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Introduction
Organizations must have a budget that assists the management to know where sales would come from and how money and resources will be used to attain the sales targets, with the fundamental goal of making a profit. Budgeting and variance analysis provides an overview that helps managers to make prompt and sound decisions in the enterprise. Variance analysis is concerned with evaluating the deviations between the budgeted and the actual financial outcome in an organization. In case of adverse variances, managers explain the potential problems that led to the results. Favourable variances generally show that the management is in the right direction. This paper explores the variance analysis of the chemical X and Y produced by the XLG company. The essay evaluates the sales price variance, sales volume contribution variance and planning variances involved in the manufacturing of chemical X and Y. The paper also explains the merits and demerits of using variance analysis to assess the performance of managers. In the end, the essay highlights the reasons why XLG company should prefer the in-house production of famaQ rather than importing it from Brazil. FamaQ is a superior cleaning agent that is used to manufacture chemical X and Y.
Part A
Section (i)
The sales price variance
Sales price variance calculates the impact of the difference between the standard selling price per unit and the actual selling price of a product (Smith, 2007). It is calculated as follows:
Sales price variance = (Actual selling price per unit – Standard selling price per unit) * Actual quantity of goods sold)
For chemical X, selling price variance = (45 – 35) *850 = 8500
For chemical Y, selling price variance = (37 -30) *750 = 5250
Total sales price variance = 13750
The sales volume contribution variance
The sales volume contribution variance gives the change in profit, triggered by the difference between the actual and the projected sales amount (Smith, 2007). Sales volume variance is considered favourable when the actual units of a product sold are more than the projected unit sales (Smith, 2007). However, if the actual sales are less than the projected quantity of sales, sales volume variance is adverse. In a nutshell, sales volume contribution variance is favourable if it is positive and unfavourable if its value is negative.
Sales volume contribution variance = (Actual sales level– Projected sales level) *standard contribution.
To find the budgeted sales each for Chemical X and Chemical Y, a simultaneous equation is developed as illustrated below:
X + Y =1190… (i)
X – Y = 595…(ii)
Subtracting equation (ii) from equation (i), we get;
2Y = 595
Y = 297.5
X = 1190 – 297.5
X = 892.5
For chemical X, sales volume contribution variance = (850–892.5) *25 = -1062.5
Therefore, the sales volume contribution variance of Chemical X is adverse. The result value is unfavourable because of possible factors such as low quality of chemical X, higher sales price variance, and quotation of unachievable budgeted sales. Therefore, the manager has to implement some adjustments to the product. For instance, the sales manager can reduce the price of chemical X. The competitors who are selling substitutes of chemical X might be selling it at a lower price. However, suppose the company's profit margin does not allow the reduction of the price of chemical X. In that case, the manager can choose different suppliers who can distribute low materials at a lower cost. The company can also make projections of sales level that are more realistic and attainable. 
For chemical Y, sales volume contribution variance = (750-297.5) *20 = 9050
The result value of sales volume contribution variance is favourable. This is contributed by possible factors such as producing quality chemical Y goods, its low-sales price variance and realistic budgeted sales by the manager (Drury, 2018). This is a symbol that things are working in the right direction. From the results, it is okay for the manager to increase the price of Chemical Y slightly without losing the sales (Drury, 2018). This is advisable because the company even managed to sell about double the units of the projected sales. Therefore, there is the confidence to conclude that Chemical Y is selling well in the market. 
NB: Total sales volume contribution variance for chemical X and Y = -1062.5 +9050 = 7987.5 F
Therefore, both products are robust in the market (Drury, 2018).
Section (ii)
Material price planning variance = (revised price – standard price) * actual material usage
To calculate the actual material used for both chemical X and Y, we know the material price variance is 27000 F; this figure can be used to understand the actual material used. 
The actual quantity of material * (Actual Price – Standard Price) = 27000
Actual quantity * (3.7 – 2.5) = 27000
Actual quantity of FamaQ used = 27000/1.2 = 225000 units of FamaQ
Therefore,
Material price planning variance = (4.5 – 2.5) * 225000 = 450 000 F
Material price planning variance examines the budget price error to depict the impact it has on the enterprise business (Horngren et al., 2002). Material price planning variance compares the original standard and revised budget for purchasing that would have been applied if the manager knew in advance what was going to happen (Horngren et al., 2002). According to Ali (2010), material price planning variance is deemed uncontrollable by the management. The variance mainly involves consideration of material quality and price balance. Commonly, lower prices might mean that the raw materials purchased might be of low quality (Ali, 2010). As a result, the final products are not of high quality, and they attract fewer customers. This causes a loss of sales. 
