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[bookmark: _Toc48036894]Part A: variance analysis
[bookmark: _Toc48036895]Introduction 
In the contents of this report, the discussion will smoothen the effective assessment of the various variance relating to products price and material costs. The report will entail the difference of each variance used and their probable outcomes. The relevance of those variances and their procedure will be included in the reported elements. The report will be made in context to XLG company. The said company is engaged with selling the cleaning product in the UK's market. Due to Patent right of its product, the company has a competitive advantage in the English market. The use of variance tool will be ethical in case of assessing the financial advancement and performance of the company.
[bookmark: _Toc48036896]Case Brief 
In the given case, the Company XLG is dealing with the supply of cleaning product from its Brazil. The company has a patent registration for its base product which is FamaQ. Currently, the company sales its product though their partner stores and online. The sales composition of its product is "Chemical x" which is used to clean stains of any surfaces including fabric and kitchen surfaces. Due to the global pandemic of COVID 19 SARS virus, the government has imposed lockdowns. Due to such effect of the virus, the sales of "Chemical X" and "Chemical Y" has increased mischievously. This has made and dual effects on the company’s product by sales and cost of production. With the help of Variance analysis, those will be discussed. 

I) [bookmark: _Toc48036897]The sales price variance and sales Volume contribution variance 
[bookmark: _Toc48036898]Price sales variance:
The price-sales variance is the variance caused due to the difference between the actual price and the standard price per unit (Hitsch, Hortacsu and Lin, 2019). If the price sales variance is favorable the in such case, it suggests the higher selling price are realized during the period. The amount of favorable variance is projecting that the company or its product is having a higher earning capacity compared to the anticipated or budget sales price. A favorable sales price variance will be helpful for the company is the following ways.
· Increase in market control
· High product differentiation and market segmentation (Gribbin, 2019)
In the given case, the company was targeting to sell 595 units of "Chemical X" and "Chemical Y". However, due to the effects of COVID 19, the sales of Chemical X is increased to 850 units, and sales of Chemical Y increased to 750 Units. Further, the sales price of the product is increased to £35 to £45 and £25 to £37 for Chemical X and chemical Y respectively.
The Sales price variance of Chemical X is amounting to be £8500 in favor of the company. Which means the company is generating an additional £8500 revenue at the actual units' sales over its standard sales price. On the other hand, the sales price variance of chemical Y is £9000 in favor of the company in excess to its standard selling price at the current sales level.
[bookmark: _Toc48036899]Sales Volume contribution variance:
The sales volume contribution variance analyses the effect of change in the level of sales based on the profit or contribution of a product over the period. The sales volume contribution variance different from other variance such as material usage and labor efficient variance, as it accounts for the change in productivity or sales with the change in profit margin (Guo and Zhou, 2016).
Here the sales volume contribution variance for Chemical X is £6375 more than its standard price. And £ 3100 in favour of the company for Chemical Y (Lahrache and Benkaraache, 2019).
 
Refer to appendix 1


[bookmark: _Toc48036900]II) Material Price Planning variance and Material price Operational Variance 
[bookmark: _Toc48036901]Material Price planning Variance:
Here the material price planning variance accounts the shift in the material cost due to the increase in the material price. For the material price variance difference of the standard cost and revised standard costs are required to be calculated (Jaśkowski, Sobotka and Czarnigowska, 2018). The revised standard cost is the amount which is required to be paid by the company if there is a permanent increase in products consumable. In the given case the revised standard price for both products of the company is £4.5 whereas it was only £2.5. The increase in the cost of material by £2 per units will be increased following the actual sales quantity. As an effect of the increase in material price, it is expected that the results will be unfavorable for the XLG company (Conine and McDonald, 2017).
The company’s material price planning variance is -£1700 and -£1500 respectively for Chemical X and Y.

[bookmark: _Toc48036902]Material Price Operational variance:
The material price operational variance calculates the difference between the revised standard cost and the actual cost. In the given case, the actual cost of the company is decreased compared to the revised standard cost, which is earning a favorable variance for £680 and £600 for Chemical X and Chemical Y (Gólcher-Barguil,  Nadeem,  and Garza-Reyes, 2019).
Refer to appendix 2

