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[bookmark: _GoBack]Introduction
Every business needs to assess its future financial condition and provide adequate funding and staff. For this, it is necessary to create a well-defined budgeting process. Budgeting makes it possible to build a personalized budgeting system in accordance with the needs, requirements, and changes in the environment so that they are in line with the company's goals and competitiveness. XLC has to take into account the new changes in the environment imposed by the COVID19 crisis when drawing up its flexible budget and make its well-founded decisions. Based on historical cost constraints, appropriate measures can be proposed to address budgetary shortcomings and set outlooks.
Part A
[bookmark: _Hlk47094723]The sales price variance and sales volume contribution variance

 Sales Price Variance = (Actual Price – Standard Price) x Actual Volume
	Description
	Actual Price
	Standard Price
	Difference
	Actual Volume
	Sales Price Variance

	
	£
	£
	£
	
	

	Chemical X
	45
	35
	10
	850
	8500

	Chemical Y
	37
	30
	7
	750
	5250

	
	
	
	
	1600
	13750



Sales volume contribution variance is used to determine contribution change between budgeted and actual volume of sales.
Sales Volume Contribution Variance=(Actual sales volume – budgeted sales volume)x Standard margin
	Description
	Actual sales volume
	Budgeted sales volume
	Difference
	Standard margin
	Sales volume variance

	
	£
	£
	£
	
	

	Chemical X
	850
	595
	255
	25
	6375

	Chemical Y
	750
	595
	155
	20
	3100

	
	
	
	
