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In the continuous changing environment and the unprecedent Covid19 pandemic circumstances, the way the managers take decisions are very important for the company success. Managers compare the budgeted with actual results and t actions, decisions, to bring back the company on prosperous course (Atrill and McLaney, 2018).  Weetman (2013), define the variance as “the difference between a planned, budgeted or standard cost and the actual cost incurred” (Weetman, 2013, p.615). 
In regard to the scenario given of XLG company and the main ingredient famaQ of company’s products X and Y, the aim of this paper is to calculate the essential variances, critically evaluate the advantages and disadvantages of applying the variances in developing decisions and managers performance, to determine the manager skills in decision making under risks, to evaluate the manager role in producing or buying the material with the scope of achieving the strategic company’s objectives, and to recognize the connection between the variances and unsettled manager behaviour.
The paper is divided in two parts. Part A will include the essential variance calculation and the variances analysis exploring the merits and demerits is assessing manager performance. Part B will evaluate the manager capability in assessing the relevant aspect of buying or manufacturing the raw material under the current risks.
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[bookmark: _Toc50585682]A.1. Sales price variance and sales volume contribution variance.

Atrill and McLaney (2018) define the sales price variance as the “difference between flexed budget and actual figures” (Atrill and McLaney (2018, p.247).

From the sales data and information held about the XLG company can be calculated the sales price variance. 

The formula for Sales Price Variance (SPV) is:

SPV = AV (AP- SP)  

Where:
 SPV= Sales Price Variance
AV= Actual Volume
AP=Actual Price
SP=Standard Price 

For Chemical X:  SPV=850 x (45-35) = 850x10
                            SPV=8,500 F
For Chemical Y: SPV= 750 x (37-30) = 750x7
                           SPV= 5,250 F

Total SPV = 8500 + 5250 =13750 F

Where F stand for Favourable

Table 1. Sales Price Variance outcome

	Description
	Actual Price
	Standard Price
	Difference
	Actual Volume
	Sales Price Variance

	
	£
	£
	£
	Units sold
	

	Chemical X
	45
	35
	10
	850
	8,500 F

	Chemical Y
	37
	30
	7
	750
	5,250 F

	
	
	
	
	
	13750 F



Sales Volume Contribution Variances (SVCV)

SVCV= (ASV-BSV) x SM

Where:

ASV - actual sales volume – for chemical X - ASV= 850
                                          -for chemical Y – ASV= 750
BSV - budgeted sales volume – for chemical X – BSV= 595
                                                -for chemical Y – BSV= 595
SM - standard margin – for chemical X – SM = £25
                                    - for chemical Y - SM = £20

SVCV (Chemical X) = (850-595) x 25 = 6,375 F
SCVC (Chemical Y) = (750-595) x 20 = 3,100 F

Total SCVC = 6375 + 3100 = 9,475 F





Table 2. Sales Volume Contribution Variance
	Description
	Actual sales volume
	Budgeted sales volume
	Difference
	Standard margin
	Sales volume variance

	
	£
	£
	£
	£
	

	Chemical X
	850
	595
	255
	25
	6,375 F

	Chemical Y
	750
	595
	155
	20
	3,100 F

	Total
	
	
	
	
	9,475F
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In the notes it was mentioned that each unit of chemical X and Y requires 1 unit of famaQ. The total units sold it was 1600 in this period.
Material Price Planning Variance (MPPV)
MPPV= (original target price – general market price at time of purchase) x quantity purchased
MPPV= (2.50 - 4.50) x 1600 = -2 x1600 = -3200
MPPV = 3200 A                A= Adverse

