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[bookmark: _Toc71035486]INTRODUCTION
Standards are benchmarks that are used by organizations to measure the quality of their activities and operations. Standard costs are estimates of costs developed by management based on predetermined analysis of past and planned costs and conditions (Khan, et al., 2016). They are used by managers to develop budgets and assist in measuring the performance of the organization on a periodical basis (Raiborn, et al., 2013). Estimation of standard costs results in comparison to actual costs that the business incurs in a certain period. This brings forth the concept of variance analysis, where managers need to evaluate arising changes to make informed decisions. This report targets to assess the benefits and detriments of using variances when making decisions, compute required variances, identify how variances are linked to the dysfunctional behavior of managers, and assess strategic choices in make or buy decisions.
[bookmark: _Toc71035487]PART A
[bookmark: _Toc71035488]Sales Price Variance
This variance may occur due to an increase or decrease in the market share, as well as an improved or worsened ability of a company to compete. XLG has a favorable sales price variance in both chemical X and Y, which further demonstrates its market-leading position after securing a patent against its major competitors.
	Sales and Contribution

	Product
	X
	Y

	Budgeted unit sales
	595
	595

	Sale Price 
	 £      35.00 
	 £  30.00 

	Standard margin 
	 £      25.00 
	 £  20.00 




	Sales Price Variance

	Chemical X

	Formula
 (Actual Price- Standard price)* Actual Units Sold

	Actual Price
	 £      45.00 

	Standard Price
	 £      35.00 

	Actual Units Sold
	850

	 
	 

	Sales Price Variance
	 £ 8,500.00 

	Status
	Favorable





	Sales Price Variance

	Chemical Y

	Formula
 (Actual Price- Standard price)* Actual Units Sold

	Actual Price
	 £                        37.00 

	Standard Price
	 £                        30.00 

	Actual Units Sold
	750

	 
	 

	Sales Price variance
	 £                   5,250.00 

	Status
	Favorable



[bookmark: _Toc71035489]Sales Volume Contribution Variance
This variance shows the deviation between the actual units and budgeted units in terms of sales and the contribution over a certain period of time. A favorable variance indicates more actual units sold exceed the budgeted units, thus a good indication of performance. On the contrary, an unfavorable variance may indicate the failure of the company to achieve desired volume contribution. XLG has  favorable variances for chemical X and Y respectively, indicating the company’s efficiency in decision making.
	Sales Volume contribution Variance

	Chemical X

	Formula
 (Actual units sold- Budgeted units sold)* standard contribution per unit

	Actual Units Sold
	       850.00 

	Budged units sold
	       595.00 

	Standard contribution margin 
	 £      25.00 

	 
	 

	Sales Volume contribution Variance
	 £ 6,375.00 

	Status
	Favorable



	Sales Volume contribution Variance

	Chemical Y

	Formula
 (Actual units sold- Budgeted units sold)* standard contribution per unit

	Actual Units Sold
	                         750.00 

	Budged units sold
	                         595.00 

	Standard contribution margin 
	 £                        20.00 

	 
	 

	Sales Volume contribution Variance
	 £                   3,100.00 

	Status
	Favorable



[bookmark: _Toc71035490]Material Price Planning Variance
Material price planning variance involves a comparison of the original prices and the revised prices of materials. In the context of XLG, chemical X and Y have unfavorable material price planning variances, due to the high revised prices per unit of their components. Despite that, it can be said that their materials could be of high quality compared to those of its competitors.
	Material Price Planning Variance

	Chemical X

	Formula 
(Actual units Sold* standard cost)- (actual units sold * revised standard cost )

	Actual units Sold
	850

	Standard cost/unit
	 £                         2.50 

	Original Standard cost
	 £                  2,125.00 

	 
	 

	Actual units Sold
	850

	Revised Standard cost/unit
	 £                         4.50 

	Revised Standard cost
	 £                  3,825.00 

	 
	 

