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[bookmark: _Toc47947223]Introduction:
This report is aims to knowledge about the roles of variances in decision making. It will also explore the links between variances as well as the manager's dysfunctional behavior and calculate the key variances. Concerning this, the report will provide the application of variance analysis in context to the given case study. The report will also assess the merits and demerits of applying variances to analyze the performance of managers. At the same time, the report will also emphasize on evaluating the alternative to produce FamaQ material as well as purchase similar material from Brazil in relation to decide which alternative is best regarding the XLG for market growth and gain competitive benefits. 
[bookmark: _Toc47543020]

[bookmark: _Toc47947224]Part A:
[bookmark: _Toc47947225]A) Sales price variance and sales volume contribution variance: 
Sales variance is a type of variance that can support in evaluating how actual sales of the company differ from budgeted sales. It is an effective tool to analyze the sales functions as well as to evaluate business performance to know about market conditions (Drury, 2013). Sales variance also helps in measuring the firm’s capabilities and efficiency in management to maximize the sales and sales revenue. There are two types of sales variance such as sales volume and sales price contribution variance.  
Based on the given case study, 
	Particulars
	Chemicals

	
	X
	Y

	Budgeted sales volume  for chemicals
	595
	595

	Actual sales volume  for chemicals
	850
	750

	The standard sales price  for chemicals
	£35 per unit 
	£30 per unit

	The actual sales price  for chemicals
	£45
	£37

	Standard Margin for chemicals
	£25
	£20



Sales price variance:
This is used as a measure for changes in the products or services prices of the business enterprise. The price of sales can be changed depending on the supply and demand of products and market conditions. If the sales price in actual is low as compared to the expected price then it is negative variance as well as unfavorable situation regarding business but if actual sales price are higher than expected price then it is favorable for the business (Kinney and Raiborn, 2011). The sales price variance can be calculated using the below formula as:  
Sales price variance = Actual sold quantity × (Actual price – Standard Price)
In this way, 
	Particulars
	Calculation
	Results

	Chemical X
	850 × (45 - 35)
= £8500
	Favorable 

	Chemical Y
	750 × (37 - 30)
= £5250
	Favorable 



Sales volume contribution variance:
This is applied as a tool to evaluate the movements and changes in the profit or contribution of the business enterprise. It determines the difference between the actual sales volume and budgeted sales volume (Hansen and Mowen, 2012). The sales volume contribution variance can be calculated using the below formula as: 
CVCV = (Actual sold volume – Budgeted sales units) × Standard profit or contribution per unit
In this way, 
	 Particulars
	Calculation
	Results

	Chemical X
	(850-595)*25
= £6375
	Favorable

	Chemical Y
	(750-595)* 20
=  £3100
	Favorable



[bookmark: _Toc47947226][bookmark: _Toc47543022]B) Material price planning variance and material price operational variance: 
Material Variance:
It is also a technique of variance analysis that helps in measuring the material of the company that is used in manufacturing (Needles et al, 2010). This can support to evaluate the managerial efficiency in relation to use and decide the utilization of material at low cost to the business. 
Given, 
	Particulars
	Chemicals

	
	X
	Y

	Original standard price
	£2.50 (Per unit)
	£2.50 (Per unit)

	Increased unit price
	£4.50 (Per unit)
	£4.50 (Per unit)

	Actually paid
	£3.70 (Per unit)
	£3.70 (Per unit)

	Actual sales volume
	850
	750

	Unit of FamaQ 
	1
	1



Material price planning variance:
It is important to evaluate and give feedback to managers how efficiently they are estimated future prices in XLG (Needles et al, 2013). It can be calculated by using below given formula as: 
Material price planning variance: (Standard price - Budgeted price) × Actual sales × FamaQ units
In this way, 
	 Particulars
	Calculation
	Results

	Chemical X
	(2.50 - 4.50) × 850 × 1
= -£1600
	There is negative variance as the standard price of FamaQ is increased by £2.00 per unit  

	Chemical Y
	(2.50 - 4.50) × 750 × 1
= -£1500

	There is negative variance as the standard price of FamaQ is increased by £2.00 per unit  



