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Introduction
Variance analysis occupies an important part of an organisation that helps to evaluate its budget performance results( Dumas et.al 2013) In addition, it is one of the tools that helps to analysing and monitoring the effectiveness of managers in terms of their abilities and forecasts. The results of this analysis also help to make the right decision. In this regards the report will be under consideration that will consider the case of the company XLG. The company has operated with a consistent performance before the outbreak of the global pandemic. Based on the information provided, this report aims are to show an analysis of differences in sales prices, an analysis of differences in sales, volume and analysis of variance and materials. First part of the report will provide the calculation followed by the importance of variance analysis in assessing the performance of the managers.
PART 1: Variance Analysis 
i) Firstly, sales price variance has been calculated using the following formula: 
Sales price variance = (actual price – standard price) x actual volume
	Product
	Actual Price
	St. Price 
	Difference
	Actual Volume
	Sale Price 
Variance
	Impact
	
	Actual
Volume
	Sale Price
Variance

	Impact

	X
	45
	30
	10
	850
	8500
	FAV
	
	850
	8500
	Fav

	Y
	37
	35
	7
	750
	5250
	FAV
	
	750
	5250
	Fav


To calculate the sales volume contribution variance, the following formula is used: 
Sales volume contribution variance = (actual sales volume – budgeted sales volume) x standard margin
	Product
	Actual Sale
Volume
	Budgeted sale Volume
	Difference 
	Standard Margins 
	Sale Volume Variance
	Impact

	X
	850
	595
	255

	25
	6375
	FAV

	Y
	750
	595
	255
	20
	3100
	FAV



ii) TheS materials price planning variance has been calculated using the follow formula:
Materials planning variance= (Original target price -the general target price at the time of purchased) X quantity purchased  
	P		Product
	Original
Target Price
	The gen,market
Price at the time of purchased
	
Difference
	
Quantity
Purchased 
	mm
Material
Planning
variance
	
impact

	X
	Hjhh2.5
	4.5
	-2
	850

	-1700
	UNV

	Yy		y
	2nmj2.5
	44	4.5
	-2	-2
	7	750
	-1500
	UNV


The material price operational variance has been calculated using the below formula:
Material price operational variance = (general market price at the time of purchase – the actual price paid) x quantity purchased.
	
Product
	The general
Market price at the time of purchased
	Actual price paid
	Difference
	Quantity purchased
	Material Planning variance
	Impact