Material price operational variance = Actual usage (Actual price – Revised material price)
Material price operational variance = 225000 (3.7 – 4.5) = 180000 F
This variance is caused by a hike in the price of FamaQ due to Covid-19 difficulties that made XLG import famaQ from Brazil via air transport, which is very expensive. The operations manager is responsible for achieving the revised target of accessing famaQ. The gap of 0.8 Euros (3.7-4.5) can be used for the upcoming budget planning and predictions. 
(iii) Merits and Demerits of Using Variances in Assessing Managers performance
Performance management of managers is closely linked to the variance analysis. The assessors can use the variance results to measure the managers' performance (Heisinger, 2010). Operational variances are a realistic way of measuring productivity in an enterprise because their calculations are done after planning variances have been revealed (Heisinger, 2010). This assessment helps companies to conduct successful business planning and attaining their financial goals. 
[bookmark: _Hlk65488314]Variance analysis is used to compare the budgeted amount with the actual revenue/cost. Variance analysis will assist in understanding the factors that have influenced the difference between the planned and the actual revenue/cost (Heisinger, 2010). They include useful projections of the expected sales. As a result, managers who are linked to favourable variances will be viewed as the right decision-makers. For instance, in XLG Company, if it comes clear that favourable variances were brought up by factors such as reasonable pricing of the product, discount on bulk purchase, efficient consumption of raw materials, availability of skilled labourers, and application of recent technological machinery, then the manager is depicted to be a successful performer (Yeshmin and Fowzia, 2010). However, if favourable variances are linked to factors such as inaccurate budgeting and the purchase of low-quality raw materials, the manager is treated as a failure (Yeshmin and Fowzia, 2010).   
Sunarni (2013) study claims that the presence of adverse variances in an organization generally means that the manager is underperforming. This is because the adverse variance in material price and material usage is mainly tied to purchasing raw materials at a higher cost, inaccurate budgeting, lower-skilled staff, and application of old machinery in the production department. Therefore, assessors recommend the managers to be making sound decisions in purchasing and usage of raw materials, budgeting sales level and formulating the prices of the final products to trigger favourable variance results (Sunarni, 2013). In XLG company, the manager is portrayed as a high performer because total operational variances are favourable.
Khan (2018) observes that assessors also focus on variances to know if the manager has maintained an equal balance in controlling the manufacturing of all products in the organization. Variance analysis portrays the relationship between a pair of items produced in the organization (Khan, 2018). For instance, in XLG enterprise, variance analysis could reveal that when the sale of Chemical X increases, there is a correlated decrease in Chemical Y's sale. This depicts a negative correlation between the two commodities. In such a case, the manager can be termed as an underperformer because he cannot control and balance the production of both products effectively.
Smith (2007) study notes that assessors of the manager's performance also refer to the past operational variance to observe if the manager has made effective forecasting decisions. For instance, if the manager noted that Chemical X and Y sells well during the Covid-19 period of lockdowns, then the examiners of organization performance can identify what the manager has done to ensure that more chemicals are produced to meet the demand during this duration of Covid-19 prevalence.
Maintenance of the labour force is considered to be one of the crucial roles of the organization. The cost of hiring a skilled workforce is high, and firms prefer minimizing the costs of holding workers in an organization. Favourable labour rate variance implies that the budgeted value of labour exceeds the actual cost of labour. This shows that the manager is able to develop workable strategies that seek to maintain workers in the organization. The adverse variance of labour rate depicts that the manager is not able to plan effectively on how to keep staff in the enterprise. As a result, such management is deemed inferior and can cause a collapse of the company. 
Operational variances help to know if the manager is training and motivating workers in the organization. Adverse operational variance indicates that the salespersons are not equipped with marketing skills, or they are poorly rewarded. Therefore, this portrays the manager as an incompetent leader. For instance, the sales volume contribution variance of chemical X was adverse. This shows that the product was doing poorly in the market due to stiff competition and weak advertisement strategies. If salespersons were well trained, they could have marketed chemical X and make it successful in the market. Also, the adverse sales volume contribution variance of chemical X could demonstrate managerial challenges within the purchasing department. Therefore, the operations manager is depicted as a poor performer.
On the other hand, the favourable sales volume contribution variance of chemical Y could portray better purchasing department managerial strategies. Hence, the manager influences the creation of techniques such as negotiating for volume discounts and securing cheaper raw materials. In this case, the excellent performance of the manager is observed. Since variance analysis is done on a departmental basis, it is easier to know each departmental manager's performance.
On the other hand, there are some demerits of using variance analysis to assess the performance of the managers in an organization. Heong et al. (2013) note that the accounting staff calculates and arranges variances at the end of the month before forwarding them to the management. The fact that the managers need to receive them as fast as possible raises possibilities of errors because figures are generated on the spot. As a result, the manager may receive a flawed variance analysis (Heong et al., 2013). Evaluation of this manager may be based on erroneous results, and this makes the assessment process inefficient. 