Material price operational variance: 
This technique is used to measure the ability and efficiency of the purchasing department in relation to enhancing the material uses rates and controlling material variance effectively (Whittington and Delaney, 2011). 
Material price operational variance = (Actual paid price paid - Revised standard price) × Actual sales × FamaQ units
In this way, 
	 Particulars
	Calculation
	Results

	Chemical X
	(3.70 - 4.50) × 850 ×1
= -£680
	There is positive variance as XLG add 3.7 rather than 4.50 revised regarding material 

	Chemical Y
	(3.70 - 4.50) × 750 × 1
= -£600
	There is positive variance as XLG add 3.7 rather than 4.50 revised regarding material


 
[bookmark: _Toc47543023][bookmark: _Toc47947227]C) Merits and demerits of using variances in assessing manager’s performance:
Variance analysis is a quantities technique for investigating the difference between actual results and planned results. It also determines the causes for deviations in the company’s financial performance from the set standards by the company in its budget. This supports the management in having control over the operational performance of the company (Horngren et al, 2015). The negative variance analysis is not favorable for the company as it has a negative influence on business profitability and vise verse.    
Merits of using variances: 
The main benefit or advantage of variance analysis is that it aids in controlling expenditure as management take needed controlling actions of strategies in case of negative variance results. This also provides platforms and supports in allocating and deciding the responsibilities to responsible people or representatives in respective departments in the organization (Rajasekaran, 2010). For instance, in any company production manager is liable to make sure an increase in usages and efficiency in using the material. The production manager would be responsible for any variance in production and material. Concerning this, variance analysis is an effective technique to control the operational costs of the company.    
XLG can use the variance analysis to determine whether incurred costs by the departments and firm depending on their practices are correct as per determined standards or not. This can be helpful to decide the manager’s efficiency for managing the business operations and tasks effectively. When variance is positive then it indicates that actual business cost is high from the cost that is budgeted, this shows that managers are not able to control the expenses or costs in the company (Hansen and Mowen, 2012). The use of variance analysis can support the company in evaluating the sales which are helpful in showing how the company is selling its offered goods/services in the respective market. If the sales of the company are higher from the budgeted sales it means managers are created effective strategies and doing better efforts that are working effectively. The sales volume of XLG is higher than the budgeted sales volume which indicates that managers are effectively and efficiently making changes in the actions and plans for maximizing its sales.  
The variance analysis may aid the XLG to enhance its performance and gain competitive benefits. The different methods of variance analysis are applied by the company for measuring different strategies that determine whether they are effective or not for the company. In case when developed strategies are not good in getting the goals and targets then managers create alternatives as well as alter the strategies for gaining the goals and targets (Kaplan and Atkinson, 2015). This indicates that variance is a good technique to increase managerial effectiveness and efficiency in XLG. Apart from this, variance also supports measuring areas in the company that requires putting more emphasis to enhance the performance of the company. This can contribute in increasing the performance of the company through setting operational issues and weaknesses. 
Demerits using variances:
There are numerous of limitations of variance analysis which has an impact on its importance and uses in the business firm. This tool is applied by the finance department for comparing the actual results with budgeted results at the end of the year. It aids the managers to plan regarding the future while it is not effective for managing in the current accounting year. The managers are needs to information about the changes in market and situations in relation to creating new plans and policies (Drury, 2013). This tool does not provide information quickly based on the management needs that can affect its effectiveness and usefulness. At the same time, variance analysis is an expensive practice for the small scale businesses that can affect its uses in businesses. In this tool, predetermined income and costs are applied as standards that can limit and impact the operating improvement to a specific level. It is because standards do not change depending on the alteration in the environment as well as it may affect the assessment quality in terms of sales and costs. 
There is a change of manipulation in the variances as staffs and users can manipulate the data or information to get favorable results for influencing more investors and impact operations. The incorrect measures can be involved by managers for getting the desire outcomes (Black, 2019). For example, managers can determine to get lower quality material in high units at lower prices, so that usages variance and material price may be favorable for the company. In the business firm, it is needed that managers must recognize the cause of differences in performance. It is not possible for the firms to managing performance and operations using variance analysis without identifying causes of variation. In addition to this, variance analysis can cause to delay in reporting variation and changes in the performance while reporting is essential to make aware stakeholders about the differences in actual and budgeted performance or costs (Marzlin Marzuki and Ismail, 2019). It supports in interpreting and measuring the management efficiency of the company. 
