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[bookmark: _Toc47945764]Introduction:
Management Accounting is an important process that is used and applied by the businesses for identifying, collecting, and disseminating information for making effective planning in the company and monitoring the performance. Variance is one of the important measures and techniques of the MA. Analysis of the variance may aid to monitor the strategies of entity how effective the strategy and tactics are performing. The comparison of the actual performance such as sales, purchase, profit, material, and labor is conducted against a standard or estimated performance. This may find the gap and enable entities to curb in the gap. Therefore, this study will determine the variance in the material and sales of the XLG as a given case study. Along with this, it will identify and explain the pros and cons of the variance analysis.  This study will improve the understanding of students how the make and buy decision may influence the operation of the company and it will aid to understand how the decision to buying or producing the material should be made. 
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[bookmark: _Toc47945766]Sales Variance:
The sales may increase or decrease on the basis of the fluctuation in the demand for the goods or services. This demand fluctuation may lead to variance in the sales of the firm. Exceeding actual sales over the standards is the positive sign of the growth and excess of the budgeted sales over the actual can the indicator of inefficiency in the company (Horngren et al., 2002). The variance in the sales price, as well as contribution volume in regard to XLG, is underneath: 
	Chemicals 
	X
	Y

	Budgeted Sales  
	595
	595

	Actual sales  
	850
	750

	Standard Price 
	£35
	£30

	Actual price 
	£45
	£37

	Standard Margin
	£25
	£20



The variance in sales price:
The price is an important factor and measures in the strategies of the firms may influence the overall sales revenue and income of the entity. The pricing policy may lead to affect the variance in the prices. The prices based on the market condition are more flexible and can reflect on a change in the prices of the products. It can be more or less than the standard price for the items (Kinney and Raiborn, 2011). It is determined following the formula: 
SPV = (Actual price-Standard price) *Actual sales in units 
Hence, 
	Description
	Actual Price (£)
	Standard Price(£)
	Difference(£)
	Actual Volume 
	Sale price variance (£)

	Chemical X
	45
	35
	10
	850
	£8500

	Chemical Y
	37
	30
	7
	750
	£5250


 It can be said very clearly that variance is positive and this is favorable to the XLG for encouraging the management to focus on using similar strategies to grow more in the market. The market prices being charged by the XLG is higher than the standard price the firm estimated to charge on the products from consumers. 
Variance in the contribution of sales volume:
The contribution of sales volume can be stated as the excess of the actual volume over the standard or budgeted volume. This may directly influence the profitability and growth of the firm. The degree of the excess of the actual volume over the budgeted volume may determine the degree of efficiency in the firm to improve sales revenue (Horngren et al., 2002). It is determined by the following formula: 
(Actual sales of chemical in units – Budgeted Sales of chemicals in units)*Standard margin
Hence, 
	Description
	Actual sales (Units)
	Budgeted sales (Units) 
	Difference (Units)
	Standard margin  (£)
	Contribution variance 
(£)

	Chemical X
	850
	595
	255
	25
	£6375 (F)

	Chemical Y
	750
	595
	155
	20
	£3100 (F)


It can be said that the variance is favorable to the XLG because of the excess of actual sales made by the firm in the market over the budgeted units of the sales for chemicals of the company in the market. 
[bookmark: _Toc47945767]Material Variance:
The manufacturing organizations need certain materials for producing the products to meet the demand in the targeted market. The material price and usage efficiency may influence the production of the company and can be considered by the managers while making important decisions. A higher variance may be profitable to the firm or may raise the cost and increase the loss to the entity (Drury, 2013). Therefore, the variance in the material used for Chemical X and Y in XLG is underneath:
	Chemicals 
	X
	Y

	Standard price (Original) per unit  
	£2.50 
	£2.50 

	Revised price 
	£4.50
	£4.50

	Actual paid 
	£3.70
	£3.70

	Sales volume  
	850
	750

	Units of material  
	1*850 = 850
	1*750 = 750



Material price planning:
 (Original target price-general market price while purchasing)*quantity purchased (Drury, 2013)
Hence, 
	X
	Y

