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[bookmark: _Toc56177195]Introduction
The work focuses on the concept of variance analysis in management accounting which helps in finding deviations between the budgeted plan and the actual financial performance of the company of XLG. Furthermore, it also throws light on both the negative and positive aspects of variance analysis with special reference to the assessment of managerial performance in the business. 
[bookmark: _Toc56177196]I. Calculation of sales price variance and sales volume contribution variance
Calculation of sales price variance
Sales price variance = (Actual selling price - Standard selling price) x Quantity sold
Sales price variance of chemical X = ( £45- £35) x 850 = £10 x 850 = £8500
Sales price variance of chemical Y= ( £37- £30) x 750 = £7 x 750 = £5250

Calculation of sales volume contribution variance
Sales volume contribution variance = (Actual quantity sold - Budgeted quantity) x     Profit per unit
Sales volume contribution variance of chemical X = (850 - 595) x 25 = 255 x 25 = 6375
Sales volume contribution variance of chemical Y = (750 - 595) x 20 = 155 x 20 = 3100

[bookmark: _Toc56177197]II. Calculation of material price planning variance and material price operational variance
Calculation of material price planning variance
Material price planning variance = (Revised price - Standard price) x Actual materials used
Material price planning variance of product = (£4.50- £2.50) * £3.70 = £ 7.4

Calculation of material price operational variance
Material price operational variance = Actual cost – (actual usage × Actual price)
Material price operational variance of product= £3.70- (1600*£45) = 71,997
[bookmark: _Toc56177198]III. Critical analysis of using variances in assessing managers performance, merits and demerits 
In management accounting, the term ‘variances’ refers to the difference between the budgeted behaviour and actual performance. The managers of a business forecasts and plan the future course of actions of the business so as to meet unforeseen events and circumstances. According to Sohl et al. (2020), with the help of variances analysis, managers can find deviations in the actual performance from the planned one. Variances in management accounting can be either favourable or unfavourable to the business. A favourable variance is one in which the actual costs are lower than the budgeted costs or the actual revenue earned is higher than the forecasted revenue. On the other hand, an unfavourable variance is one in which the actual costs exceed the budgeted costs and the actual revenue is lower than as anticipated. 

Benefits and demerits of using variances in decision making 
As per Grubisic and Galzina (2019), variance analysis helps a manager in decision making. This is so because with the help of variance analysis, managers can get a better understanding of the reasons for deviations in the actual performance. They can effectively monitor and control those factors which lead to unfavourable variances or adverse variances. By carefully analysing the variances, the financial performance of the XLG Company can be improved. The managers of XLG can use the information about the factors causing variations to make decisions regarding areas of improvement for the business. Sometimes, the budgets prepared by the XLG managers are such that it is unable to achieve the expected outcomes. In such cases, the budgets need to be reviewed and revised. Thus, it can also be said that variance analysis helps in budgeting. 

Some of the merits of using variances in decision making include:
· Variances help managers in making better budgetary decisions which are actually achievable and do not deviate much from the actual performance (Style, 2020).
· Variance analysis acts as a control mechanism. With the help of variance analysis, decisions relating to controlling of the business operations and management can be properly made. And by knowing the causes of deviation, the managers can find ways of controlling it. 
· Variances also help in fixing responsibility on various departments for deviations and as such can be implemented for making better decisions within the department. For example, if there is an unfavourable variance in the labour efficiency, then the managers can coordinate with the departmental head and look for ways to control such variances (Kolias and Arnis, 2019). 

Although the variance analysis is extremely useful to a business in making sound decisions, there are few limitations too. The demerits of using variances in decision making are:
· Variances are detected after the financial results are produced which causes a delay in taking the required remedial action. 
· Sometimes it becomes difficult to find the actual source of variance due to which decisions related to addressing the variances may be difficult to make.
· Decision making while budgeting may be affected if the budget is set loose. A loose budget will witness great variances between the budgeted performance and actual performance (Marzlin Marzuki and Ismail, 2019).