	Material Price Planning Variance
	-£                  1,700.00 

	Status
	Unfavorable




	Material Price Planning Variance

	Chemical Y

	Formula 
(Actual units Sold* standard cost)- (actual units sold * revised standard cost )

	Actual units Sold
	750

	Standard cost/unit
	 £                        2.50 

	Original Standard cost
	 £                 1,875.00 

	 
	 

	Actual units Sold
	750

	Revised Standard cost/unit
	 £                        4.50 

	Revised Standard cost
	 £                 3,375.00 

	 
	 

	Material Price Planning Variance
	-£                 1,500.00 

	Status
	Unfavorable




[bookmark: _Toc71035491]Material Price Operational Variance
Material price operational variance involves comparing the revised prices and the actual prices of materials. The prices of the material may change due to either an increase in the prices or challenges in usage. XLG’s material prices were revised upwards as the actual material prices were lower than that. This resulted in favorable variances for both chemical X and Y, therefore illustrating that the production process employed by the company was cost-effective.
	Material Price Operational Variance

	Chemical X 

	Formula 
(Actual units Sold* revised standard cost)- (actual standard cost * Actual  cost )

	Actual units Sold
	850

	Revised cost/unit
	 £                         4.50 

	Revised Standard cost
	 £                  3,825.00 

	 
	 

	Actual units Sold
	850

	Actual cost/unit
	 £                         3.70 

	Actual Standard cost
	 £                  3,145.00 

	 
	 

	Material Price Operational Variance
	 £                     680.00 

	Status
	Favorable



	Material Price Operational Variance

	Chemical X 

	Formula 
(Actual units Sold* revised standard cost)- (actual standard cost * Actual  cost )

	Actual units Sold
	750

	Revised cost/unit
	 £                        4.50 

	Revised Standard cost
	 £                 3,375.00 

	 
	 

	Actual units Sold
	750

	Actual cost/unit
	 £                        3.70 

	Actual Standard cost
	 £                 2,775.00 

	 
	 

