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Part A
The sales price variance and sales volume contribution variance
The formula for calculating the sales price variance is as follows
Sales price variance = (actual price – standard price) units sold
	Description 
	Actual price
	Standard price
	Difference
	Actual volume 
	Sales price variance

	
	£
	£
	£
	
	

	Chemical X
	45
	35
	10
	850
	8500(favourable)

	Chemical Y
	37
	30
	7
	750
	5250(favourable)

	
	
	
	
	
	



Sales price variance (x) = (45 – 35) * 850 = 8,500 (favourable)
Sales price variance (y) = (37 – 30) * 750 = 5,250 (favourable)
The sales price variance is favourable for product x and y. A favourable variance implies that the actual price was higher than the budgeted price (Atrill and McLaney, 2009). The budgeted price is established by the management to make a reasonable profit. The deviations caused by the pandemic have moves the prices of the products towards a favourable direction. 
Sales volume contribution margin = (Standard price per unit – standard variable cost per unit) * Budgeted units (Williamson, 2008, p.24)
	Description
	Actual sales volume
	Budgeted sales volume
	Difference
	Standard Margin
	Sales volume variance

	
	£
	£
	£
	
	

	Chemical X
	35
	25
	10
	595
	5950

	Chemical Y
	30
	20
	10
	595
	5950

	
	
	
	
	
	



Sales volume contribution margin (x) = (35 – 25) * 595 = 5,950
Sales volume contribution margin (y) = (30 – 20) * 595 = 5,950
Sales volume contribution is a measure of the change in the profit and contribution resulting from a deviation between the budgeted and actual costs (Weetman, 2011). Sales volume contribution margin is a unique measure of variance because it quantifies the overall change in the contribution or profit. The analysis indicates that the two products had equal contribution margins.


The material price planning variance and material price operational variance
The purpose of material price planning and operational variance is to estimate the competence of managers in estimating future prices. 
Material price planning variance = (standard price – budgeted price) * units produced
Material price planning variance (x and y) = (4.5 - 2.5) * 13,750 = 27,500 Unfavourable
Material price planning variance is a tool sued to determine the efficiency of management in forecasting future prices of materials (Parmigiani, 2007, p.296). The above analysis is unfavourable because the budgeted price was much lower than the standard price (revised budgeted price). It indicates that the management forecasts were significantly different from the actual expectations. It is due to the uncertainties associated with the pandemic.
material price operational variance = (standard price – actual price) * units produced
Materials price operational variance = (4.5 – 3.5) * 13,750 = 13,750 favourable.
The actual price is lower than the revised standard price. This change is an indicator of the possible negotiation by the management to reduce costs. As a result, the material price operational variance moves towards a favourable direction. 
Given the change in operations, critically analyse the merits and demerits of using variances in assessing managers performance
Variance analysis is concerned with the analysis of the deviations in the actual and budgeted costs and revenues. The causes of differences are of importance to the company as it highlights the areas that require improvement. Using variance analysis to assess the performance of XLG management would be essential in determining their skill in estimating future prices. Variance analysis assists in establishing unrealistic budgets and determining how to revise for appropriateness. There are certain advantages and disadvantages associated with variance analysis that is going to be addressed in this section.
Variance analysis assesses the competence of the management utilizing the competitive advantage of XLG. The business has established that its key ingredient famaQ provides a competitive advantage over industry competitors. A variance analysis establishes whether the management is proactive in achieving the business objectives. Considering the changes in the prices of the material, it was essential to establish the best way to acquire it from Brazil. The rising prices called for a renegotiation of prices to introduce to ensure value for the business. The analysis has established that the business acquired the famaQ at a lower price than the revised standard budget. Therefore, the management performed well in response to the rise in the price of the key material.
Secondly, a variance analysis establishes the changes required in the business strategy (Emsley, 2000). It is the responsibility of the management to steer the business to success. This includes anticipating favourable and unfavourable conditions that may influence the performance of the organization. Increase in the price of materials, as well as the increase in demand for their products, are key factors to consider when evaluating the business strategy. This includes determining the most appropriate market to target. It also offers insights into the most profitable product combination to present to the market. Variance analysis offers a simple comparison of prices which is an essential part of determining the performance of an organization.
Variance analysis offers insights on the efficiency of management in managing an organization. The changes in prices and demand call for negotiating new prices for material and increasing the production capacity. After the rise in the price of famaQ, it was the responsibility of the management to negotiate for lower prices. Moreover, the high demand for cleaning agents was an opportunity for the business to boost its sales. The failure to initiate cost reduction strategies during similar problems is an indicator of managerial problems. Poor sales in a market where the products are in high demand is another reg flag to managerial efficiency. Therefore, variance analysis helps identity issues in the management structure that can be solved to improve the efficiency of the organisation.
Variance analysis establishes the risk management strategies and effectiveness of the management. Risk analysis utilises information produced from variance analysis of the scope, costs and schedule. It helps the users of financial information in comparing the existing risks with projected ones. Variance analysis assists in identifying the areas of controllable and uncontrollable variances (Balakrishnan and Cheng, 2005., p.43). After identifying the key areas, they are in a better position to implement strategies to mitigate the risks. Therefore, variance analysis is a strong basis for determining the risks facing business and offer insights on the best risk mitigation strategies.
The major disadvantages associated with variance analysis is that they take a long time to complete. The accounting staff have to gather data periodically, say monthly or weekly and submit the results to management. For instance, it would take some time to import the famaQ during the second quarter and compare the standard costs, revised standard costs and actual costs. In some instances, the management will require the information urgently hence forcing it to rely on red flags and subtle signs. In this case, the management may make the wrong inferences Therefore, the lengthy-time would imply a delay in the activities of the management while it was a systemic problem.
Variance analysis may not be effective in explaining the source of variance. This is because variance analysis relies on information available in the accounting records. In some instances, the accounting staff are required to review labour ratings, bills of ratings and overtime records to determine the source of the variances. The process becomes costly and time-consuming and the management can only derive value if the information provides actionable insights. Therefore, it increases the probability of gauging management performance based on the actions of the accounting staff. Moreover, the process may be challenging to derive value.
Finally, variance analysis is associated with negative behavioural issues among the employees. Variance analysis is mostly focused on short-term business activities. As a result, it encourages employees to focus on the short-term goals of the business. This approach encourages sub-optimal behaviour among employees such as incorporating budget slacks. Variance analysis derails employee performance which negatively affects the reputation of the amazement. The solution to the negative behaviour is to involve employees in the budgeting process to highlight that the process is not unfair.





