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                                                       Introduction:
The main motive of writing this report is to discuss the importance of variance analysis and identify the use of variance analysis in the organization for decision making. Variance analysis has used the tools of management accounting that aids to find the gap in the performance which aids to monitor the progress and plan strategies for minimizing the gap. The variance is the gap between the actual performance of the businesses and the budgeted performance of the companies for the period. This report will ascertain and measure the variance in the sales, the material of XLG Ltd. This organization manufactures two important chemicals X and Y. This report will measure the importance as well as limitation of using the variance analysis in the decision making. Make and buy are an important option and decision and the manager has to choose one out of two. Hence, the cost and benefit technique would be included in this report in the context of XLG for identifying the best option cost cut the cost and improve the profit. 
[bookmark: _Toc70945976]                                                                 Part A:
[bookmark: _Toc70945977]Management accounting provides various tools in the organization for measuring the performance and identifying the possible issues in the operation of the organizations and their performance. 
                                                    Sales Variance:
Sales variance is an important measure for the efficiency in the operation of the company and marketing strategies of the companies to raise the sales in the market. Every firm has a target that guides in deciding strategies to attain the sales targets and this is compared with the actual figures of sales revenue after a fixed internal to identify whether the firm is performing good and attaining the targets. The sales of the firm may be affected by the price of the products or services, product quality, demand for the product or service in the market (Horngren et al., 2002). Any movement in the price of the product or service and the cost of the production may influence the revenue and income of the firms in the market. This variance improves the ability of managers to take corrective action to monitor the gap. 
	                   Chemicals: 
	               X:
	            Y:

	Standard units for sales 
	595 units 
	595 units

	Actual sales 
	850 units
	750 units

	Standard Price 
	£35 per unit
	£30 per unit

	Actual price  
	£45 per unit
	£37 per unit

	Standard Margin 
	£25 per unit
	£20 per unit



                                                       Sales Price:
This is quite impossible to ensure stability in the prices of the goods or service because the change in the market factor may influence the decision of the businesses to change the price for their products. Lesser demand and higher supply of the goods or service may lead the firms to reduce the price to attract consumer and retain existing consumers (Kinney and Raiborn, 2011). This may be determined following the formula: 
 (Actual value or price –standard price) *Actual sales 
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 interpreted that variance in two variables is favorable because the value of the chemical in the market increased that led hike in the chemical prices. It increased the sales revenue of XLG. It indicates effectiveness in the product attributes and marketing strategies and efforts of the organization. 
                                 Contribution Of Sales Volume:
The volume indicates the quantity of the products that an organization sells out to the consumers in the market. Every business targets the volume of the sales to be sold in the market to enable the production department to decide for fulfilling the demand. Hence, the actual sales volume of XLG may be weighed up against standards determined in planning (Horngren et al., 2002). This variance may be identified by following the formula given below: 
(Actual quantity– Budgeted Volume) *Standard margin
	Description:
	  Actual
   Sales: 
	 Budgeted
     Sales: 
	Difference:
	Standard Margin (£):
	Contribution
    variance 
         (£):

	Chemical X
	850
	595
	255
	25
	£6375 (F)

	Chemical Y
	750
	595
	155
	20
	£3100 (F)


[bookmark: _Toc70945978]It can be interpreted that contribution variance for chemical X and Y is favorable because of higher actual sales volume than the budgeted volume which increases the margin of the company. The operational efficiency of the firm increases the productivity of XLG to meet the demand in the market.  
                                               Material Variance:
Material is procured as the input in the process of the production of the products in the organization. The material influences the cost of products or service if the price of the material increases or decrease and the efficiency of the process fluctuate. Hence, every firm focuses on the stability of the price of the material to control the cost of the operation and production of the goods to avail the product at a lesser price. The quantity and price of the material are two important areas where material variance may occur (Drury, 2013). 
	       Chemicals:
	                  X:
	                  Y:

	Standard rate 
	£2.50 
	£2.50 

	Revised rate or price  
	£4.50
	£4.50

	Actual price paid  
	£3.70
	£3.70

	Sales volume 
	850
	750

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





                                              Material Price Planning:
 This variance aids to measure the difference between the actual price of the material used and the standard price of the material used in the organization. The formula for computing this variance is given below: 
(Standard price–Current price) *Purchase units (Drury, 2013)
	                                X:
	                               Y:

	(£2.50 - £4.50) *850 
= -£1600 (Adverse)

	(£2.50 - £4.50) *750
= -£1500 (Adverse)


It can be said that the variance is not favorable because the cost of the material spent is higher than the standard cost. 
                                    Material Price Operational: 
This variance may be determined by comparing the original budget for the material with the revised price or cost of the material. The formula to identify the variance is included below: 
 (Market price – actual price) *actual units (Drury, 2013)
Hence, 
	                                X:
	                                   Y:

