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[bookmark: _Toc50128631]Introduction
This report is based on the case study provided in the question, which describes the operations of XLG and its strategy to enhance the productivity, and scaling up its business during the outbreak of the corona virus pandemic.  First part of the report contains calculation of the variance - sales price variances and material price variances and its effect on the XLG company. Furthermore, are outline merits and demerits of using variances of assessing manager performance. The second part of report critically assess whether XLG should start manufacturing FarmQ in its production unit in the UK or importing it from Brazil. 

[bookmark: _Toc50128632]Main body

[bookmark: _Toc50128633]Part A 

[bookmark: _Toc50128634]Question 1: The sales price variance and sales volume contribution variance

[bookmark: _Hlk50047748]Sales price variance = (Actual price -  Standard price) * Actual volume
	[bookmark: _Hlk50043821]Description
	Actual price
	Standard price
	Difference
	Actual volume
	Sales price
variance 

	
	£
	£
	£
	
	[bookmark: _GoBack]£

	Chemical X 
	45
	35
	10
	850
	8,500

	Chemical Y
	37
	30
	7
	750
	5,250

	
	
	
	
	Total
	13,750


	Description
	Actual sales
volume
	Budget sales
volume
	Difference
	Standard
Margin
	Sales volume variance 

	
	
	
	
	£
	£

	Chemical X 
	850
	595
	255
	25
	6,375

	Chemical Y
	750
	595
	155
	20
	3,100

	
	
	
	
	Total
	9,475


										       Favourable

Sales volume contribution variance = (Actual sales volume – Budget sales volume) * Standard margin
        Favourable

[bookmark: _Toc50128635]Question 2: The material price planning variance and material price operational variance.

[bookmark: _Hlk50049042]Material planning variance =
(Original target price – General market price on the time at purchase) * Quantity purchased
	Description
	Target price
	Market price
	Difference
	Quantity 
purchased
	Material planning variance

	
	£
	£
	£
	
	

	Chemical X 
	2.50
	4.50
	- 2
	850
	· 1,700

	Chemical Y
	2.50
	4.50
	- 2
	750
	· 1,500

	
	
	
	
	Total
	3,200


										       Unfavourable
Material price operational variance =
(General market price on the time at purchase – Actual price paid) * Quantity purchased
	Description
	Market price
	Actual price paid
	Difference
	Quantity 
purchased
	Material price operational variance

	
	£
	£
	£
	
	

	Chemical X 
	4.50
	3.70
	0.80
	850
	680

	Chemical Y
	4.50
	3.70
	0.80
	750
	600

	
	
	
	
	Total
	1,280


										       Favourable

[bookmark: _Toc50128636]Question 3: merits and demerits of using variances in assessing managers performance
Variance can be defined as an essential tool of cost accounting that can be utilized for measuring the gap or the difference, which has emerged between the standard, budgeted, or planned performance in direct contrast to the actual cost over a certain time period. Variance is widely use by the companies across region and irrespective of its size as the companies wants to scrutinise all the major variances, which seem to have emerge in terms of revenue collection and cost to calculate to actual profit margins. This technique suggests that if the actual revenue is more than the budgeted revenue then it appears to be a favourable outcome. However, if the actual sales are lower in the context of the budgeted sales then it indicates an adverse outcome. The topic of variance is segregated into six components such as labour variance, profit variance, material variance, variable overhead variance, sales variance, fixed overhead variance. All these variances must be handled with care judging the performance of the managers (Marzlin Marzuki, et al, 2019).
It is noteworthy to mention that there are merits as well as demerits of judging the performance of the manager on the basis of variance are discussed in the below mentioned points.
· Market condition: The authority to manage the business and its operations lies in the hands of the mangers and he can make any policy or strategic changes as per his wish without relying on others. However, market conditions are beyond his reach and he must make necessary modifications in his strategies to cope with the market demand and supply. There are times when demands go up as in the present scenario the demand of chemical X as well as chemical Y has witnessed a massive jump in its demand which has led to the rise in the products. Ultimately, the company manage to earn more profits. In the same way, there come multiple situations where the demand of some products goes down. The external event may create the base for such differences. Therefore, giving the entire credit for rise in demand and sales to the manger may be a biased decision but manager definitely be judged on the parameters of the decision taken by him during good time to maximise the profitability of the company and maintaining the constant supply of the product. In case of low demand as well he is expected to reduce the production units for reducing buffer stock (D'Onza, et al, 2016). 
· Government Regulations: The managers have taken multiple steps during the outbreak of the pandemic by adhering to the guidelines and norms issued by the government. They have taken the care of the safety of their workers and carried out the production process even in difficult times under adverse conditions with limited number of employees. The managers have been way ahead of its competitors in order to make efforts to get funding from the government. They are responsible for entering into new line of business after the identification of growth and profit maximizing opportunities and at the same time they are liable to minimise the cost of production along with that enhance the productivity of the co-workers (Hsieh,et al, 2018).