	
	9475




[bookmark: _Hlk47094807]Material price planning variance ana Material price operational variance
Material price planning variance = (Original target price – General market price at the time of price) x Quantity purchased
Material Price planning variance = (£2.50 - £4.50) x 1600 = £3200
Material Price Operational Variance = (General market price at the time of purchase – Actual price paid) x Quantity purchased
Material Price Operational Variance = (£4.50 - £3.70) x 1600 = £1280
Merits and Demerits of using variances in assessing manager’s performance
Merits
Responsibility accounting and assigning duties to a manager. Variances are an essential component in business which can be used in assigning responsibilities to a manager and make them accountable for their actions (Atrill, McLaney, 2018, 353-354). The manager can be assigned specific duties in managing and making decisions and resulting outcome assessed based on variance using the difference between budgeted and actual expenses. Also, such a role of managing a department makes them accountable to business owners in case variances are experienced in their specific units. This, therefore, indicates that business owners can assign a respective manager to specific duties and assess their responsibility based on individual accountability. For the case of XLG, an increase in demand than budgeted expenses indicate that the manager could have taken the responsibility of purchasing more material than budgeted and account them to the company's owners on high variance identified.
Act as a control mechanism. According to Drury (2018), it is easier to control business expenses when there is a group of standards in place that can be used as a point of control. When a business experiences any variance, business owners will use the set standard as the first point of judging and assessing the performance of the manager in making decisions. Most businesses in the modern business environment regard this has an essential tool for determining and assessing how managers perform since all records are availed and an investigation is done to determine the cause of the variance from the budgeted expenses. This investigation conducted by business owners needs to reveal the actual cause of either decrease or increase in actual expenses from one projected expense such as a change in costs of materials, change in demand, or general inflation in the economy (Cohen, Pant, 2016).
In general, the standard cost can reveal whether a manager is effective or ineffective in his or her roles. For example, in the XLG there are clear indications of an increase in demand and the price of materials due to the Corvid-19 pandemic, then such executives could respond to such increased demand by buying raw materials in bulk, despite increasing budget costs. This would mean their effectiveness in decision-making.
Enables managers in making efficient and forward-thinking decisions. Variance is seen as an essential tool that enables managers in making efficient decisions. Since managers are expected to develop relevant budgetary standards in managing expenses, the actual expenses to be incurred in given period should always be closer to the set budget. The budgeted expenses with minimal variance can be used by managers in making critical decisions in business which were planned during the preparation of such budget such as purchasing materials and increase the workforce (Horngren et al, 2015). But in cases where unexpected changes occur within a set financial period, such managers can make a relevant decision of supporting business to address the resulting unexpected changes. Like for example, changes in demand in XLG clearly can be used to assess their effectiveness based on the nature of decisions they make like the increasing purchase of materials from budgeted expenses to address unexpected changes.
Highlight where wastage is occurring. Managers are required to prepare budgeted expenses to be used as a guider in making decisions and planning business activities. A variance occurs when actual expenses are more than budget or less than the projected budget. An investigation conducted using available records could indicate where more expenses are incurred than projected expenses and their feasibility assessed to determine where wastage has occurred. In cases where managers are found to use resources in wasteful activities and projects, then individual ineffectiveness in managerial can be measured and assessed. For instance, considering purchasing of famaQ at increased price is not wastage since managers are doing so with the objective of managing increased demand of cleaning agent from customers (Atrill and McLaney, 2018, p.415-426).
[bookmark: _Hlk47040668]Assessing managers using events under their control. Managers have various responsibilities and business owners have mandated them to manage various events involved in planning, controlling, directing to coordinating various resources in business. The success or failure of these events under their management like purchasing raw materials, managing inventory, employing required workforce and managing competition are key in assessing their performances. This is because all events involved within the business operations have been accounted for during preparation of budgeted expenses (Rautiainen, A., et al, 2017). Any variance from this and therefore final outcome of the event can be used to determine individual effectiveness in their roles. For XLG, the ability to manage events like purchasing adequate famaQ and increasing the sales price of the cleaning agent will be regarded as positive when assessing the performance of the manager.
Demerits 
Time-consuming to calculate. Variance as a tool for assessing the performance of managers is seen as time-consuming since a lot of time is taken in conducting investigations and delays are encountered before relevant corrective action is implemented. It is therefore an ineffective tool to utilize when assessing their performance within a shorter period because such time could have been used in other essential managerial activities.
[bookmark: _Hlk47041725]It encourages dysfunctional behaviour. The use of variance in assessing the performance of managers often results in certain dysfunctional behaviours like purchasing low quality materials or failure to report certain variances. This is unethical to business operation as desired quality may not be offered to customers or intimidate employees at a lower level in case, they reveal to business owners on the reality within the business. When such behaviours happen in the business, it will be difficult to use variance to assess the performance of managers since all activities will be assumed to be proceeding normally even though that is not a reality in different workplaces (Hill, S., 2016). Also, such behaviours encourage managers to fix the actual budget so that it can match with a projected budget even though that is not reality.  
Promote low morale to certain employees and blame culture. The use of variance has shown to promote low morale to employees and encourage blame culture in business. Most managers are keener on certain variances but show less concern to others. This results in ignoring certain important unfavourable variances while emphasizing less important but unfavourable to them. This is dangerous to the workforce as one may feel that managers concentrate on poor performance than positive performance. It affects negatively to employee morale and makes other individuals blame others since they feel not part failure encountered in business. This, therefore, is not a good approach when monitoring the performance of managers as other negative culture is created in the business.
Divisive materiality limits for variances. Use variance doesn’t set a standard limit to be used in material variance. Business owners leave the responsibility of setting such limits to managers based on the nature of business. This role brings a lot of conflicts in business management because certain managers end up setting material variance limit that favours them and this becomes even more challenging when assessing their performance. In other cases, it becomes more challenging to determine the cause of variance for materials when they have this duty of setting limits because they make all activities involved to favour them (Drury, 2018).
Unsuitable for an uncontrollable changing business environment. The modern business environment is undergoing a lot of changes that are unpredictable during the preparation of budgeted expenses. For example, drastic changes in demand due to Covid-19 have affected many businesses and the use of variance in assessing the performance of managers becomes challenging in such cases. This is the case in XLG company where there are changes in demand from customers and drastic changes in prices of materials. 
Part B
The modern business environment generates more risks to the management and operation of any organization. The nature of managerial activities taken by managers is therefore key in determining how emerging risks are handled and managed to enable the business to thrive. Risks experienced in the daily operation of the business can have either a direct or indirect impact on budgeting and the level of profits made within a given period. In this report, the concept of relevant costing is assessed. Further assessment is done on the right decisions to be taken by the XLG on why in the house manufacture of famaQ is better than importing from Brazil as a result of the pandemic.
Relevant costing
[bookmark: _Hlk47043836]This refers to managerial accounting when certain costs are avoided just because of making appropriate business decisions (Barton, T., MacArthur, J., 2018). Unnecessary data that can complicate the process of making decisions in business are therefore eliminated. In this case, XLG is focusing on eliminating higher costs of expenditure which are incurred in purchasing famaQ from Brazil as well as delivery time through focusing on in house manufacture.
When to use make or buy decisions
This occurs when businesses chose either to make a product in house or just purchase it from external suppliers. It involves comparing costs and benefits associated with either decision by looking at each stage and processes when either of them are utilized in the operation of the business (Luzzini, D., et al, 2014). It is applicable in the modern business environment where costs of production are changing, and business owners are looking for affordable means to sustain the business at lower costs. Issues in current suppliers such as delays, or supply of poor standard products may make business owners consider such an approach. The presence of adequate funds and required labour may make an organization to think of having in house manufacture instead of outsourcing materials. The presence of uncontrollable factors in the market such as changing technology and pandemic such as Corvid-19 may make business owners consider in house manufacture rather than outsourcing due to transportation challenges.