Critical links between variances and dysfunctional behaviour of managers 
Variances act as a control mechanism for evaluating the performance of managers. An important aspect of an organisation’s system of budgetary control is variance analysis. According to Patyal and Koilakuntla (2017), variance analysis can lead to dysfunctional behaviour of the managers of XLG. The dysfunctional behaviour of managers includes unpredictable actions in the workplace. One of the factors for dysfunctional managerial behaviour is co-dependency. Co-dependency includes perfectionism, manipulation, over-controlling, lack of trust and avoidance of decision making or confrontation. Such dysfunctional behaviour can impact the efficiency of the managerial performance which will ultimately affect the culture within the organisation (Goebel and Weißenberger, 2016). Other reasons for such dysfunctional behaviour may include poor job performance, job dissatisfaction, turnover and burnout (Khin and Ho., 2019). The critical links between variances and dysfunctional behaviour of managers of XLG can be studied under two contexts: Assigning responsibilities and behavioural issues.

One of the major limitations of variance analysis is responsibility accounting. There could be several factors which are responsible for variances between the budgeted plan and the actual performance. Some of them include setting unrealistic standards and operational causes. If there are large variances, it is a sign of inefficiency in planning. This puts the work of managers in question. If the budgets made by the managers were such that they provided for achievement of outcomes which are actually not possible, the role of manager can be in jeopardy. This will directly affect the behaviour of the manager. It will reduce their morale and job satisfaction as they will feel highly demotivated on failure to achieve the desired results. In the same way, operational causes are also responsible for variances in the business. In such cases, it becomes difficult for the managers to fix responsibility on a particular individual or department (Biswas, 2017). This results in changed behaviour of the departmental manager on whose department responsibility is fixed.

Another aspect of variance analysis is behavioural issues. Variance analysis focuses on fulfilment of short term objectives thus ignoring the long term mission and vision of the company. The managers may make a negative perception about variance analysis and incorporate budgetary slacks in order to suit the budget to their advantage. Variance analysis can put a pressure on the managers to achieve the budgeted goals which although is desirable to the company but may have adverse effects on the behaviour of the managers. In order to reduce the negative impact of the variance analysis on the manager’s behaviour, it is important to include the managers in the budget making process so that they feel a part of it and work with full motivation and enthusiasm. Also, the system of management control by variance analysis should be such that it aligns with the needs and expectations of the managers. This will help reduce the negative influence of variances on the behaviour of the managers and will ensure that the managers enjoy job satisfaction. This will ultimately benefit the company because the turnover will reduce and motivated managers will help the company in better achievement of organisational goals. 
[bookmark: _Toc56177199]Conclusion 
By critically evaluating the merits and demerits of variance analysis, it can be summed up that variance analysis has both positive and negative aspects. The positive aspect can be understood from the viewpoint of the company as analysing variances help them in learning about the causes for deviations. The negative aspect can be understood in terms of changed managerial behaviour due to the control mechanism of variance analysis. 



[bookmark: _Toc56177200]Part B 
[bookmark: _Toc56177201]Introduction 
The report aims to provide assistance to the management of XLG in  “make or buy decision” with regards to the import or production of the company's patented superior cleaning ingredient ‘famaQ’. The report seeks to help the management in making the decision whether they should consider making the cleaning ingredient ‘famaQ’ in house in the UK or keep importing it from Brazil considering the effect on its price due to the coronavirus pandemic. 
[bookmark: _Toc56177202]Decision regarding making famaQ in house in the UK 
famaQ is the superior cleaning agent of XLG company which is used in the production of both the chemicals made by the company, chemical X and chemical Y. This particular cleaning agent helps XLG in maintaining its competitive edge in the market. In fact, the company XLG owns patents right over famaQ thereby preventing any of its competitors within the industry to exploit or use famaQ. The company XLG gets this cleaning agent imported from Brazil via sea transport but due to the current pandemic and lockdown declared by the UK government, the cost of importing famaQ from Brazil has increased from £2.50 per unit to £4.50 per unit. The reason for such an increase has been restrictions on international travel due to which the famaQ has to be imported using air transport. Due to this increase in cost, XLG must consider alternative options by focusing mainly on “make or buy decision”

Role of “make or buy decisions” in making strategic business choices 
“Make or buy decision” is essentially making a choice between procurement of goods/services from outside sources or manufacturing and producing it in the company’s area of operation (Serrano et al., 2018). Make or buy decisions are viewed to have strategic implications in making business choices. The ultimate choice of whether to make the product or buy it from external sources is directly linked to the competitive advantage each choice offers (Teece, 2018). While planning for selection of the best option, make or by decision can provide a better insight of the alternatives available with the company in relation to such choice. 