Material Price Operational Variance (MPOV)
MPOV = (general market price at time of purchase – actual price paid) x quantity         purchased
MPOV= (4.50 – 3.70) x 1600 =0.80 x1600
MPOV = 1280 F               F= Favourable
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Variance is a tool that explain why the sales or costs exceed the budget and can represent a surplus or deficit (Byrnes and Martin, 2009). 
Emsley (2001) suggest that variance analysis in made in three stages: calculate the variances, identify the problem and identify the causes of those problem. In his study, Emsley (2001) seen an interesting approach of the change in variance analysis for the studied company, when they retained the information from variance analyses and then the changes were linked to the performance development.
The increase in actual sales quantity
Due to a notable raise in demand, actual sales volume increase for both products X and Y with 410 units extra than was budgeted at start of the year for this period. This result show that there is a favourable variance for the quantity sold. According to Weetman (2013), the variance is favourable when the outcome is positive. However, this increase was not influenced by the sales manager performance, but the current demand due to pandemic circumstances. In addition, as a demerit, the sales manager can be tempted to relax, knowing that the sales will continue to rise. Because the people were more aware for their hygiene in the period of Covid19 pandemic, the increase in the sales quantity was a natural outcome. Similar results have been seeing the Reckitt Benckiser in 2020, the producer of Dettol and Lysol, with an increase in their revenue of 11.9% more than in 2019 (Evans, 2020). Moreover, Reckitt Benckiser chief executive argue that the behaviour of the hygiene practice will remain because after 60 days the behaviour will transform into a daily habit (Evans, 2020). Thus, the demand for the disinfectants will not decrease sharply after the pandemic come to an end. This news is beneficial for the managers who can take effective and progressive decisions. The effective decision making is described as “the process through which alternatives are selected and then managed through implementation to achieve business objectives” (Harvey, 2007, p.3). 
However, the manager from acquisition department have bought more raw material than it was budgeted but cannot be hold responsible for this. Because famaQ is the main ingredient of the XLG products, the purchasing managers cannot change to buy a cheaper material. A cheaper material will negatively influence the quality of the products and might see a fall in sales due to lack of customer confidence in the product.
Sales price variance
The sales price variance is the “difference between actual revenue and flexible budget revenue” (Balakrishnan et al. 2009, p.327). In the second quarter, the sales price for chemical X increase by £10 and £7 for chemical Y. This was possible because of the high demand for the sanitation products in the Covid19 pandemic. In 2020, a statistic of the cleaning products sales in United States, more specific the aerosol disinfectants, show an increase by more than 385% comparative with the precedent year (Conway, 2020). The price increase of X and Y products was influenced by the price rise of the ingredient material famaQ. To achieve the company’s contribution objectives, the XLG sales managers decide to increase the price in accordance with the famaQ price rise. 
Influence of the Material price planning variance
This variance, even it is adverse variance, cannot be controlled by the managers. The increase of the supply material price of famaQ is natural in such unprecedent period of Coronavirus Covid19 pandemic. 
The Influence of Material Price Operational Variance 
This tool checks the managers performance when they negotiate the price of famaQ. Generally, the favourable variance result is appearing when the actual cost is smaller than the budgeted cost (Weetman, 2013). The reduction in purchasing price could be possible because of the long partnership and good relations between the companies or buying the material in bulk. Buying bulks can take time in the negotiation purchasing and can be costly (Weetman, 2013).
The manager performance is usually evaluated with the measured details, “the things that count are the things that get counted” (Atrill and McLaney, 2018, p.28). However, focusing on this aspect can cause a negative outcome for the company. 
Behavioural characteristics 
The human involvement into variances analysis need to be covered in the parallel way as technical aspects of cost control (Weetman, 2013). The manager will give feedback to the employee, with admiration for the favourable variances results and remedial actions for the unfavourable variances. Through this perspective the company will have unpleasant repercussion from employees such as norms abandonment, reducing motivation when negative review happened or lack of performance improvement due to channelling their attempts to minimize the unfavourable variance (Weetman, 2013).
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[bookmark: _Toc50585686]The report assessing the decision to make famaQ in house in the United Kingdom or keep importing from Brazil.

[bookmark: _Toc50585687]Introduction
During the restricted measures imposed by the Government (Cabinet Office, 2020), and the increased risks to import the famaQ from Brazil, the manager is appointed  to present a report to the board determining what decision need to take in making  famaQ in United Kingdom or to import from Brazil.
Over time, the continuous behaviour of personal hygiene during Covid 19 pandemic period will be transformed into a habit, so the demand for cleaning and personal hygiene will stand for long time. The change of behaviour into a habit it is explained when a persistent behaviour action will become a habit over time (Gochman, 1997). In addition, in 2020, in the United States, the market research state a unprecedent demand for cleaning products (Conway, 2020). The demand will continue to growth or at least to stagnate, due to the changing behaviours into habits. Furthermore, nobody will know when the pandemic will come to an end (Sesay, 2020). 

