





Part 1
Calculate sales price variance and sales volume contribution variance
The sales price variance equals the difference between the actual sales of an item at the market price and the budgeted sales of the item which occurs as a result of the difference between the budgeted sales and the actual sales (Pagare, 2020). Actual sales can differ from budgeted sales either as a result of the company not having been able to sell the budgeted number of units, or because of a difference in the expected price and the actual selling price in the market. The sales price variance thus specify the difference in sales that results from the difference in market price and standard price (Pagare, 2020). 
The formula for sales price variance is given as:
Sales Price Variance= (AP − SP) × Units Sold
where:
AP = Actual selling price
SP = Standard price​
In the case of products X and Y for XLG, the sales price variance for each product is given as follows:
Product X:
Standard Price = £30
Actual Price = £37
Total units sold = 750
Sales Price Variance= (AP − SP) × Units Sold
 = (37 – 30) x 750
 = 5,250
Product Y
Standard Price = £35
Actual Price = £45
Total units sold = 850
Sales Price Variance= (AP − SP) × Units Sold
 = (45 – 35) x 850
 = 8,500
Sales volume variance, also known as sales quantity variance, occurs when there is a difference between the actual quantity of units sold and the standard or budgeted quantity of units for sale during a specific period of time. It can also be determine as the difference between the actual units sold at standard price and the standard units sold at standard price (Pagare, 2020).  
The formula for calculating sales volume variance is :
(Actual number of units sold – budgeted number of units sold) × Budgeted price per unit
The sales volume variance for Product X is given as:
Budgeted selling price = £35
Actual sales volume = 850
Budgeted sales volume = 595
Sales volume variance = 35 x (850 – 595)
			= 8925
And the sales volume variance for product Y is :
Budgeted selling price = £30
Actual sales volume = 750
Budgeted sales volume = 595
Sales volume variance = 30 x (750 – 595)
			= 4650
Calculate the material price planning variance and material price operational variance
After the end of the accounting period in Q1, managers at XLG evaluate the operational results and compare them to their budgeted projections. XLG creates products X and Y and analyzes the actual price the company paid for raw materials and compare this to what they expected to pay. This is the material price variance (Parkinson, 2010). 
To calculate the material price variance, the actual price per unit of material is deduct from the budgeted price per unit of material and then multiplied by the actual quantity of direct material used (Parkinson, 2010). The material price variance for XLG’s products X and Y proceed from the increase in the price of famaQ, the superior cleaning ingredient that has an original price of £2.50 per unit. Both chemicals X and Y require a unit of famaQ product. However, lockdown measures led to travel and transportation restriction and for the company, which imports famaQ from Brazil, importation had to be done by air transportation and that is more expensive than normal shipping. The result was an increase in price per unit of famaQ to £4.50 per unit, but the actual paid price for the material was £3.70 per unit of famaQ. 
The formula for the material price variance is: 
(BP – AP) x AQ
Where:
BP = Budgeted price of famaQ
AP = Actual price of famaQ
AQ = Actual quantity of famaQ used 
The material price variance for chemical X is:
BP = £2.50
AP = £3.70
AQ = 850
So: 
Material price variance = (2.50 – 3.70) x 850
			= - 1020
The material price variance for chemical Y is:
BP = £2.50
AP = £3.70
AQ = 750
So:
Material price variance = (2.50 – 3.70) x 750
			= - 900
Material price operational variance is defined as the variance in price performance that is not controllable by the managers (Parkinson, 2010). Also includes the increase in price that resulted from lockdown and movement restrictions due to the ongoing global pandemic. So, for Chemical X, the material price operational variance is:		
BP = £2.50
AP = £4.50
AQ = 850
Thus; 
Material price variance = (2.50 – 4.50) x 850
			= - 1700

For chemical Y, the material price operational variance is:
BP = £2.50
AP = £4.50
AQ = 750
So: 
Material price variance = (2.50 – 4.50) x 750
			= - 1500
Critically analyze the merits and demerits of using variances in assessing managers’ performance
Variance analysis deals with an analysis of deviations in the budgeted and the actual financial performances of a company. In this analysis, the causes of differences between the actual outcomes and the budgeted numbers are analyzed to show the areas of improvement for the company. The analysis can  be used to show unrealistic budgets, so calling for the revision of budgets (Marzlin Marzuki & Ismail, 2019). There are different merits and demerits of using the variance analysis as a method of assessing the performance of managers. 
First, variance analysis helps in efficient budgeting activities as the manager seeks to have lower diversion from the planned budget. Managers who are good at variance analysis will usually make detailed budgetary decisions (Marzlin Marzuki & Ismail, 2019). Variance analysis also acts as a control mechanism since the analysis of the diversion on essential items helps the company in understanding the causes of the diversion, and it also helps the managers to look into the possible ways of how to avoid the diversion. In addition to these, variance analysis facilitates engages control mechanisms on departments where likely to be required (Marzlin Marzuki & Ismail, 2019). Essentialy, in cases where labor efficiency variance is found to be unfavorable, or the account of raw material cost variance is unfavorable, like in the case of famaQ for XLG in the above case study, the managers can boost the control mechanisms in these departments to increase their efficiency. 