	(2.50-4.50)*850
= -£1600(A)

	(2.50-4.50)*750
= -£1500 (A)


It can be said that deviation in material X as well Material for Chemical Y is negative that reflects adversely on the material cost and prices of the entity. The general prices of material in the market are £4.50 per unit while the standard price only £2.50 per unit that means the prices have increased or higher by £2.00 per unit. 
Material price operational: 
 (Revised price – price actually paid the company)*Actual units of material (Drury, 2013)
Hence, 
	X
	Y

	(4.50-3.70)*850
= £680 Favorable
	(4.50-3.70)*750
= £600 favorable



[bookmark: _Toc47945768]Merits and Demerits of Variance analysis:
Most of the firm uses variance analysis as monitoring and controlling tool. The decisions to be made by the managers may rely on the results gained from the analysis of variance in the determined measures for the performance. It is always tried by the managers in the entities to keep the variance minimum for showing good efficiency in the operation and management. 
Merits or advantage of the variance: 
It is the role and responsibility of the managers in the firms to make decisions in the interest of the organization for growing the performance to enhance the shareholder value. Growth in the performance is aimed at the entities. Hence, variance analysis is mostly used tools by managers to find the deviation in the performance and checking the issues in the strategies and decision in bud to minimize the risk of higher variance and to ensure improvement in management effectiveness (Horngren et al., 2015). 
For instance, managers in the marketing department may decide the goals for sales of products in the market during a fixed period. The actual unit of the product sold during the determined period can be compared to standard sales to determine the variance so that further improvement can be initiated to keep the performance on the track. 
The actual volume of the sold Chemical X and Y produced by XLG has gone up and it exceeded standard units of the products. It indicated the effectiveness of the marketing managers in XLG to increase sales. Increased quantity demanded in the market resulted in the sales increment and managers used effective strategies for the maximum sale of the product that raises the positive variance and enhanced the revenue of the entity. 
The manager demanded more products in the store that caused the production manager to produce the chemical in more quantity that is required the purchase of the material in higher quantity (Bai, 2016). It means production increased, sales increased and purchase increased. It means the variance analysis may affect the decision for the future whether the material should be increased in the firm or not on the basis of an estimated increment in the demand of products. 
In addition to this, the use of the variance analysis in XLG may make the managers in this firm more able to determine the variance in current performance and to estimate the future performance such as sales in the future. It can be applied in each department that may help to monitor and curb negative deviation to maintain and improve the balance in demand in the market and capacity of the entity (Heong et al., 2013).
 For instance, the purchase manager in XLG identified that the general price in the material market is higher than the standard. It sits with the supplier and negotiated for the price. Along with this, competitive advantage is desirable in a very organization and variance analysis can be a good technique to revise and modify the actions and strategies as per the situation to maintain or gain a competitive edge for products in the targeted segment (Kaplan and Atkinson, 2015). Variance analysis works like a control mechanism in the organizations. 
Demerits of variance analysis:
This is totally based on the standards and estimated performance of the firm that can be assumed instead of estimation of the measures on the basis of proper analysis and investigation may affect the performance. It is past-oriented as it considers past performance and targets to measure the difference in performances. 
The manager may not be improved in terms of their efficiency and effectiveness using this technique in the current years because past performance consideration provides support them in making judgments and this performance figure may be incorrect. Along with this, the use of variance method for assessment of performance does not hoard up significant information about the performance (Drury, 2013). It does not bring sufficient information to management faster and whenever needed but it ensures the availability of information at the end of each year. This may also cause loss of opportunities before the firm. 
Apart from this, the variance may improve the ability of production and sales managers to focus on cutting the degree of variance in the cost and units of the material but they can focus on cutting the variance instead of concerning the quality. Managers can divert to purchasing cheaper raw material of lower quality to reduce the difference and minimize the negative difference. It can lead to effects on the health of consumers ad may influence firms in the long run negatively (Bai, 2016). 