Benefits
There are total five benefits, which may work in favour of the establishment XLG by evaluating the performance of managers on the grounds of variance. First, the morale of the managers gets boosted and they leave no stone unturned to uplift the performance of the organization in harsh and difficult times. Second, the efficiency of the manager will enhance which may led to increase the productivity of his team mates as in the same payment and same salary the company will get more productivity from its employees. Third, healthy relationship of the managers with the suppliers can place the business entity in a better place as they can get raw materials at cheaper rates in comparison to the other players who are operating in the same market. Fourth, manager along with his team members make continuously changes in their strategies according to the market conditions, which may assist them to stay relevant in the competition as a result the company, manage to sell more number of units even though the production may rise marginally. Fifth, the employees along with the managers will innovate and make efforts to reduce the variable cost and wastages that may happen in the production process. They can even utilise the nominal resources of an organization, which may result in widening the gap of favourable profit variance (Kalamkar, et al, 2018).
Demerits
Six demerits are identified as unfavourable of XLG by evaluating the performance of managers on the parameters of variance. Firstly, there are multiple scenarios where government makes certain decisions for the benefit of the country, which may not be beneficial for the company, and as a result, the establishment has to struggle hard to make certain modification in its production process. Secondly, the managers always stay in stress while in work or at home, as they will be trying to make manipulations and opt for unfair trade practices for getting favourable variance as his growth and success are dependent on variance. Material variance and labour variance determines about the prices of materials and cost of labour, which keeps on fluctuating. The manager has to be extra sensitive while procuring the raw materials at a lower rate, which may reduce the efficiency of the manager. Third, Managers may compromise on the quality of the raw materials and the value of the final products, which may be because the prices of the raw material have increased due to some factors. Fourth, the change in the customer preferences is continuous thing, which needs to be tackled by the managers, and they are required to develop a strategy during the budget, which can address the needs of the customers at a low cost. The managers may manipulate the sales figures in the strategies fails. Fifth, there are many factors, which cannot be controlled by the managers, which may even lead to variance. If any unfavourable circumstance seems to arise then the manager may lose hope at the initial stage and the company may face loss because of the manager. Sixth, these factors will lead to generate chaos among the employees and the manager will lose the trust of his sub ordinates. In addition to this biased trade practices will be performed in the office premises (Ray, et al, 2016).
[bookmark: _Toc50128637][bookmark: _Hlk48987452]Part B 