[bookmark: _Toc48036903]III) Merits and demerits of variance analysis in managers performance Assessment
The variance analysis is the comparisons of two different figures or amounts. The objective of the variance analysis is to identify and extend its acceptability in the course of assessing the financial and operational data of the company (Pagare, 2020). The variance analysis works as the key performance indicator for companies' different departments such as production, purchase, sales, human resource and others. In a project management perspective, the variance analysis is the tool which is used to maintain control over the expenses of the company by observing the planned versus actual. However, there is a potential challenge in dealing with the variance, such as inflation and others. The effective and efficient use of variance analysis along it is merits and demerits will be discussed in the contents of this report.
[bookmark: _Toc48036904]Advantages of variance analysis in managers performance:
Performance measurement:
 The variance analysis, the deviation of the actual amounts such as cost, sales prices, actual sales units are compared with the budgeted amounts such as standard cost of production, standard or budget sales price, budgeted sales units and others. Consequently, if the variances are in favor of the company, then the department of the company is performing well. This shows the operational earning capacity of the company. However, different variance measures the performance of different teams or departments performance (Mohamed,  Kerosi and Tirimba, 2016). 
In case of Favorable price variance, the sales and marketing decisions are to be complimented and apricated due to their explanatory work delivery. If the variance is unfavorable, then, in that case, the key managerial personnel are required to find out the deficiencies in the management and loopholes in sales promotions (Orlitzky et al, 2017).  
Suppose the material price variances are in favor. In that case, it means the purchasing manager or purchase department of the company can purchase the raw material and other consumables at a lower price than its expected cost, it is assumed that the purchasing department is working coherently. If such variance is unfavorable, then companies purchase mangers or purchase department is not acting on their responsibilities and failed to deliver their performance.
In the case of labor efficiency variance and material usage variance, the production managers will be responsible. If the variance is in favor of the company, then it will be assumed that the production department is working well or vice versa.
In the case of labor rate variance, then the HR manager or the company will be held responsible.

Responsibility Accounting:
The responsibility accounting is the phrase which is coined to describe the role of managers in the company, and they are accountable for their activities. In a structured company, the operational process is segmented with the help of function of divisions. The divisions and segments are described as the department responsible for specific goal and objectives and perform a particular set of activities. For instance, purchase departments dealing with the material purchase, procurements and others have no link with the sales departments. Their performance will be assessed based on the purchases related activities that they have made. Further, the variance analysis makes each divisional accountable for its resources. The variance analysis makes it easy for the senior management to held responsible for nonperformance of specific or many departments (Sözbilir, 2018). 
Identification of deficiencies:
The variance analysis uses many parameters to calculate the performance of the management. In a general case scenario, it will not be possible for the company to find the causes of negative earning or how is responsible for such losses if the company is failed to achieve their goals or making losses. The variance analysis will be helping the management to out the deficient of the particular department who has not done its expected duties, and the management could rectify the deficiency with corrective actions.
Easy to pay incentives and bonuses:
It will be a more straightforward process for the management to identify or assess the performance of each team with the help of variance analysis. Thus, it becomes easy for the higher management to pay incentives or bonus to the department who had performed well.
Management by Exemptions:
The management by exemption exemplifies the idea of corrective assessment or seeking attention to the areas where the company has not performed well in actual compared to its planned activities. 
[bookmark: _Toc48036905]The disadvantage of variance analysis in case of assessing the manager's performance:
There are plenty of things which are beyond the operational control of a company. These deficiencies are not included in the assessment of managers performance if the variance analysis is used. The delicacies are as follows.
Effects of market forces:
The effect of market forces means the external effects, such as an increase or decrease in the raw material prices because of demand and supplies. Further, the effects of market forces such as an increase in demand, government regulation such as taxes duties, transportation and others increase the cost or sales prices. In such a case, the variance analysis is not appropriate to assess the mangers performances.
Wrong price or cost determination:
If the management has fixed the process and the cost of the product in a defective manner, then it is expected that it will provide the wrong value assessment in case of using variance analysis. In certain cases, the management will project high cost or low sales prices, so that majority of the variance comes in favor of the company.
Personal Value appreciation:
The major deficiency of the variance analysis as it covers the personal value of the departmental managers. For instance, purchase mangers are purchasing inferior quality goods to get favorable material price variance. But the use of such inferior quality goods will be required high material usage for the production departments. These effects will be creating false assessment if the decisions are formed variance analysis report.
There might be certain disadvantages of using the variance analysis, but they are controllable by human effort. The company should define the quality and another measure before purchasing the products with the effects of market forces for the budgeting purpose. The variance analysis is an important tool to assess the performance of managers.