This analysis does not determine and identify the possible reasons for the difference and variance in performance measures such as material, sales and others. Manipulation risk is there in the variance as the managers may churn the measures to reveal performance is growing to attract the investors and shareholders (Heong et al., 2013). It can affect the effectiveness of the method. 
[bookmark: _Toc47945769]Part B:
Make or buy decisions are two important ways of conducting the business and they affect the businesses differently in terms of cost and income. The cost, as well as benefits, are the most concerning factors that are considered by the managers while assessing two alternatives and options. XLG is operating in the UK and produces and sells two chemicals such as X and Y in the market. The manufacturing of these two chemicals requires a unique material named FamaQ which is imported by the company from Brazil.
 This material is able to provide unique attributes in the products and generate a competitive advantage to the firm. Quality and price are two very important factors that may affect the competitiveness of the company. Degree of the risk in the operation and importing the material may affect the efficiency and competitiveness such as the risk of lower quality material, risk of higher cost for the transportation, risk of fluctuation in the currency exchange, and others that may lead increase in the cost and can affect the competitiveness of the products in the UK by increasing their prices. Import of material may take much time in ordering, dispatching, and delivering the material to the organization in time that in turn can influence the delivery of the final product to consumers (Sillanpää, 2015). Creation and making material in the house would cut these risks and enhance quality in the supply chain which in turn being a competitive edge to the operation of the firm. 
Along with this, the research assisted XLG to identify information regarding the market and regarding the demand as well as the supply of the products in the market. Information regarding orders and demand regard to two chemicals such as X and Y may aid the firm to determine strategies. Hence, the research furnished the information that demand has grown by 45% in the market. Production volume and quantity is needed to be increased for fulfilling the excess demand oversupply and increased demand (Daneshgar et al., 2013). Higher material order is needed to be placed it is not ensured that material will be provided company within time and required quantity to meet the requirement for production. Import and purchasing material from Brazil is not effective for availing FamaQ in the large quantities required for producing required product quantity. Hence, manufacturing would enable to make FamaQ in sufficient quantity to ensure the production of chemicals as per the determined quantity (Andersson, 2011). Based on this consideration, XLG should opt for the option of making material in the house instead of import. 
A firm may consider the cost in the decisions because the cost may affect the efficiency in the operation of the whole organization. The cost of input directly reflects on the prices of the financial products.
 The cost of purchase of FamaQ is £4.50 as the market price while the standard price is £2.50. It means the market price fluctuates and currently, it has increased that can influence the cost and price of the chemicals of the company. If FamaQ is produced in the house of the XLG at its sites in the UK, it will give the cost of only £3 per unit. It means there is a significant difference in eh cost of purchase and cost of making the material. It is indicating that making material is cheaper than purchase which may reflect on prices by cutting the prices of chemicals and increasing the profit margin (Rosyidi et al., 2020). 
This can provide good efficiency in the operation and ensure good control in improving the quality of the material. Apart from this, the period and time are taken by the suppliers in the delivery of material purchased are higher in comparison to the material produced in the own site of the company. Making FamaQ in the house would cut 15 days in the delivery to an organization for use in the production of chemicals that would ensure lesser time to deliver the final product to final customers (Andersson, 2011). Hence, it would be the most effective and profitable for the XLG to make FamaQ in its own plan and house instead of purchasing and importing the same material from its current suppliers in Brazil. 


[bookmark: _Toc47945770]Conclusion:
From the analysis, it can that variance is very important for monitoring performance and making judgments on progress but it may lead to inefficiency and manipulation in the figures. It has analyzed and provided suggestions that making FamaQ is more profitable than the purchase of material for XLG in the market. 
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