profit margin stems from the significantly lower unit sales.
[bookmark: _Toc118388639]Decision and justification
Decision: Amana Ltd should set up an Online shop.
Justification: The primary and major reason is financial as it is clear from the previous analysis that the option to set up an online shop holds higher financial potential than the option of selling their products through Amazon. The profit and contribution margin both are higher in the online shop and they can sell significantly more units through their platform
Another major issue with Amazon is high competition as there are many similar products offered through this platform the consumer base gets divided. Due to high competition, the products often fail to stand out resulting in a decrease in unit sales. Also, Amazon would lose control over its operations. Currently, they can design their return policy and customer service according to their business strategy the Amazon option will take away this flexibility from Amana. They create their design and manufacture it through a foreign company and as they hold over 40 years of market experience, they are aware of the consumer sentiment and market pulse. Amazon deals with a vast range of products and will not be able to put any specific care or consideration. This might cause Amana to lose its goodwill and some potential customers. Through the online shop, they can enjoy complete operational control over the business and the decision-making process will remain flexible and they can differentiate themselves through strategic positioning, advertisement, pricing-return policy and customer service.
[bookmark: _Toc118388640]Conclusion
Amana Ltd struggled financially during 2020 and their unfavourable financial deviation is proof of this. The major sources of deviation derive from sales, unit price and direct manufacturing overhead. Their control reports show unfavourable financial performance. They are advised to focus on sales planning and to shit their business partially online. The owners are also advised to enter into contracts with partners to mitigate the risks of market price fluctuations. In terms of shifting their business, online Amana ltd should go through the establishment of an online shop. This option provides them with better financial opportunities and administrative control.
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