[bookmark: _Toc48036906]Conclusion:
Based on the identified results, it is identified that most of the results are in favor of the company. The performance of purchase and sales team is commendable. Thus, the cost of purchase is increased by £2 per units the purchase managers can control it within £1.2 (3.7-2.5). The advantages and disadvantages of variance analysis are creating additional value for this assessment and in managers performance evaluation context. 





[bookmark: _Toc48036907]Part B: Product decision
[bookmark: _Toc48036908]Introduction 
In the given case, due to the effects of transportation issues and an increase in the transportation cost, the management of XLG is planning to manufacture the products in the United Kingdom. Instead of importing inform Brazil. The report presented hereunder will assess various advantages of using the UK as a base for manufacturing and production of the cleaning supplies. Further, the report will include some material deficiencies of the project to make a detailed understanding before forming the conclusion statement. A recommendation will also be provided based on the lacking of the product (Behnamian and Ghomi, 2016).
[bookmark: _Toc48036909]a) Competitive advantage 
As the company is having is registered Patent in manufacturing the FamaQ, it will be an inbuild advancement of the production procedure. The company will not be required to get much clearance for the government and other parties in case of manufacturing its patent product. Further, this will help the company to create an additional market value as its manufacturing and selling its products in the UK (Gonzalez and Han, 2020).
[bookmark: _Toc48036910]b) Increase in demand 
The demand for the cleaning supplies is increasing vigorously, especially after the effects of the pandemic as the people are becoming more hygienic. With the convey of time, it is becoming a habit for the habitats to use the cleaning supplies. Based on the recent research made by the company it is anticipated that the demand for the company’s products tends to be increased by whopping 45% in upcoming days and it will sustain over a long time. Based on such, it will be a good option to start its production in the UK.
[bookmark: _Toc48036911]c) Delivery advancement 
Based on the given case, it is identified that the cost of raw materials is increasing due to the increase in the transportation cost as the sea transportation are affected, and the company is transporting its FamaQ with air reapportion which is very costly. Further, transportation for the product is taking more time. If the company starts manufacturing the FamaQ in the UK, then it will be able to reduce the lead time by 15 days. This will not just reduce the lead time, but it is reducing the safety stocks also. The safety stocks are the quality remains in hand with the company to make a constant supply in the market if the stock is hand reaches re-order level. This is calculated by combining the lead time and units supplies on an average day (Kırılmaz and Erol, 2017).
[bookmark: _Toc48036912]Profits:
The company will we earning additional profits if the company started to produce the product in the UK as the average cost of production will become £3, which is lower than the actual price of £3.7. Therefore, if the company is selling in its current capacity, then the material price variance will become £595 and £525 for Chemical X and Chemical Y. Therefore, the company will be earning more if it starts manufacturing in the UK (Gruszczynski, 2020).
Refer to appendix 3
[bookmark: _Toc48036913]Issues:
The major issue in the given case is that the company will be required to have a production facility for manufacturing the FamaQ. Thus, it will take a huge time to build its production company, further for the production purpose the company will be required to import its products from other countries are required to find new supplier based on the UK. 
[bookmark: _Toc48036914]Recommendation 
In the given case, the time required for the company to create a factory will be difficult, time-consuming and costly program. Therefore, the company has the chances of producing its product by other company as it is having the Patents. Therefore, sharing the formula of the product will not create any competition for the company as Patents protect the product.
[bookmark: _Toc48036915]Conclusion 
Based on the report, it is identified that the cost of producing the product will be lower if the company selected manufacturing in the UK. The transportation barriers will be eliminated, and the company can supply according to the needs as the lead time is getting reduce by a huge margin. Therefore, the company should manufacture its products in the UK.
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[bookmark: _Toc48036917]Appendix I: Sales Price variances
	Sales Price Variance
	
	Sales Price Variance

	Product 
	X
	
	Product 
	Y

	Formula
 (Actual Price- Standard price) * Actual Units Sold
	
	Formula
 (Actual Price- Standard price) * Actual Units Sold

	Actual Price
	 £         45.00 
	
	Actual Price
	 £                    37.00 

	Standard Price
	 £         35.00 
	
	Standard Price
	 £                    25.00 

	Actual Units Sold
	850
	
	Actual Units Sold
	750

	 
	 
	
	 
	 

	Sales Price variance
	 £   8,500.00 
	
	Sales Price variance
	 £              9,000.00 

	Status
	Favorable
	
	Status
	Favorable

	
	
	
	
	

	Sales Volume contribution Variance
	
	Sales Volume contribution Variance

	Product 
	X
	
	Product 
	y

	Formula
 (Actual units sold- Budgeted units sold) * standard contribution per unit
	