	X

	4.5
	3.7
	0.8
	850
	680
	FAV

	Y

	4.5
	3.7
	0.8
	750
	600
	FAV




The analysis of the different variance reveals important information about the performance efficiency and the ability of managers to anticipate changes in the market. Nowadays business is quite dynamic managers must have a adequate ability to manage and anticipate changes that occur in companies. On the basis of that, effective measures and plan to mitigate misunderstanding must be taken seriously to avoid the problem. However, given the variation in numbers alone, this may not be an effective approach to evaluating the results of the manager teams (Goodman et al.2014). In other words, the variance is controlled by the performance of managers , however many other external factors can influence. In this case the following sections present the advantages and disadvantages of using deviations in the evaluation results by managers.
Advantages of using variance 
As I mentioned earlier, the different variances are effective measures to assess the capabilities and skills of planning a guide. For example in the event of difference in sales price , a positives difference would puzzle  the ability of sales management to anticipate changes in demand and the market situation. Based on this, the decision to increase the price is taken at he right time which gain better revenue for the organisation ( Moynihan & Pandey,2010). On the other hand, only a small difference in selling prices can have poor planning and predict the seller’s ability to sell at a price that is even lower than the budget. Planning assesses the difference in budget prices. In this case, a zero difference would have a good effect on the managers. Therefor different types of variance analysis are effective to analysis and assess the performance of managers against planning and forecasting the ability ( Jensen & Mekling,2012). Later the analysis of variance would particularly highlight if the resources were planed following the changes in the market. Thus, it would critically highlight the planning and forecasting ability of the managers.
Disadvantage of using variance  
Although the variance analysis shows the performance of the individual managers, this may not be a real reflection of their performance (Kot & Dragon,2015) This is because changes in sales price or sales volume are caused by several factors that may not be under the control of managers. In this case the company’s executives can predict changes in the company’s future from previous events. In addition , each control uses data trough which an external event can be seen to occur. For example before the appearance of the COVID 19, XLG company must has planned the selling price in market condition. Favourable or zero differences can be caused not only by the ability to planning and forecasting the ability of the managers. For example a positive variance in the sale price might have been caused by the increase of demand. On the other hand, this also can me mentioned by inflation leading to the decrease value of the currency which will be resulted in higher price around the market. Thus relying only on the variance analysis to assess the performance of the managers may lead to wrong perception or decision related to individual performance. Therefore variance analysis may also be considered limited when it comes to the performance assessment of the managers as an analysis performance. Based on this , it can also be argued that the variance analysis can be used in combination with other performance assessment tools. It can have the through analysis of the individual performance of the managers. 
Part B – Decision Making
To take “make or buy decisions”, an organisation usually consider several factors. The first and foremost are the risks that are expected to be observed while manufacturing in-house (Bajec & Jakomin 2010). In addition to this, the cost is also one of the key drivers, which will evaluate the effectiveness of the decision for in-house manufacturing. Both decisions would certainly have their own merits and For instance, in-house manufacturing may have a relatively lesser cost; however, this will also involve other aspects such as management of the material, storage, maintenance and management of machinery, operational aspects and the initial investment cost. On the other hand, the outsourcing decision may carry a higher cost; however, it will provide an advantage to the organisation in terms of storage and lesser liability (Park & Ro 2011). Therefore, before taking any make or buy decision, it is critical to consider and assess all relevant risks and benefits. This must be done by considering all aspects and operations that are likely to influence the decision to take an accurate decision for the long-term success of the organisation (Bartel, Lach & Sicherman 2014). For the case under consideration, the following sections will firstly consider the merits and demerits of in-house manufacturing and outsourcing of FamaQ for XLG. Considering inputs from this, the following section will recommend an effective decision considering the situation. 
The benefit of Manufacture
One of the major benefits of shifting manufacturing operations in-house is the removal of the communication gap. In comparison to supplier management, in-house manufacturing is relatively faster and clear in terms of communication (Nielsen, Mitchell & Nørreklit 2015). For the case under consideration, as XLG is importing chemical from Brazil, the language gaps might also be a problem. In this scenario, shifting operations in-house will first remove the language barrier. Second and one of the key  of manufacturing is the agility and reaction to the market changes. In the case of outsourcing, any changes in the market situation might not be effectively addressed (Moschuris 2015). Aside from agility and better reaction, the company would also have better control over its patent product and it would be easy to customise or change product over time. Additionally, in manufacturing would always come with several cost advantages. With better control and expertise, the organisation might be able to minimise the manufacturing expenses along with the elimination of major transportation expenses. This will also reduce the delivery time resulting in better lead times of chemical X and Y.  
The Risk of Manufacture
 Apart from several benefits that have been charted earlier,  manufacturing has its problems and risks. Specifically, for XLG, in-house manufacturing of FamaQ may have the following risks: 
1. One of the main concerns while moving to the in-house production of FamaQ would be the management of inventory (Li et al. 2014). To start in-house production, XLG would certainly have to arrange the machinery and other resources of capital nature. For the time being, there is a consistency in demand and the company may set-up the resources accordingly. 
2. Other than the complexities related to production and inventory management, there could be several operational risks while opting for in-house manufacturing . Currently, XLG has not any prior experience of FamaQ manufacturing. To start with this, the company would have to arrange relevant production machinery and trained resources. Moreover, as this is a chemical, it would certainly involve concerns over health and safety. 

Risk Subcontractor
In the previous section, the benefits associated with the subcontracting of FamaQ have been identified for XLG. Apart from several benefits, outsourcing, in general, may carry several risks that an organisation need to understand before finalising any decision on the same. The following could be the key risks associated with the outsourcing of FamaQ from Brazil: 

1. First and foremost, FamaQ may observe disruptions in supplies during the pandemic period for a short period. In addition to this, an increase in the cost may also be observed, which will eventually increase the product price for chemical X and Y. Due to disruption in the supply of FamaQ, there is a high risk of market loss. As the company might not be able to meet the required market demand, it may lose some of its customers. At the same time, due to the higher landed cost, the decline in bottom-line may also be practical. 
2. On other hand this is  associated with the outsourcing of a product include loss of control over development as well as quality (Xu et al. 2013). For a short-term period or even in the longer run, suppliers from Brazil may deteriorate the quality of FamaQ, which will eventually affect the effectiveness and performance of chemical X and Y. Due to this, XLG may lose its reputation in the market and this will result in the loss of market share eventually. 