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


[bookmark: _Toc70945979]It can be said that the variance is favorable because the revised cost of the material is lesser than the market price or cost of the material.  
             Merits And Demerits Of Variance Analysis:
Variance is the degree of difference or gap between the actual performance of the enterprise and benchmarks and targets determined for the performance of the business. The variance analysis has some benefit as well as limitation discussed below: 
                   Merits Or Advantage Of The Variance: 
The variance may be positive or negative that may influence the decision and action of the businesses to monitor the variance. Variance analysis depends on the standards costing that improve the efficiency and rationality of the managers in the organization. This is because the decision regarding the targets and standard for the costing may require a higher degree of cognitive skills (Heong et al., 2013). Managers in the XLG may apply the variance analysis for ascertaining the variance and taking corrective action to monitor the variance. This may enable the manager to enhance the competitiveness of the company in the market and may improve the benefit of the firm over its competitors in the market. The sustainability of the company depends on competitiveness because it may aid to sustain the business in the market. Any change occurred in the market factors, economic factors and other factors may affect the performance of the businesses such as sales, cost of production, profitability and others (Horngren et al., 2015). The variance analysis can support identifying how the actual performance of the enterprise is different from the budgeted and standard performance. This provides an idea to managers what they can apply for mitigating negative gap and improving the efficiency in the organization (Kaplan and Atkinson, 2015). Managers may be more able to execute the strategies to enhance efficiency. 
XLG experience higher sales in the market as compared to the standards determined for the sales volume and price for chemical X and Chemical Y of the company. It indicates effectiveness in the planning by the managers in the company and thinking and cognitive skills of the manager to improve the sales in the market (Heong et al., 2013). The marketing strategies, pricing decision and other strategies created by managers in the XLG contributed to enhancing the sales volume as well as margin of the company. The variance analysis aids the manager to track whether the strategies are performing as desired and targeted (Bai, 2016). The forecasting may aid to determine the future condition of the market and possible issues in the market. It can enable the manager to plan to cut down the cost and improve margin. For instance, the manager in XLG negotiated with suppliers and they decided the price of material at £3.70 for each unit by reducing it from £4.50 each unit. 
                                Demerits Of Variance Analysis:
The limitation carried by the variance analysis put implication on its utilization among the businesses for assessing the effectiveness of the strategies and planning within the company. The standard costing is used by considering the past performance of the company, objective of the firm and plan of the company. Past performance achieved by aid to determine the trends of the performance over the years but it may not enhance the capability of the manager to predict the future performance exactly but it is just an assumption of the performance. No future event and change in the factors are considered how this may influence the performance (Drury, 2013). This cannot provide a detailed investigation of variance in the XLG along with the proper and right reason for the variance. 
In addition to this, variance analysis can consume much time of the managers in XLG to investigate the implication of the variance on the performance which may cause a delay in the action and strategies to monitor the performance. This may affect the effectiveness and competitiveness of the firm in the market because of delayed action which may lead lapse of the opportunity (Bai, 2016). The negative variance is considered a serious issue and the cost is considered as one of the reasons for negative variance. This may encourage manager in XLG to take action for cutting the cost of production anyhow for monitoring negative gap but this may result in poor quality in the chemical (Heong et al., 2013). This may affect the sales of the firm adversely in the market and will have negative implication on brand reputation.  
[bookmark: _Toc70945980]




                                                           Part B:
Enterprise always decides on the actions and model that can increase the profitability of the company and may aid to meet the demand of the consumer, satisfy the stakeholder and others. Hence, cost and profit are two very important measure for assessing the option and model. Companies generally find them entangled between the models of the buy the material in the plant and purchasing the material in the plant. The option which is generating a higher profit and causing lesser opportunity cost can be selected the businesses. The investment cost, price and cost of purchasing material, efficiency and capability of the business and others may be considered while weighing up the option of making or buying the products. XLG produce Chemical by using Fama Q material that is a very crucial component for producing the chemicals. 
                             The Decision Of Buying Fama Q: 
The risk in this decision may be higher relevant to the exchange rate, change in the price, transportation risk, explosion risk, market risk and others that may influence the operation of the XLG. The company receives the Fama Q from different suppliers available in Brazil and this may cause the risk of exchanger rate, nation risk, risk of higher transportation cost, and many other factor risks. This may aid to get the material at a lesser cost if the company has no efficiency in production. It is hard to get the material anytime from the supplier across the national border that may affect the management and production of the chemical in XLG. 

                       The Decision Of Making Fama Q: 
Production of Fama Q may require XLG to invest capital in developing infrastructure and plant capacity for ensuing proper space to produce this dangerous material. However, this may enable XLG to produce Fama Q in the required quantity and may ensure the availability of material easily at any time. The control on the quality of the Fama Q may be ensured as per the standard and this may also enable Company to get FamaQ at the cost of production stead of the market price of the material. This may reduce the variable cost of the company and may enhance the contribution margin of XLG (Sillanpää, 2015). It may provide competitive strength to XLG to increase the sales and profit margin.  
If the gap between the supply and demand of the goods or service is higher, the opportunity cost for the enterprise will increase. This may require the XLG to conduct the research in the market for determining the factors can cause fluctuation in the market and demand for the products or services. This enabled XLG to estimate the demand for chemicals will be going up by 45% and it will not able to get material from Suppliers on right time and cost of the material purchased would be higher. This would increase the opportunity cost to the firm which it cannot bear (Daneshgar et al., 2013). Therefore, XLG may choose to manufacture Fama Q for meeting the requirement of material to produce chemicals in sufficient volume to meet demand in the market. 
Furthermore, the cost of FamaQ is 2.50 and it would be raised by suppliers to 4.50 per unit. If XLG decides to manufacture Fama Q, the cost of production will be only £3 per unit. Hence, the cost would be lesser in manufacturing Fama Q as compared to souring the material from suppliers (Rosyidi et al., 2020). Managers may focus on assessing the time of delivery of the material to XLG to ensure no delay in the production and distribution of chemicals in the market. Flood, traffic issues, breakdown of the vehicles, calamities and others may influence the delivery of the material by suppliers to XLG but production may enable XLG to ensure delivery of material soon and may save the time of 15 days in delivery (Andersson, 2011). Hence, XLG should go with the option of production of FamaQ. 
[bookmark: _Toc70945981]                                                          Conclusion:
From the analysis, it can state that variance analysis plays a vital role in monitoring the progress of the business and raising the operational efficiency of the companies. XLG is growing because it has efficiency in raising sales and cutting operating cost. Furthermore, this report compared the option of making and buying Fama Q and suggested that XLG should manufacture the material in its plant. 
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