XLG company is involved in the business of manufacturing high quality ingredients for cleaning. Here, in this section the major discussion will be centred around the decision whether XLG should start manufacturing FarmQ in its production unit in the UK rather than importing it from Brazil. There are many pros as well as cons are linked with the decision of XLG which is discussed in this report (Reeves, et al, 2020).
[bookmark: _Toc48243932]
[bookmark: _Toc50128638]Benefits of manufacturing FarmQ in UK
There are multiple benefits that may be enjoyed by FarmQ, which are illustrated further. First, the time period of receiving the delivery of FarmQ will be cut down drastically by almost 15 working days which showcases that it will speed up the process of production and XLG will get the flexibility to manufacture the product according to their requirement and reduce buffer stock. In addition to than the establishment can also develop new line of products by analysing the trend of the market conditions. Second, the market researchers have forecasted that the demand of its two most popular products such as chemical X and chemical Y has already shown a growth of 45% which is even expected to continue. This indicates the growth opportunity and competitive edge that XLG has over its competitors (TORSELLO, et al, 2020). Third, FarmQ is such a crucial element, which provides competitive edge to the products of XLG. Moreover, there will be consistent supply of products in the market from XLG and there is no delay or shortage in the production process. This may enhance the sales of the product and may increase the profitability of XLG by multiple times. The company has also secured patent rights over the usage FarmQ that is a massive advantage and provides exclusivity to its products. The cost of operations has also gone down because the stores operated by XLG are closed and it is resulting in minimising the variable cost. The company is also getting the benefit of their pre-established infrastructure for selling the products online and giving the delivery of the products at the doorsteps of the customers. Finally, XLG should try to grab the opportunity to take a new initiative of producing FarmQ for enjoying multiple benefits (Ritter, et al, 2020).


[bookmark: _Toc48243933][bookmark: _Toc50128639]Drawbacks of manufacturing in the UK
XLG has to set up a production unit for FarmQ, which may require investment, and the company may not be in a position to make heavy investment in the present uncertain scenario. The business decision of manufacturing FarmQ may not be fruitful for the business entity in the long run when the condition will be back to normal. The per unit cost of manufacturing is lower compared to importing in the current situation but the situation will change once the pandemic is over (Nicola, et al, 2020). Moreover, XLG may end up losing the trust of its loyal and valuable customers because they will remember that this business entity has taken the advantage of the pandemic and charged a higher price from its customers. XLG is operating in a highly competitive business domain, which is dynamic and needs to be managed properly. The employees need to be trained to manufacture FarmQ. There is uncertainty in the business and the crunch of cash can easily be observed in the business operations. There are many complexities as well which are creating hurdles for the businesses to operate. The safety and hygiene standards need to ensured for the staffs and even the company has to make payments to their staffs even though there are close. Many governments have created rules that the factories and manufacturing units may not work in their full potential which is also a challenging task for them (Mejova,et al, 2020).
[bookmark: _Toc48243934][bookmark: _Toc50128640]Assessment of cost
Cost is the most crucial element, which needs to be scrutinized before making any business decision. The reason stands clear lower the cost production more the profit a company can earn. Apart from that the business entity also gets the opportunity to offer discounts to its customers and can even sale the product at lower prices in comparison to its competitors. In this specific scenario, the original standard price of FarmQ used to be 2.5 pounds per unit but that was the condition prior to the outbreak of the pandemic. However, the lockdowns along with the travel restrictions that are imposed by various governments for the safety of their citizens made it difficult for XLG to get the delivery of FarmQ (Bhojwani, et al, 2019). Earlier the delivery of FarmQ used to be by the sea route but in the current case flights are being used for the supply of the goods which is resulting in uplifting the per unit cost of the product and it amounts to 4.5 pounds per units. If drill into the details of the cost that XLG would incur on the production FarmQ then it amounts to 3 pounds which is even lesser then the amount at which XLG had imported which stands at 3.7 pound per unit. The major element which need to be considered for tasking the decision of manufacturing FarmQ in the UK is the initial cost that needs to be invested in the beginning for starting production (Zuo,et al, 2020). 
[bookmark: _Toc50128641]Conclusion
Therefore, it can be finally concluded that XLG should definitely manufacture FarmQ and they should try to do it in such a manner that lower amount of money should be invested in this manufacturing project. The business entity should use its pre-established infrastructure for the manufacturing of FarmQ, which may bring down the cost of investment. They should make necessary steps where they easily switch to importing in case where they can get benefited from importing of FarmQ.
The company should also look for enhancing the production capacity of its products especially for chemical X and chemical Y. The production of more number of units will assist XLG to stay ahead of its competitors. Even the trends are also showing that people are preferring hygiene and this trend will continue which will lead to more sales. Corona virus is changing the patter of business and XLG is also making efforts to adapt according to the changes.
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