[bookmark: _Hlk47095135]Why the decision to make famaQ in UK meets relevant costing criteria
After assessing its needs of meeting increased customer needs as result of increased demand of cleaning agent due to more awareness of hygienic behaviour resulting from Covid-19, XLG should consider making famaQ in house in UK. This meet needs of relevant costing in that such act relate to business objectives, future and varies with decision as described below. This will lower business expenses, meet increased customer demand and ensure adequate materials are availed on timely manner than current supplies from Brazil that experiences a lot of delay. There are a number of reasons that are making such decision more feasible.
[bookmark: _Hlk47045568]The business objective of quality. Since famaQ is a key ingredient that offers XLG competitive advantage, maintaining its quality is essential for business success. Even though both in UK manufacture and imported from Brazil are of high quality, high demand for such materials may make suppliers compromise quality which is however guaranteed by in house manufacture (Osei-Kyei, Ameyaw, 2017). Switching to in house will reduce some expenses and delays but also ensure customer quality is maintained as per the key objective of XLG.
Price. The cost of making famaQ in UK is cheaper than those incurred on selling price from Brazilian suppliers. The objective of operating XLG is to make a profit, the best way of increasing profits is by lowering the costs of operation. The use of air transport instead of sea transport due to lockdown has raised transport costs to £4.50 which is higher than the costs of in a house manufacture at £3. From this scenario, it is cheaper to focus on obtaining famaQ from in house manufacture than that imported. The customer needs will be met on time at an affordable cost since the costs of obtaining raw materials will be lower.
Quick Delivery. From the current situation in the UK, there is an increase in demand for the product of XLG company by over 45% and such demand is projected to increase further in the future. With the current situation of depending on suppliers from Brazil, the business experiences a delay of up to 15 days for delivery of famaQ. This can be addressed when XLG will concentrate on in house manufactured famaQ in the UK as proposed by relevant costing (Vanderbeck, 2015). This is a critical area of consideration due to the high demand for this cleaning agent and such demand is projected to go even higher in the future meaning steady suppliers should be chosen to meet customer needs.
Significance of in house making and local suppliers. When making such critical decisions on the supply of key ingredients that support production activity in XLG company, it is always important to consider in house manufacturing or local suppliers due to various reasons. In such a period of Covid-19, most international trading activities have been affected negatively hence it is essential to put emphasis on in house activities in the UK for business to meet customer demands. According to Järvenpää (2017), most UK customers have developed more trust with products and services manufactured within the UK than those imported. When XLG focuses on in house manufacturing of famaQ, more customers will be attracted and there will be an assurance of increased steady production. This is due to minimized delivery delays and transportation expenses. Also, it will be easier to manage urgent orders from customers when issues of raw materials supplies are addressed properly.
Services. The costs of in UK manufacturing are lower than that of sourcing famaQ from Brazil in terms of addressing issues related to raw materials supplied. In this period of higher demand, XLG needs to be closer to the source of its key material so that any issues related to supply are addressed promptly to allow a smooth production process. This is essential as a modern limitation on international transport is impacting how XLG is relating to its supplier from Brazil hence challenges in addressing issues encountered from supplies.
[bookmark: _Hlk47095189]Conclusion
It can be concluded that the use of variance in assessing the performance of managers is a critical tool since it makes them become more responsible, minimize wastage activities, and make the right decisions. The business needs to consider some of the limitations resulting from using this approach like dysfunctional behaviour from managers before considering its use within the organization. 
In addition, there are various issues that must be considered by an organization before deciding to obtain in house manufacture of key ingredients. Also, the profitability of the business from increased customer demand can be enhanced when certain operational costs like costs of purchasing raw materials are kept minimal.
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