However, despite the great use that variance analysis has to corporations, it also has a downside. First, it is as an activity, based on financial results which are released much later in the closing stages of the quarter. This means that there may be a time gap which may have a significant effect on the ability of the manager to take actions. Also, it is not always possible to act upon variances as some of the sources of the variances may not be available in accounting data. During budgeting, if study is not taken into the analysis of each factor, the exercise may be poorly done and will divert from the actual numbers. If this happens, variance analysis may end up not being a useful activity for the manager. (Marzlin Marzuki & Ismail, 2019) 
So, it is critical for a manager to be able to analyze the variances that come across in different aspects of the company’s performance. Managers who have the ability to analyze the variances in their companies’ activities and find the causes of these variances will come up with ways to reduce the variances, as well plan ahead for the future. However, this should not be the only way of evaluation for the manager’s performance because the results of variance analysis and the effects it has on the company’s performance do not completly rely on the manager’s ability (Marzlin Marzuki & Ismail, 2019). When the financial results come in very late, or when the budgeting exercise is inaccurate, the analysis of variances may not have any significant benefit for the company, and so the manager’s performance may be assumed as poor, when the fault may not actually be his or hers. However, it is essential for managers to have the skills and ability to analyze, locate the cause, and find solutions to reduce variances and to plan for future (Marzlin Marzuki & Ismail, 2019).
Part 2:
When assessing the decision if XLG should continue importing famaQ from Brazil or make it in house in the UK is the fact that famaQ is the primary raw material that the company needs for the manufacturing of both chemicals X and Y. So, regardless of the advantages of the decision in terms of financial performance in the short term, it has to bare mind that the company will require an undisturbed supply of the material in the short term with an eye on the long-term effects of the decision (Kurz & Senses, 2016). Without the material, XLG will lose its competitive advantage to its competitors who, in times like these when personal and all-round hygiene has been given a significant priority by all people in the country, will be highly likely to strengthen their productivity and that could be a significant plus to XLG’s share of the market. Also, it is highly likely that while the larger brands like XLG will play by the laws of demand and supply and sell their products for premium and other prices above the standard prices, there are market entrants that will develop market entry strategies that will obtain lower prices to attract more customers (Kurz & Senses, 2016).
Just as the company has been affected significantly by the pandemic and the company’s customers have also felt the impact of the economic strain that has been a result of the policies designed to stop the disease from further spreading. This means that it is possible that for the company selling chemicals X and Y for prices higher than normal, the demand could burst at any moment in the future as the economic situation in the country attempts to recover from the impacts of the pandemic. So XLG needs to retain its position as a market leader in current days as well as in future. This also means that the company will have a limit up push which it can increase the prices of chemicals X and Y without making them too expensive for the customers as that would encourage them to go for other products from competitors (Anning-Dorson, 2018).
Although importing famaQ from Brazil saves costs as it costs £2.50  per unit compared to £3 per unit that it would cost the company, there are also risks that could impact the overall cost such rising shipping costs, such as the ones resulted from the lockdown. Costs of delays or the loss of goods in transit are also risks associated with importing, in addition to others like rising costs of transactions, contract management fees, documentation fees, and third-party supplier audit fees. Costs can also be related to differences in time zones (Anning-Dorson, 2018). For XLG, these costs have not impact on the competitive advantage about famaQ yet, but this could change if the costs of importing the material keep on rising and leading to increased market prices. In section 1 above, the market price and operational variances for the company after importing famaQ from Brazil with an increased cost than before resulted in unfavorable variances. This indicates that the increase in the cost of the material from Brazil has a significant impact on the company’s operations and budgeting, making it necessary to find a solution that would reduce the variance for the company (Ivanov, Tsipoulanidis & Schönberger, 2019). 
When the company makes the decision on which of the two options - manufacturing in house in the UK and importing from Brazil, the factor of the quality of the chemical must also be put into consideration. Whatever the option the company feels needs should be chosen over the other, it should ensure that the quality of the final product is not compromised since that could be negative to the company’s performance in the market (Sharma, Singh & Matai, 2019). However, if XLG is confident that it can manufacture famaQ in house in the UK without compromising the quality of the product, in house manufacturing seems to be the more suitable option of the two. This option will benefit the company in a number of ways. First of which will be saving on the days lost in transit. In addition, the company will also save more than £1.20 per unit of the material at the current rate even though that would still be a £0.50 increase on the previous standard rates. That will, however, ensure that the company’s prices for chemicals X and Y do not exceed the standard rates that much that the customers will be forced into seeking alternatives in the market (Sharma, Singh & Matai, 2019).
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