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[bookmark: _Toc50117985]Introduction
As noted by Hartmann, & Lussier (2020), the Covid 19 pandemic has caused many difficulties across the world business supply chain. Small and large businesses have been affected; however, some SMEs might not recover from this pandemic's effects due to the low capital required for re-strategizing. One of the most notable things that many businesses have done following the pandemic is to adopt change. As it is said “The only constant in life changes.” Therefore, for XLG, the UK government's lockdown due to the pandemic forced the company to move all their sales online. Due to the increase in demand for cleaning products which XLG sells and the disruption of the supply chain which affected the importation of famaQ, one of the superior cleaning agents that have made the company maintain its competitive position, the firm had to experience variance when it comes to materials and prices.  This assessment task on XLG has been sub-divided into two parts, A and B, as below.
[bookmark: _Toc50117986]Part A

[bookmark: _Toc50117987]Question 1
(1 a) Sales price variance = (actual price – standard price) x actual volume
	Description
	Actual price
	Standard price
	Difference
	Actual volume
	Sales price variance

	
	£
	£
	£
	
	£

	Chemical X
	45
	35
	10
	850
	8,500 F

	Chemical Y
	37
	30
	7
	750
	5,250 F

	
	
	
	
	
	13, 750 F



 (1 b) Sales volume contribution variance = (actual sales volume – budgeted sales volume) x standard margin				
	Description
	Actual sales volume
	Budgeted sales volume
	Difference
	Standard margin
	Sales volume variance

	
	
	
	
	£
	

	Chemical X
	850
	595
	255
	25
	6,375 F

	Chemical Y
	750
	595
	155
	20
	3,100 F

	
	
	
	
	
	9,475 F



[bookmark: _Toc50117988]Question 2
(2) Material price planning and purchasing operational variances
(2 a) Material planning variance = (original target price – general market price at time of purchase) x quantity purchased 
(£2.5 – £4.5) x 1,600 = £ 3,200 A