The ‘make or buy decision’ also holds great significance in case of the XLG company which is considering the option of making its superior cleaning agent, famaQ in house in the UK over importing it from Brazil. Since famaQ provides XLG with competitive advantage, there is no way that the company can stop using it in production of its chemicals. But since the cost of importing famaQ has gone up with an increase in the transportation cost, it will be a wiser choice for the company to consider making the famaQ in house in the UK itself (Li and Huang, 2019). Also, with the increased awareness of people to maintain hygiene, the demand for XLG company’s chemicals has witnessed a significant increase. According to the market research, the demand for both chemicals, that is, chemical X and chemical Y produced by XLG Company has increased by 45% and it is predicted that this rise in demand will continue in the near future. In order to keep pace with the increased demand, it is advisable that the company should ensure quick supply and adequate maintenance of stock. At any time, there should not be shortage in the stock of chemicals. Since the importing of famaQ from Brazil takes more time, producing it in house in the UK will benefit the company XLG in meeting the increase in demand. As per proper analysis of the time period involved in the delivery of imported goods, it has been found out that the delivery time will reduce by 15 working days if the company manufactures famaQ in the UK instead of importing it from Brazil. In addition to this, the XLG Company will also benefit from reduction in its costs. The cost of making a unit of famaQ in the UK is estimated to be £3 which is less than the cost of importing it from Brazil (£4.50 per unit).  

Decision making abilities under risk 
A change in the internal or external environment of a business can provide opportunities or threats to a company. These factors if monitored and dealt with effectiveness and efficiency can prove to be extremely useful in making decisions regarding the future operations of the business (Eraña-Diaz et al., 2020). The decision making ability of the management is greatly affected in cases of risk. It puts the management in need of advice in making better decisions to deal with the risk (Crovini et al., 2020). With the sudden outbreak of coronavirus all around the world, the businesses of various companies have been affected. They have either had a positive impact on their sales or a major decline. While most of the companies witnessed a decline in their operations and sales due to the pandemic and other relevant government regulations, some companies have actually benefited from it. One such company which has been positively affected by the coronavirus pandemic is the XLG Company.  This is so because the company had its business operations both in stores as well as online. Although due to the coronavirus outbreak, the company has moved all its sales online. Online sales have actually helped the company survive amidst the pandemic. Despite operating in a competitive environment, the company is able to maintain its leading position in the market because of its patent secured against famaQ.

But the coronavirus also imposed some risks and challenges for the company of XLG (Donthu  and Gustafsson, 2020). This is evident from the increase in its cost. With the help of variance analysis, it was found that there has been a significant deviation in the actual cost of the company in comparison to the budgeted cost. The reason for this is mainly the increase in the price of famaQ which is the company’s superior cleaning agent. The original price of famaQ was £2.50 per unit but due to the lockdown and restrictions on international travel, this price increased to £4.50 per unit. This significant increase in the cost of importing famaQ from Brazil has affected the decision of the company regarding whether to make famaQ in house in the UK itself or continue importing it from Brazil. But by proper analysis, it can be said that the choice of making famaQ in house in the UK is better and best suited considering the risk posed by the coronavirus outbreak. Thus, it can be said that the ability to make decisions is greatly affected in cases of risk. 
[bookmark: _Toc56177203]Conclusion 
Considering the risk imposed by the pandemic on importing famaQ from Brazil, the management of the company XLG should opt for the option of manufacturing it in house in the UK. This will provide various benefits to the company. Along with continuing the maintenance of its competitive edge, XLG will be able to reduce its cost and delivery time associated with famaQ. XLG will also be able to meet the increased demand for its chemicals if they produce it in the UK itself rather than importing it from Brazil. 
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