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Introduction 
XLG is a company which deals in cleaning products ad it is situated in eastern part of UK (Britain). XLG produces two solutions for cleaning; Chemical X & Y.  Chemical X is very efficient in cleaning off stains on any surface and these solutions can also be used on kitchen surfaces and upholstery fabrics and chemical Y shines and cleans each type of floor surfaces. The market in which XLG operates is highly competitive but they maintained their leading position in market because of a patent that is secured against famaQ that is superb cleaning agent, because of the patent famaQ cannot be copied by other in similar industry by competitors. XLG sells there provide online as well as stores and outlets in UK, they also host shows for demonstrating their products for attracting customers to their product. XLG accounting period starts on 1st December and ends on 31st November. During 2nd quarter of year 2020-2021, there was an outbreak of coronavirus and because of this virus breakdown a nationwide lock down was announced by UK government for combating against this pandemic, so XLG focus now is on online sales. 


Part A
Provided Information 
Actual Figures of 1st Quarter
	Total Units Sold
	1600

	Material Price variance
	27000



Information of Budgeted and Actual sales and selling price
	 
	Chemical X
	Chemical Y

	Budgeted volume sales in units
	595
	595

	Actual volume Sales in Units 
	850
	750

	Standard Price per unit
	£ 35
	£ 30

	Actual Price per unit
	£ 45
	£ 37

	Standard Margin per unit
	£ 25
	£ 20



1). 
Calculation of Sales Price Variance – Sales price variance is computed by computing the difference between actual sales at budgeted price and actual sales at budgeted price. Sales Price variance calculates the difference in sales when actual price per unit deviates from standard price per unit (CFA 2019). 
Sales Price Variance = (Actual units sold * Actual price) – (Actual units sold * standard price)
Sales Price Variance of Chemical X:
Sales Price Variance of Chemical X = (Actual units sold * Actual price) – (Actual units sold * standard price) = (850 * £ 45) – (850 * £ 35) = £ 38,250 - £ 29,750 = £ 8,500 (Favorable). (CFA 2019).


Sales Price Variance of Chemical Y:
Sales Price Variance of Chemical Y = (Actual units sold * Actual price) – (Actual units sold * standard price) = (750 * £ 37) – (750 * £ 30) = £ 27,750 - £ 22,500 = £ 5,250 (Favorable).
Calculation of Sales volume contribution Variance – Sales Volume contribution variance is computed by computing the difference between contribution at actual units sold and contribution at budgeted unit sales. This variance tells us the difference between contribution profits when actual sales deviate from budgeted sales (Accounting Simplified 2020). 
Sales Volume contribution = (Actual Unit sales – Budgeted unit sales) * Standard contribution per unit. 
Sales volume contribution Variance of Chemical X:
Sales volume contribution Variance of Chemical X = (Actual Unit sales – Budgeted unit sales) * Standard contribution per unit = (850 – 595) * £ 25 = 255 * £ 25 = £ 6,375 (Favorable)
Sales volume contribution Variance of Chemical X = (Actual Unit sales – Budgeted unit sales) * Standard contribution per unit = (750 – 595) * £ 20 = 155 * £ 20 = £ 3,100 (Favorable)
2). 
	Material price information
	
	

	
	
	

	FamaQ price description
	
	

	
	
	

	Particulars
	Amount
	 

	Standard price
	 £             2.50 
	per unit

	Actual price
	 £             3.70 
	per unit

	Budgeted total sales of FamaQ
	1190
	units

	Actual sales done by using FamaQ
	1600
	units

	XLG actually paid for famaQ
	 £             3.70 
	per unit

	Revised standard price
	 £             4.50 
	 

	
	
	

	
	
	

	Formula of material planning variance = (standard price - revised standard price) * Actual quantity purchased

	
	
	

	Detail
	Variance
	Situation

	Material price planning variance 
	-£    3,200.00 
	Unfavorable

	
	
	

	Formula of material operational variance = (Revised standard price - Actual price) * Actual; quantity purchased

	
	
	

	Detail
	Variance
	Situation

	Material price operation variance
	 £     1,280.00 
	Favorable



3). 
Variance analysis is an important part of management; it helps managers in assessing performance of business as well as assessing whether the targets that had been set have achieved or not (OYEBODE 2018). Variance analysis compares original performance with budgeted one and then calculates the difference between actual and budgeted numbers. That difference is known as variance, as it suggests how much original performance varied from budgeted performance (Glynn 2016). There are two types of variance one is favourable and another one is unfavourable. Favourable variance is when original performance is better than budgeted performance, in other words variance that is in favour of business, such as higher revenue or income than budgeted or lower expenses and costs than budgeted. Unfavourable variance is when original performance is poor than budgeted performance, in other words variance that is not in favour of business, such as lower revenue or income than budgeted or higher expenses and costs than budgeted. 
Merits of Variances
Variance analysis can be proved very beneficial in dynamic environment or environment that changes constantly, as through variance analyses management gets an early indications about the deviations that are going to take place, this helps management to take necessary or required action (Teng 2013). Through variance analysis a company can control costs and increases its income, or a company can prevent loss through variance analysis as continuously analysing variance a company can identify early indicators that company’s cost is going to increase and to handle that increase in cost management can take necessary action such as increase in prices etc. (Sunarni 2013). Variance analysis also helps an organisation in finding the reason or cause behind the variance, for example - if budgeted expenses are less than actual expenses than management can find the cause of that increase in expenses only if management can find that there is a deviation, so variance analysis leads to finding cause of variance (Widener 2014). In given case the price of chemicals increased from the budgeted prices because there was increase in demand for these products because public became more conscious about hygiene during the time of covid-19 pandemic, due to this reason sales for these chemicals also increased. Another biggest merit of variance analysis is that it also provides assistance to management for preparing budget for coming period or next period and helps in forecasting future numbers (Glynn 2016). For example – if Actual sales for a quarter period is £ 50,000 and the budgeted sales was £ 45,000, there is a variance of £ 5,000 then next time when management will prepare budget it will keep this variance of £ 5,000 in mind and prepare the budget according to it, and it may set budgeted sales for next period at £ 55,000, expecting an increase of 10 % in sales compared to last period. 
Demerits of Variances
Using variances for analysing the business performance has some demerits also. One of the biggest demerits of using variances for analysing the business performance is that it is done after the actual results are out, it is totally based on actual financial results and there results are released after a period is closed, because of this management might not be able to take managerial decision within a time gap in which the remedial action could have been taken. Another demerit is that variance analysis provides the results in quantitative form and because of that it is not always possible to identify reason behind the variance in accounting, which makes it difficult to take necessary actions upon variances. Another demerit is that variances are calculated using budgeted performance, and if the budget is not prepared efficiently and is prepared without taking into consideration important analysis of every factors then the chances the budget gets deviate from original performance can deviate and because of this variances may not be reliable to use or will provide accurate results. It can be said that using variances for analysing performance sometimes might not be accurate or variance analysis does not work all the time. 
[bookmark: _GoBack]After evaluating merits and demerits it can be said that merits of variance analysis outweigh its demerits and variance analysis should be used by management as a tool for analysing financial performance and for estimating financial performance. 