[bookmark: _Toc47543024][bookmark: _Toc47947228]Part B:
[bookmark: _Toc47947229]A) FamaQ gives XLG competitive advantage: 
The company XLG used the FamaQ material in relation to producing Chemicals X and Y in the production site in the UK. This generates effective competitive benefits to XLG. The company is imported FamaQ material that contains numerous of risks like the risk of delivery, transportation, currency, importing, quality, and others. The competitiveness and performance of the company may be affected by these different risks in the market. XLG can decrease the risks of delivery, importing, transportation, and currency through producing products. If the company produces FamaQ then it may be more effective and qualitative than importing it from Brazil (Sillanpää, 2015).  XLG is gaining competitive benefits in the market as well as producing products of high quality may improve the preferences and brand image of chemicals in the UK market. This can generate positive outcomes for the company in terms of increase consumer's brand loyalty and sales revenue as well. 
[bookmark: _Toc47947230]B) Demand for chemical X and Y has increased by 45% which is likely to continue according to market research:
Based on marketing research, it is identified that demand regarding chemical X and Y has increased in the market by 45% that can contribute in business growth and increasing revenue. XLG has needs to emphasize on maximizing the sales volume and production that is possible when needed material is available and the manufacturing of products is in significant volume. The product demand has direct effects on the firm’s decision making for the product production volume (Clemen and Reilly, 2013). This can be difficult for the company to arranging the material in an effective amount to produce high quantity of chemicals that can satisfy the market demand effectively. The variation in production capacity and demand can turn in more opportunity costs that may affect the company’s interest. This would be in an effective condition for satisfying the market demand as well as gaining benefits. The competitiveness of XLG in its operations because of the increase in demand and patent of FamaQ can contribute to boosts performance (Andersson, 2011). The considering this situation will enable the company to manufacture FamaQ product rather than importing for satisfying the market demand as an import of material to produce products from Brazil may cause to delays in material delivery as well as can impact the stock level of the company to producing enough products amount for fulfilling the market demand. 
[bookmark: _Toc47947231]C) Cost of making a unit of famaQ in the UK is £3 with delivery times reduced by 15 working days: 
The price variance between the cost of produced FamaQ and imported FamaQ can be included as a significant measure to decide whether material must be manufactured in the company or must be imported from suppliers. The standard price regarding FamaQ material is increased when the company imports material from the suppliers by £4.50 while the cost to manufacture FamaQ in the UK is £3 respective. This indicates that production cost to material in the manufacturing site of XLG in the UK market is less as compared to importing the cost of material from suppliers in Brazil (Andersson, 2011). It may be favorable for the company if XLG manufactures FamaQ in the UK. If the company produces FamaQ in its site then it would be less risky as compared to import material from Brazil. The producing material can help XLG in controlling risks to improve the image and managing operations. 
In addition to this, the time of delivery is a good measure to the company’s growth and success as well. The products delivered to customers can be decreased by 15 days.  It is expected by consumers that will get the products in less time after placing a purchase order. The timely delivery of products is possible when the material is available time that can lead to manufacturing products timely which can make sure the chemicals delivery to customers in less period (Clemen and Reilly, 2013). This has positive implications on the buyer’s perception and mindset regarding chemicals as well as it can support XLG to get a leading position in a highly competitive market. The profitability and sales revenue of XLG can be enhanced by serving more numbers of consumers with fulfilling the demands in the market. 
Based on this, this can be recommended that XLG should produce the material in its site in the UK market instead of importing from Brazil. The use of this alternative will decrease the importing risks from suppliers in Brazil as the risk of quality, transportation, regulations, currency, and others. this will enhance the capabilities of the company in relation to getting material available for satisfying the chemicals demand in the market every time. 
[bookmark: _Toc47543025]

[bookmark: _Toc47947232]Conclusion:
Based on the above analysis, it is concluded that variance analysis is an important tool for deciding the business abilities for improving operational efficiency and maximize performance. The use of variance analysis also can enhance the ability and efficiency of managers for the management of the company’s operations and increasing the business and departmental performance effectively. The report also evaluated the concept of purchase and production of material for fulfilling the market demand as well as gaining competitive benefits. 
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