(2 b) Material price operational variance = (general market price at time of purchase – actual price paid) x quantity purchased
 (£ 4.5 – £ 3.7) x 1,600 = £ 1,280 F
[bookmark: _Toc50117989]Question 3
(iii) Given the change in operations, critically analyse the merits and demerits of using variances in assessing manager’s performance
First, the merits of using variances to assess the manager’s performance are detailed and explained on the background of a change in demand (increase) which increases the actual sales volume as well as the fact that there were changes in famaQ prices because of the need to import via air rather than the sea. 
Grabaskas, Nakayama, Denning, and Aldemir (2016, p.195) explained that variances are used for responsibility accounting, where managers are held accountable for their actions. Most organisations are structured by segments such as divisions and functions. Therefore, a manager is responsible for the segment they are assigned. Variance analysis is done on a departmental or item basis. Therefore, this makes it easy for divisions and managers to be held accountable for material deviation depending on the planned activities. Thus, the manager would be assessed on the events in which they are in their control. For instance, if a manager is responsible for importing famaQ, they would not be assessed on production. 
Variance analysis is used to show the insights of how well a company is managed (Morgenthaler and Staudte 2012). For example, when purchasing, a lack of discussing volume discounts or securing competitive bids could lead to the department's managerial issues. Weak sales could indicate that the management is not pushing enough or the lack of motivation from the salespeople. However, by addressing these issues, the variances disappear as the manager is held accountable, which means the analysis is used as a control mechanism (Taieb and Atiya, 2015).
Following the Covid pandemic, there was an increased demand for XLG cleaning products, which means there had to be a change in business strategy considering sales were to be made via the online platform; only famaQ increased. Comparing actual results with the budget allocated points out the requirements needed for re-evaluating the product line or the organisation's customer base. As noted by Vanessa (2019), a manager's performance towards the expected results of a budget is evaluated. This means that if the assumption made indicate losses on the budget allocated, then it means that the budgeted projections are wrong due to various reasons. The manager is held accountable, and necessary adjustments are made to ensure that objectives are achieved. According to (Taieb and Atiya, 2015), this could also be caused by changes in the economy or delays in providing services to the customers.
According to Vanessa (2019), when a company introduces better internal controls, efficient internal auditing processes, a cross-functional environment, and a culture of achieving the expected goals, the management is better placed to perform better as the employees are more than willing to commit themselves into achieving personal and organisational goals. In addition to this, variances become more favourable, meaning that business commitments are met with exceeded expectations. Variance analysis provided an opportunity for managers to make informed decisions to achieve organisational goals. Sohl, Vroom, and Fitza (2020) explained that managers gather insights using variance analysis, which helps them understand the firm's business's controllable and uncontrollable aspects. Furthermore, after the manager is aware of the reason behind these variances, then they can implement policies that mitigate these risks. Material variance draws the manager's attention to areas where the activities planned to differ from the actual outcomes. This means that it is easy for a manager to notice possible materials wastage and make informed decisions to rectify it. 
Finally, using variance analysis to assess a manager’s performance is beneficial because it helps in efficient and effective budgeting. Based on Berger's (2011) research, variance analysis is significant to managers who wish to lower budgets. Moreover, an organisation with the need for lower deviations usually asks for its managers to make forward-looking and detailed budgetary decisions that can be effectively implemented using the variance analysis. Variance analysis functions as a control mechanism in the organisation, improving a manager’s performance. Therefore, when analysing significant deviations on essential items, a manager can know its causes. The necessary action is taken to ensure that the expected outcomes are obtained from the allocated budget (Vanessa 2019).
Despite the advantages of assessing managers using variance analysis, there are also certain disadvantages. First, a manager can only analyse or consider a variance when they are material. In this case, material refers to a subjective topic involving the manager’s judgment as to which the amount is considered to be worth the consideration or material (Subr and Kautz 2013). Multiple conflicts may come up due to judgments made in determining the limit of materiality. In addition to this, a budget plan from a company is made by putting together the current year's financial statements. Therefore, variations by large margins are expected if the management loosely prepares the budget.
Consequently, it could lead to blame games within the organisation which affects employee engagement and consequently, productivity. Secondly, the standard costing system and the variance analysis are not suitable for dynamic industries and, more so, the technological ones such as XGL. Suppose a manager needs frequent revisions on the production process due to the change in the technological industry's dynamics or obsolescence. In that case, the manager has to ensure that they maintain good performance by preparing the budget regularly every time change takes place. According to Huang Pourkashanian Ma Ingham Luo, and Wang (2012), this would be time-consuming.
The third demerit for an organisation such as XLG is that variance analysis information is not enough for decision making. Once a variance analysis is carried out, it only provides a figure which indicates variations in the revenue or the profits (Alvin and Chick 2010). Therefore, the little information which is provided cannot be used to make decisions. A manager needs to look into the reasons for creating a variance and do proper investigation even though the variance created may not be favourable. At the same time, it is difficult to trace causes or sources of the variances.  Basu and Nair (2014) noted that a manager's performance might be affected due to the manipulation of variances. In the organisation, the employees can easily manipulate variances for their use, which reflects a negative score to the performance of a manager. For instance, an organisation may buy more low-quality materials at a lower price to favour the material usage variance. However, such a purchase will also reduce the quality of the obtained results, and the manager is at fault even if he/she had given alternate instructions. Employees may take incorrect measures to get favourable variances or to avoid adverse variances. In addition to this, Ray and Jenamani (2016, p.681) also explained that workers might conceal negative variances to hide their imperfections or their inefficiencies at work for personal benefits. Finally, as the accounting duration increases, the budgeted data becomes useless or irrelevant because the estimated figures at the end of the year and the incurred expenses become fictional (Fuller Simmering Atinc and Babin 2016). To maintain a positive performance, the manager needs to implement a continuous budgeting system or otherwise risk inaccuracy from the variance.