	Material Price Operational Variance
	 £                    600.00 

	Status
	Favorable





[bookmark: _Toc71035492]Merits of Using Variances in Assessing Manager’s Performance
Efficiency in Decision Making
One of the primary goals of managers is to ensure that maximum output is obtained from the lowest possible costs at all times. This shows their level of efficiency if higher gains or profits are realized (Datar, et al., 2017). Their focus is mainly on making sure that actual costs do not have a high deviation from the standard costs estimated. As a result of the pandemic, the standard prices set by XLG managers turned out to be favorable afterward due to increased demand for their cleaning products. Thus, the favorable variances illustrate how efficiently their decisions affected their revenue as a result of the change in operations.
Individual Performance Evaluation
Variances assist in examining the individual performance of units, departments, or products that are supervised by different managers. In essence, the desired performance is compared to actual performance and decisions made accordingly (Atkinson, et al., 2012). For example, we could assume that chemical X and chemical Y are overseen by different managers in XLG Company. A change in operations resulted in the revision of prices of materials used by both products. From the above calculations, it can be said that both managers had unfavorable variances on planned prices of materials. However, chemical X was more unfavorable compared to chemical Y, thus indicating that its performance in that regard was much worse.
Control Mechanism
The use of variances helps companies to have better cost controls by setting the standards for each kind of cost and examining the exceptions that arise. Thereafter, investigations may be done to find out what did not go as planned (Aruomoaghe, et al., 2013). In XLG’s context, the revised cost per unit increased to £4.50, which was higher than both the original standard cost and the actual cost incurred. Despite the high cost incurred in the transportation of the products, the managers get to see why the actual costs exceeded the standard costs through variance analysis, and thus proper actions can be taken to ensure the costs are reduced in the future.
Appropriate Attention to Costs and Wastages
Variance analysis highlights areas that cause wastage or unnecessary incurrence of costs. This may help shift managers’ attention to ensure that this is properly managed. XLG opted to use air transport in ferrying their products from Brazil into the UK, thereby increasing transportation costs. In as much as this option was decided upon due to the travel restrictions imposed, the company’s managers have to focus on how transport costs will be lowered through looking into other alternatives. This will help minimize the costs of import of cleaning ingredients required for their materials.
[bookmark: _Toc71035493]Demerits of Using Variances in Assessing Manager’s Performance
Dysfunctional Behaviour of Managers
When standards are established, they become part of guidelines and regulations which have to be followed within a company. Variance analysis plays a key role in ensuring that these standards are examined and appropriate actions taken (Dandago, et al., 2013). Dysfunctional unit managers may manipulate the data related to their products or units to present favorable variances. For example, the manager in charge of chemical Y in XLG Company may manipulate the unit prices of the materials to show favorable planning and operating variances in the next quarter, while in the real sense the variances are still unfavorable.
Delayed Reporting
Coming up with standard costs can be a lengthy process, especially if the company is large and has numerous products. Moreover, variance analysis is conducted based on financial results released after a quarter of the company’s financial year (Accounting Hub, 2020). Therefore, a period gap exists between the formation of standards and analysis of actual numbers, and this may delay reporting of relevant information at the correct time. Calculation of variances is itself regarded to be time-consuming, especially if the company has inadequate information system capabilities.
Difficulty in Preventing Variance Causes
Even though variance analysis provides a basis upon which investigations can be made on deviations, it is generally considered to be a reactive approach (Rhode, et al., 2019). Thus, it may not be used to prevent unforeseen future challenges that may bring about variances. It cannot be used to effectively measure a manager’s performance in managing and controlling future costs due to its limitation on detecting insufficiencies once they have occurred. XLG may need to employ other performance evaluation tools to gauge how the efficiency of its managers.
Slack in the Management Process
Due to the delayed reporting and reactive nature of variance analysis, managers may become relaxed in the monitoring of costs and improving efficiency. For example, if XLG solely relies on variance analysis to measure efficiency, the unit managers will have to wait till the end of every quarter of the year to analyze deviations. This means that during the time gap, they would be tranquil and the unnecessary cost of slack would be incurred by the company in the process.
Short-Term Strategy
Variance analysis mainly focuses on the short-term objectives of the company rather than the long-term. In XLG’s case, they release financial results every quarter, after which variance analysis is done to identify areas that require immediate action and improvement. As much as this is appropriate, variance analysis fails to highlight what the company may need to do in the long term to achieve its goals and strategies (Atkinson, et al., 2012).