Benefit Subcontractor

One of the major advantages of outsourcing the product from Brazil would be the consistency of cost. This is primarily because of lower manufacturing expenses in Brazil as compared to the United Kingdom (UK
One of the major advantages of outsourcing the product from Brazil would be the consistency of cost. This is primarily because of lower manufacturing expenses in Brazil as compared to the United Kingdom (UK). While outsourcing FamaQ, XLG can keep its focus on the core business. Adding another product line which is a raw material for the core products would just distribute the business focus. This will not only result in complexities but may also decline the business performance over time. 
By continuing the outsourcing of FamaQ, XLG can avoid liability and increased capital expenditures that would be adding into the business due to in-house manufacturing of FamaQ. Along with several other risks, this will also increase the depreciation cost, which may disturb the overall cost structure of the organisation. 


Conclusion
 As this report has demonstrated variance analysis and various factors that benefit and risk the company. Considering both sides and the current situation, it would be better for XLG to continue outsourcing FamaQ from Brazil. As this disruption is of short-term nature and situation will get back to normal, this would not be a wise decision to move to  the production. For this short disruptions and price increase, it is not recommended to invest heavily for in-house manufacturing of FamaQ. This will not only shift the focus from the core business but would also involve several operational as well as legal complexities. As far as the short-term increase in the cost of FamaQ is concerned, the company may adjust this in the sales price. This has been even done already and the overall margin on the product may also be adjusted accordingly.  As overall conclusion I would say that it will help to ensure consistent margins without adding any further risks to the business


. 


Reference List :
Dumas, M, La Rosa, M, Mendling, J & Reijers, HA( 2013) Fundamentals of Business Process Management,.
[bookmark: _Hlk50535065]Goodman, TH, Neamtiu, M, Shroff, N & White, HD( 2014) ‘Management forecast quality and capital investment decisions’, Accounting Review.
[bookmark: _Hlk50535135]Moynihan, DP & Pandey, SK (2010) ‘The big question for performance management: Why do managers use performance information?’, Journal of Public Administration Research and Theory.
[bookmark: _Hlk50535180]Jensen, M & Meckling, W (2012) ‘Theory of the firm: Managerial behavior, agency costs, and ownership structure’, in The Economic Nature of the Firm: A Reader, Third Edition.
[bookmark: _Hlk50535154]Kot, S & Dragon, P (2015) ‘Business Risk Management in International Corporations’, Procedia Economics and Finance.
Bajec, P & Jakomin, I( 2010) ‘A make-or-buy decision process for outsourcing’, Promet - Traffic - Traffico.
[bookmark: _Hlk50535246]Park, JK & Ro, YK (2011)‘The impact of a firm’s make, pseudo-make, or buy strategy on product performance’, Journal of Operations Management.
[bookmark: _Hlk50535291]Bartel, AP, Lach, S & Sicherman, N (2014)Technological change and the make-or-buy decision’, Journal of Law, Economics, and Organization.
[bookmark: _Hlk50535116]Moschuris, SJ (2015) ‘Decision-making criteria in tactical make-or-buy issues: An empirical analysis’, EuroMed Journal of Business.
[bookmark: _Hlk50535382]Nielsen, LB, Mitchell, F & Nørreklit, H( 2015)‘Management accounting and decision making: Two case studies of outsourcing’, Accounting Forum.
Xu, SX, Lu, Q, Huang, GQ & Zhang, T (2013) ‘Scope economies, market information, and make-or-buy decision under asymmetric information’, in International Journal of Production Economics.
Li, G, Huang, FF, Cheng, TCE, Zheng, Q & Ji, P( 2014)‘Make-or-buy service capacity decision in a supply chain providing after-sales service’, European Journal of Operational Research.