	Formula
 (Actual units sold- Budgeted units sold) * standard contribution per unit

	Actual Units Sold
	          850.00 
	
	Actual Units Sold
	                     750.00 

	Budged units sold
	 £       595.00 
	
	Budged units sold
	 £                 595.00 

	Standard contribution margin 
	 £         25.00 
	
	Standard contribution margin 
	 £                    20.00 

	 
	 
	
	 
	 

	Sales Volume contribution Variance
	 £   6,375.00 
	
	Sales Volume contribution Variance
	 £              3,100.00 

	Status
	Favorable
	
	Status
	Favorable



[bookmark: _Toc48036918]Appendix II: material Variance
	Material Price planning Variance
	
	Material Price planning Variance

	Product 
	X
	
	Product 
	Y

	Formula 
(Actual units Sold* standard cost)- (actual standard cost * revised standard cost)
	
	Formula 
(Actual units Sold* standard cost)- (actual standard cost * revised standard cost)

	Actual units Sold
	850
	 
	
	Actual units Sold
	750
	 

	Standard cost
	 £              2.50 
	 
	
	Standard cost
	 £          2.50 
	 

	Original Standard cost
	 £      2,125.00 
	 
	
	Original Standard cost
	 £ 1,875.00 
	 

	 
	 
	 
	
	 
	 
	 

	Actual units Sold
	850
	 
	
	Actual units Sold
	750
	 

	Revised Standard cost 
	 £              4.50 
	 
	
	Revised Standard cost 
	 £          4.50 
	 

	Original Standard cost
	 £      3,825.00 
	 
	
	Original Standard cost
	 £ 3,375.00 
	 

	 
	 
	 
	
	 
	 
	 

	Material Price planning Variance
	-£     1,700.00 
	 
	
	Material Price planning Variance
	-£ 1,500.00 
	 

	Status
	Unfavorable
	 
	
	Status
	Unfavorable
	 

	
	
	
	
	
	
	

	Material Price planning Variance
	
	Material Price planning Variance

	Product 
	X
	
	Product 
	Y

	Formula 
(Actual units Sold* revised standard cost)- (actual standard cost * Actual cost )
	
	Formula 
(Actual units Sold* revised standard cost)- (actual standard cost * Actual cost )

	Actual units Sold
	850
	 
	
	Actual units Sold
	750
	 

	Revised
	 £              4.50 
	 
	
	Revised
	 £          4.50 
	 

	Original Standard cost
	 £      3,825.00 
	 
	
	Original Standard cost
	 £ 3,375.00 
	 

	 
	 
	 
	
	 
	 
	 

	Actual units Sold
	850
	 
	
	Actual units Sold
	750
	 

	Actual cost 
	 £              3.70 
	 
	
	Actual cost 
	 £          3.70 
	 

	Original Standard cost
	 £      3,145.00 
	 
	
	Original Standard cost
	 £ 2,775.00 
	 

	 
	 
	 
	
	 
	 
	 

	Material Price planning Variance
	 £          680.00 
	 
	
	Material Price planning Variance
	 £     600.00 
	 

	Status
	Favorable
	 
	
	Status
	Favorable
	 



[bookmark: _Toc48036919]Appendix III: Profit and loss in case of Shifting
	UK manufacturing

	Material Price Planning Variance
	
	Material Price planning Variance

	Product 
	X
	
	Product 
	Y

	Formula 
(Actual units Sold* revised standard cost)- (actual standard cost * Actual cost)
	
	Formula 
(Actual units Sold* revised standard cost)- (actual standard cost * Actual cost)

	Actual units Sold
	850
	 
	
	Actual units Sold
	750
	 

	Actual price
	 £              3.70 
	 
	
	Actual Price
	 £          3.70 
	 

	Original Standard cost
	 £      3,145.00 
	 
	
	Original Standard cost
	 £ 2,775.00 
	 

	 
	 
	 
	
	 
	 
	 

	Actual units Sold
	850
	 
	
	Actual units Sold
	750
	 

	Cost of sales (Uk)
	 £              3.00 
	 
	
	Cost of sales (Uk)
	 £          3.00 
	 

	Original Standard cost
	 £      2,550.00 
	 
	
	Original Standard cost
	 £ 2,250.00 
	 

	 
	 
	 
	
	 
	 
	 

	Material Price Planning Variance
	 £          595.00 
	 
	
	Material Price Planning Variance
	 £     525.00 
	 

	Status
	Favorable
	 
	
	Status
	Favorable
	 