[bookmark: _Toc71035494]PART B
[bookmark: _Toc71035495]Overview of a Make or Buy Decision
A make or buy decision is where an organization makes a strategic choice to either manufacture its product in-house or buy components from external suppliers through a process known as outsourcing (Seyedhosseini, et al., 2012). Due to the highly competitive business environment, companies are trying to find ways in which they can reduce costs related to an item, hence the need to make strategic decisions in how this can be done. XLG is facing a dilemma where locally, the cost of making a unit of FamaQ is lower while importing the components from Brazil attracts not only higher costs but also greater demand for their products. Therefore, taking into consideration the strategic and operational views of the company, a need for a make or buy analysis arises. 
[bookmark: _Toc71035496]Quantitative Analysis
An assessment of the quantitative aspects of the options is important when trying to arrive at a strategic choice. This involves considering the incremental and marginal costs that will be incurred in either making the component in-house or outsourcing for it (Schwarting, et al., 2011). In considering these costs, it is prudent to look at all relevant costs as well as opportunity costs to be incurred when choosing one option. Relevant costs for making the component in-house comprises all costs and expenses which can be avoided if the manufacturing is undertaken, while relevant costs for outsourcing include all costs and expenses relating to the purchases of the components from external suppliers (Tulvinschi, 2010).
The relevant costs provided in XLG’s case are the cost of purchasing a unit of FamaQ component from Brazil, which is £3.70, and the cost of making a unit of the same component in the UK is £3.00. From this, we can see that it costs relatively expensive to purchase the component from suppliers in Brazil compared to making the product in the UK.
Secondly, the lead time, being the length of time between making an order and delivery of the component, is also relevant for decision making. If the FamaQ component is made in the UK, the lead time taken is 15 days less compared to purchasing it from Brazil. This means that it is relatively convenient for XLG to make the product locally compared to importing.
In making the product, the XLG will have to consider costs relating to labor needed, incremental costs of operating, managing, and other capital-related costs. Conversely, in importing the component from Brazil, consideration has to be given to costs of transportation, inspection, receiving, and any follow-up expenses relating to the service provided. The outbreak of the covid-19 pandemic at the start of the second quarter of the financial year posed a risk for the company as higher transportation costs had to be incurred, which raised the unit price of the component. If the company is to continue importing using air transport for, say the next 3 quarters, higher costs will be reported. With the uncertainties brought about by the pandemic, there is a probability of incurring more follow-up costs in case quality is not met or importation is disrupted in Brazil. On the other hand, if the components are made in the UK, the risk is relatively low because the incremental operating and purchasing costs will be lower. 
[bookmark: _Toc71035497]Qualitative Analysis
The qualitative aspects of analyzing the options are those which cannot be explained in numerical terms, such as the quality of the product, reliability of the supplier, technical experience in manufacturing, product preference factors, among others (Rahman, et al., 2014). In making a strategic choice, factors influencing each of the options need to be examined critically, despite there being some level of subjectivity because the qualitative factors rely on opinions, knowledge, and experience of the individual making the analysis (Luenendonk, 2019).
Qualitative analysis of the decision to make the product
If XLG decides to manufacture the product in the UK, first it may have to consider the availability of competent suppliers for FamaQ. All along, the company has been relying on suppliers from Brazil who provide good quality components. If the quality from the local suppliers matches its standards, there is a need to evaluate the reliability of suppliers. From the relevant information given, XLG is in a better position to control the delivery time of components, which is better and convenient compared to importing from Brazil. Moreover, there is greater assurance of continued supply since the suppliers can be reached easily.
FamaQ gives XLG a competitive advantage due to the patent which the company secured, thus enabling it to maintain its market-leading position. As a result, XLG can frequently change the product designs to match changing customer preferences. This would be incorporated quickly into the market if in-house making is conducted, as the company would be in a position to control the timing in launching and selling. Moreover, the secrecy embedded in intellectual property can easily be managed and protected. 
Qualitative analysis of the decision to purchase the product
XLG has been engaging suppliers in Brazil who demonstrate their ability to deliver the right quality. This may have brought about the formation of strategic partnerships, which have played a key role in increasing the demand for the products. However, engaging external suppliers may be linked to indirect managerial control and reduced requirements for the company’s long-term strategy. Moreover, it can be implied that XLG may not have the required capacity to produce the components locally.
The pandemic brought about lockdown and movement restrictions which hampered utilization of sea transport. Thus, the company resorted to importing the components using air transport. This can be considered to have a positive impact on the lead time taken in comparison to transportation by sea. 
[bookmark: _Toc71035498]Final Decision
Although importing from Brazil has been the routine for XLG, the pandemic has brought with it risks and uncertainty that have caused the unit costs of the component to increase. Moreover, supply disruptions and transportation delays may not be ignored in periods to come as it would lead to more costs by the company. Thus, it is prudent that XLG considers making the FamaQ in the UK because the management will be directly in control of quality and the company will enjoy fewer costs in making a unit of the component. Moreover, there will be reduced lead times thus large volumes within a shorter period can be made and sold to the market. The company will also be in full protection of its patent as the external threats to the intellectual property will be reduced. Finally, the company will be in a better position to grow as it may wish to integrate its production operations.

[bookmark: _Toc71035499]CONCLUSION
XLG benefits from the utilization of variance analysis as the performance of its managers can be showed from the favorable variances in sales prices for both products and unfavorable variances on material price planning. However, it may not be used in the long-term achievement of strategy due to its reactive nature and tendency of slack by managers. Nonetheless, the company should invest more in making FamaQ in the UK rather than importing from Brazil due to the reduced risk of operation.
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