[bookmark: _Toc50585688]Assessing the proposed plan in making or buying famaQ ingredient

To assess this plan, it is necessary to assign a scenario, including the current conditions: 
· Firstly, the second financial quarter is the period evaluated 
· FamaQ provide competitive advantage for XLG Ltd in the market 
· The X and Y products are patented
· Units sold of 1600 since 1 December 2019 – 29 February 2020. This period it is not included in the pandemic period. The lockdown measures and restriction has imposed by Government (Cabinet Office, 2020) on 23 March 2020. XLG Ltd will continue to sell their products online. The market research shows an increased in demand of 45% happened since pandemic start.  The online market multiply by two for cleaning and personal hygiene goods in March 2020 (Gleeson, 2020). Therefore, the number of units sold will increase to a minimum of 2320 per quarter (1600 x 45%= 2320).  
Weetman(2013), define the relevant costs as those “ future costs which will be affected by a decision to be taken” (Weetman, 2013, p.563).  In general, the relevant costs include the variable costs, when is needed to take a decision, but fixed costs are not associated with relevant costs (Weetman, 2013). The opportunity cost can influence the relevant cost and is the value which need the “next best opportunity in order to pursue the particular objective” (Atrill and McLaney, 2018, p.43). The business objectives can be achieved when a sum of money is spent, this cost calling outlay cost (Atrill and McLaney, 2018). 
A three criteria of relevant costing must be achieved when a specific decision needs to be taken (Atrill and McLaney, 2018):
· The interdependence of the acquisition material cost and company’s objectives. FamaQ is the basic ingredient in producing chemicals X and Y
· The cost must be associated with the future. The demand forecast is high
· The cost must differ with the decision. The United Kingdom famaQ product cost of £ 3 is lower than the cost of £3.7 for the material imported from Brazil
[bookmark: _Toc50585689]Calculations
Assuming variable costs and fixed costs values, the total cost of £3 shows the results can help in taking the decision of making or buying the famaQ ingredient. The cost of £ 3 to produce the famaQ in UK need to be divided in all the costs involved in producing the ingredient, such as variable cost and fixed cost, and determine the sunk cost and irrelevant costs.
From the scenario notes it is known the total units sold for second quarters is 1600.
The current market price is £4.5/unit, but XLG Ltd achieved a £3.7 price/unit.

Table 3. Make or Buy Decision
	famaQ ingredient
	Cost per Unit
	Cost of 1600 units

	 
	 
	Make
	Buy

	Imported price
	£3.70
	 
	£5,920

	 
	 
	 
	 

	Variable Costs     
	£
	£
	£

	Direct materials
	1
	1600
	 

	Direct labour
	0.5
	800
	 

	Variable overhead 
	0.2
	320
	 

	Fixed Costs
	 
	 
	 

	Depreciation of equipment
	0.35
	 
	 

	Supervisor wage
	0.25
	400
	 

	General Factory overhead
	0.7
	 
	 

	Total cost
	£3
	3120
	£5,920



[bookmark: _Toc50585690]Discussion
Using a quantitative analysis, the outcome in table 3 indicate that making famaQ in-house in United Kingdom is a great option and is the proposed decision, saving a total net of £2800. The equipment depreciation cost was considered a sunk cost. Sunk cost is the “cost that has been incurred or committed prior to a decision point” (Weetman, 2013, p.G17). The General factory overhead cost is not taken in consideration; thus, it is irrelevant in decision making. For short-term analysis, it is irrelevant to allocate fixed overheads (Weetman, 2013). Moreover, the delivery factor of qualitative analysis is in favour of making the ingredient in-house in United Kingdom, reducing the supplying time by 15 working days. Moreover, the manager takes some risks when suggest this plan, in such difficult and uncertain period of time of Covid19 pandemic.
Weetman (2013) suggest another type of calculation when in making the decision to make or buy a product. This include the fixed cost and variable cost. The purchasing price is £3.7 from Brazil. The domestic price in United Kingdom is £3. The fixed cost of making in-house price is £1.3 and a variable cost of £1.7. The second quarter period output is 1600 unit. It is necessary to know more about fixed costs before to present the advice. The total fixed cost is £2080 (£1.3 x1600). If the company could avoid the fixed cost, therefore the extra variable cost of £2 (3.7-1.7) will be compared with the fixed cost savings of £2080. The break-even company’s point is 1040 units (2080 divided by 2). If demand is greater than the break even than is more profitable to make the product in-house (1600 > 1040). If the break even is smaller than demand it better to buy the material. However, if the fixed cost is unavoidable, the product must be manufactured in-house and the comparation will be done between the in-house variable cost of £1.7 and purchasing cost of £3.7.
When should be used make or buy decisions? 
This type of decision needs to be taken for temporary times using the assessment of the contribution (Weetman, 2013).

[bookmark: _Toc50585691]Conclusion

Through this paper, it has explored, evaluated and described the calculation of essential variances, the importance of using variances in assessing managers performance and behaviour, the manager skills in decision making under risks, the manager role in producing or buying the material with the scope of achieving the strategic company’s objectives.
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