Part B
The market in which XLG operates is highly competitive but they maintained their leading position in market because of a patent that is secured against famaQ that is superb cleaning agent, because of the patent famaQ cannot be copied by other in similar industry by competitors. But famaQ is produced and imported from Brazil, before the covid-19 it was imported through sea transportation but because of covid-19 there has been restriction on travelling internationally and lockdown has also been implemented and due to this famaQ has to be imported through air transportation and compared to sea transportation air transportation is more expensive. Before lockdown standard price of famaQ was £ 2.5 per unit but because of importing through Air transportation there has been increase in cost to £ 4.5 per unit and because XLG is the key customer they paid £ 3.70 per unit for it. So there has been increase if £ 1.20 per unit of XLG. 
Now the management is confused between the decision that whether famaQ should continuously be imported or it should be produced in house in UK. For this certain factors are need to be considered. First one is that FamaQ is one of the main ingredients for chemical X and Chemical Y and XLG and secured a patent against famaQ because of the patent famaQ cannot be copied by other in similar industry by competitors. So, famaQ provides a competitive advantage to XLG and it is one of the main reasons behind success of chemical X and chemical Y and because of these reason famaQ should be used by XLG for a long period of time no matter if it is imported from Brazil or produced by company. As famaQ will be used by XLG for a long period of time, so it should be produced in house by XLG in UK only, in this way XLG would be able to communicate with in-house manufacturers more easily and will have better control over the manufacturing operations. XLG will also be able to react quickly on changes in market factors and conditions and because of this XLG can easily make changes and shift direction in response to product related problems and innovative ideas. In house manufacturing will also allow XLG to make changes in famaQ production and makes it more efficient in cleaning surfaces or test new prototype of famaQ. 
Another factor needed to be considered is continuance of demand of chemical X and chemical Y. There has been increase in demand for chemical X and chemical Y because public became more conscious about hygiene during the time of covid-19 pandemic, due to this reason sales for these chemicals also increased. There has been increase in demand for chemical X and chemical Y by 45 % and according to market research this demand will continue to increase in coming period of time. If there is an increase in demand of Chemical X and Y, then there will also be increase in utilisation of famaQ, because of increase in utilisation of famaQ, there will also be increase in import of famaQ, and the higher the imports are higher the cost of import. An increase of demand by 45 % is huge and this will be best chance for XLG for deciding to produce famaQ in house as this will help XLG in quickly reacting to changes in demand of consumers and make necessary changes in production and fulfil their demand. The cost of opening in house production facility can be fulfilled by increase in sales of chemicals and XLG will no longer have to be dependent on Brazil manufacturers for producing famaQ, so this is the best time for XLG to open up a facility in UK and start manufacturing famaQ in house. 
Last and most important factor that is needed to be considered in cost of producing famaQ in house and how much it will reduce delivery time. Cost that will be incurred if famaQ is produced in UK is £ 3 and delivery time that will be saved by XLG if famaQ is produced in UK will be 15 working days. This is the most important factor for deciding whether to continue importing or start in house production. This can be done with the help of an example. Let’s suppose that XLG has a demand of 1000 units altogether for Chemical X and Y, it will require 1000 units of famaQ for producing Chemical X and Chemical Y. If XLG continues to import famaQ from Brazil then it will have to pay £ 3,750 that is 1000 units * £ 3.75 per unit and if XLG starts manufacturing famaQ in house then it will have to pay  £ 3,000 that is 1000 units *  £ 3.00, it will save  £ 750 (£ 3,750 – 3,000) and a reduction in delivery time by 15 days. But in long run, standard price for importing famaQ will be back to £ 2.5 per unit and then XLG will have to pay £ 0.5 extra for FamaQ per unit. 
After considering all these factors it is decided that famaQ should be produced in house by XLG instead of importing it from Brazil. 


Conclusion 
The report included how variances are calculated and analysing the importance and demerits of using variances for analysing management performance and after analysing it can be said that merits of variance analysis outweighs its demerits and variance analysis should be used by management as a tool for analysing financial performance and for estimating financial performance. Report also analysed whether XLG should start producing famaQ in house or continue importing from Brazil and after considering important factors it is decided that famaQ should be produced in house by XLG instead of importing it from Brazil. 
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