Part B
	Make or buy decisions involve a comparison of the cost of making a product in-house or buying it from an external manufacturer. The make or buy decision for famaQ will be critical for XLG considering that the product is a source of competitive advantage for the company. Therefore, the objective of the decision is to maintain a competitive advantage by making a choice that will ensure the continued profitability of the firm. The following analysis explains the make-or-buy decision for the company.
	XLG has the option of either importing famaQ from Brazil for 3.7 pounds per unit or making it in the UK for 3 pounds per unit. Considering the increase in demand, the business is going to increase its revenues and also its margins. The decision to either buy or make should be based on the benefit that each of the decision brings to the organization. In this case, the business is going to enjoy the lower cost per unit of famaQ when making it product in the UK than outsourcing from Brazil. The following analysis illustrates a financial comparison of making the product in the UK and outsourcing it.


The above table illustrates the cost of making famaQ in the UK. 


As it can be illustrated in the tables above, the cost of making famaQ in the UK is significantly lower than the cost of buying from Brazil. From comparing the costs indicated in the tables above, the business will be saving as follows
8,584 – 6,960 = £ 1,624.00 
Besides incurring a lower cost in the production of famaQ, the business will also enjoy shorter delivery periods. It takes 15 fewer days to complete a delivery when famaQ is produced in the UK. It is important to maintain a favourable lead time considering the increase in demand. The business should be in a position to maintain enough stock to meet the increasing demand for the company.
	The make or buy decision involves quantitative and qualitative aspects. The quantitative aspect is concerned with cost-benefit analyses to identify the option that costs less money (Shank and Churchill, 1977, p.954). For instance, the above analysis has established that making famaQ in the UK will cost XLG less money than outsourcing from Brazil. There are qualitative factors to consider in a make-or-buy decision. The qualitative factors involve the long-term future of the business. It is the responsibility of the management to ensure that the chosen decision is sustainable. For instance, can the production of famaQ in the UK last even after normalcy resumes? The pandemic has presented a unique opportunity for the business to increase its sales. These are factors that the management should put into consideration.
	The analysis indicates that the business should choose to make famaQ in the UK. This option allows the business to maintain its competitive advantage. Controlling the production of famaQ ensures that maintains its grip on its market leadership. The company will take advantage of the short delivery times to ensure sufficient stock at all time. Considering that conditions existing during the pandemic have led to an increase in the demand for cleaning agents, the business should take advantage of this opportunity. Therefore, XLG should manufacture famaQ in the UK considering quantitative and qualitative advantages.
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								X		Y

						Total demand (+45%)		1232.5		1087.5

						Cost per unit		£   3.00		£   3.00

						Total cost		£   3,697.50		£   3,262.50		£   6,960.00





								X		Y

						Total demand (+45%)		1232.5		1087.5

						Cost per unit		£   3.70		£   3.70

						Total cost		£   4,560.25		£   4,023.75		£   8,584.00
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X Y

Total demand (+45%) 1232.5 1087.5

Cost per unit 3.00 £         3.00 £        

Total cost 3,697.50 £  3,262.50 £  6,960.00 £ 
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X Y

Total demand (+45%) 1232.5 1087.5

Cost per unit 3.70 £         3.70 £        

Total cost 4,560.25 £  4,023.75 £  8,584.00 £ 