[bookmark: _Toc50117990]Part B

[bookmark: _Toc50117991]Question 1: Make or Buy famaQ Decision 
Given the risk XLG faces in importing famaQ and considering how it affected the company during the lockdown period, it is critical to examine or assess whether it would be beneficial to make famaQ in house within the United Kingdom or keep purchasing it from Brazil.  Among the factors to consider before concluding relates to the competitive advantage provided by famaQ, the change in demand, the cost of making a unit of famaQ versus the costs of importing, including the lead time. Therefore, consideration of relevant costing, factors that influence make or buy decisions, and whether the decision to make or buy famaQ meets the relevant costing criteria. Assessment of these factors would help provide an adequate position to conclude whether to import or make the cleaning agent in the UK. 
The first aspect to consider is relevant costing. The relevant cost has been defined as a term that describes costs that are avoidable often incurred when making specific business decisions (Horngren, 2009). In this case, the relevant cost is being used to determine whether to make or buy the cleaning agent famaQ. This means that the relevant cost would be the variable costs incurred by XLG if a decision made is to make the cleaning agent in house within the United Kingdom and the price or charges incurred to the outside supplier from Brazil who provides famaQ. In making the buy or make decisions, some of the factors that should be considered include the overall cost in both scenarios, availability of the raw materials, the expertise, resources such as equipment to manufacture famaQ, and the available cash or capital (Platts, Probert, and Canez, 2002). 
One of the aspects that have to be considered is why XLG has been importing famaQ from Brazil for the longest time. Currently, regardless of Covid-19, XLG was able to move all its sales online successfully. Compared to other businesses, the firm made profits despite the variances in materials and prices. The demand for cleaning products continued to increase as many people cared about their hygiene. Considering that XLG operates in a competitive environment, the overreliance on famaQ (imported from Brazil), a superior cleaning agent with patents that prohibit other manufacturers of cleaning products from copying it, has made XLG maintain a leading position in the market. In other words, XLG commands a larger market share because of using famaQ in its products. There is a high possibility that owing to the increase in demand during the lockdown, consumers have established the superiority of the company products. This can be confirmed by the fact that there was a rise in the cleaning product's selling price, and the demand did not decline.
Consequently, it will be critical to determine the actual effects of not using famaQ imported from Brazil. The direct consequences would be making an in-house product similar to the competitors because the patents from famaQ Brazil cannot be copied, not even by XLG. This means that there would be a decline in the quality of the cleaning products that XLG sells to its consumers. In realisation of the quality decline or by its admission, XLG would be forced to reduce its cleaning products' prices to avoid losing loyal consumers. This means that XLG has to realise that the main source of competitive advantage is famaQ, which is superior to other cleaning agents. So the question is whether XLG would learn to bear the negative consequences of not using famaQ imported from Brazil and use the one manufactured in house? Therefore, in the make or buy decision strategy, buying famaQ from Brazil remains to be the most appropriate and beneficial decision for XLG. While the lead time or delivery times will reduce significantly when making famaQ in house, the company will stand to lose its leading position in the market. Would it be the right time to lose competitiveness at a time when many businesses will not recover from the pandemic? Regardless of the advantages brought by the lucrative make decision, it is not the right time. 
The next thing to determine is whether the make or buy famaQ decision (buy decision in this case) meets the relevant costing criteria. According to Atrill and McLaney (2018), it must satisfy three criteria for a decision to be determined to be a relevant cost. First, the make or buy decision costs directly relate to the business's objectives as famaQ is a key ingredient in the cleaning products. Secondly, the make or buy decision costs relate to the future of XLG, and finally, the cost to be incurred varies with the buy or make decision. Therefore, the cost of making or buying famaQ satisfies all three criteria of relevant costing, which makes it a relevant cost. 
Based on all the factors considered, the best decision for XLG would be to purchase famaQ from Brazil as it is the ingredient that has enabled it to become a leader in the competitive market. In house production of famaQ, which has patents and cannot be copied, it would mean the company losing its market position as the cleaning products' quality would reduce significantly. The effect would be the loss of loyal consumers and consideration to reduce prices.

[bookmark: _Toc50117992]Conclusion
In conclusion, the Covid-19 has largely disrupted the global supply chain significantly and has forced businesses to adopt new strategies of doing their core business. One of the strategies for many companies, including XLG, has been to move all their sales online. The disruption of the supply chain has seen an increment in certain expenses, such as transportation of raw materials. Consequently, XLG and other firms experienced variances in price and materials. The assessment reports of the demerits and merits of using variances to determine the performance of a manager. The report assessment also establishes that the best approach for XLG would be to continue purchasing famaQ because of the competitive advantage it offers it.
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