[bookmark: _Hlk65488434]Also, Heong et al. (2013) claim that evaluation of performance based on variance analysis gives pressure and stress to the manager. This is because the source of variance cannot be easily found on accounting records. Therefore, the manager has to waste a lot of time when going through information such as labour routings, cost of materials, sales volumes, projected sales to figure out the causes of variances (Heong et al., 2013). As a result, variance analysis is not the best way of measuring the manager's performance. According to Walker (2005), it is not necessarily true that adverse variance is brought up by factors such as market forces making prices to reduce, poor budgeting of sales, and purchase of low-quality raw materials, sometimes negative variances are caused by poor departmental maintenance, inadequate upskilling of workers and demeaning marketing strategies implemented under the previous manager. In such situations, it will be unreasonable to hold the manager responsible for the adverse variance. Studies argue that variance analysis alone cannot reveal the causes of adverse or favourable variance; therefore, the manager has to conduct an in-depth evaluation of key areas that need investigation (Walker, 2005).


PART B: Deciding Whether to Import FamaQ or to Have an In-house Production of FamaQ in the UK
The emergence of Covid-19 disrupted many businesses in the world. Prior to the outbreak of Covid-19, XLG was importing famaQ from Brazil at the cost of £ 2.5. Unfortunately, during the Covid-19 pandemic, XLG started to face hardship in the importation of famaQ from Brazil after many countries, including the UK and Brazil, closed their boundaries. Therefore, XLG started importing famaQ via air transport at the cost of £4.5. FamaQ is a crucial raw material that gives chemical X and Y a competitive advantage. Therefore, the company must plan on how to acquire famaQ at a lower price to maximize the profits after the sales of chemical X and Y. Covid-19 pandemic is still spreading and sales of chemical X and Y have increased by 45%. If the company does not formulate a strategy, it will be importing famaQ at a high cost. To avoid this, it is recommendable for XLG to start in-house production of famaQ in the UK. 
In-house production of famaQ is sustainable because it has been found that the cost of manufacturing one unit of famaQ in the UK is £3. Therefore, XLG should prefer manufacturing famaQ in the UK at the cost of £3 rather than importing it at the cost of £4.5. As Myerson (2012) observed, the main advantage of in-house production is that XLG will have cost control. By manufacturing famaQ, XLG will not be experiencing a surprising price rise from the suppliers. Therefore, its profitability and stability of chemical X and Y cannot be adversely affected by the increased price of famaQ. According to Myerson (2012), firms that have in-house production of raw materials have more control over the quality of their final products. 
Also, by manufacturing famaQ in their Uk plant, XLG will reduce management costs associated with importing famaQ. XLG will have direct control over the production of famaQ, and this will minimize the expenses met when famaQ is transported through aeroplanes (Myerson, 2012). The deliveries will reduce by 15 working days, and this will save time and costs of receiving famaQ from external producers. Importation of famaQ is associated with the purchase of bulk goods where sellers sometimes set the batch sizes. This buying is risky in case XLG suffers from risks such as fire accident and sudden reduction in demand of chemical X and Y. Purchasing in large quantities consumes a lot of space in the organization (Myerson, 2012). As a result, XLG experiences huge inventory holding costs. Luckily, in-house production of famaQ will enable XLG to just release famaQ that is needed, and this will scale down the inventory holding costs. 
Moreover, the in-house manufacturing of famaQ will allow XLG to quickly adapt to market changes. Bozarth & Handfield (2016) argued that if the company is importing necessary raw materials, in case of a sudden rise in demand, it will be hard for this firm to ask for more goods to support increased production capacity. Thus, through in-house manufacturing, XLG will be able to easily produce famaQ in large quantities in case there is a sudden increase in demand for chemical X and Y. Also, if demand reduces instantly, the firm can easily cut the production of famaQ.


Conclusion
From the above analysis, it is evident that the total sales price variance for chemical X and Y is favourable. Generally, this shows that the manager was able to put effective strategies that made the products to sell at a higher price than the standard selling price. XLG company also achieved favourable total sales volume contribution variance, and this depicts that management is headed in the right direction. Material price planning variance is shown to be promising, and this gives insights that help to show that manager was able to analyze past material prices, inflation adjustments and better analysis of supplier production. From the above analysis, material price operational variance was favourable. This was contributed by the rise in the price of famaQ due to Covid-19 difficulties that made XLG import FamaQ from Brazil via air transport, which turned out to be more costly. Variance analysis is a good tool for evaluating the performance management of the managers. Managers who are linked to favourable variances will be viewed as good decision-makers and vice versa. However, this tactic has some demerits. For instance, sources of variance cannot be easily found on accounting records. The paper has also observed that XLG company should start in-house production of famaQ to solve supply uncertainties, control costs and maximize profit from sales.
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