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[bookmark: _Toc49290183]Introduction
The report is regarding the critical assessment of the benefits and disadvantage of the usage of the variances for the objective of decision making. Report involves the identification of the links among the variances and dysfunctional behavior of the managers. Report is all about the assessment regarding the make or buy decision which is related to making of the strategic business choices. Some of the key variances would be calculated under this report which can help in more understanding. Report demonstrates about the ability of the making the decision during the situation of risk. Report includes XLG company which deals with cleaning products and is in the eastern parts of the Britain. 
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	Information given
	

	Total Units Sold
	1600

	Material Price variance
	 £     27,000.00 



	particulars
	Chemical X
	Chemical Y

	Budgeted volume sales in units
	595
	595

	Actual volume Sales in Units 
	850
	750

	Standard Price per unit
	 £                              35.00 
	 £                              30.00 

	Actual Price per unit
	 £                              45.00 
	 £                              37.00 

	Standard Margin per unit
	 £                              25.00 
	 £                              20.00 
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This can be calculated by finding the differences among the real sales of the company at the budgeted value and the real sales of the firm at the budgeted price. sales price variance can be computed as the dissimilarities in the sales when the real price per unit changes from the standard price per units of the firm (Accounting Simplified, 2020). Therefore:
Sale price variance:
(Actual units sold * Actual price) – (Actual units sold * standard price)
Sales price variance of the chemical X:
Computation of the sales price variance of chemical X is as follows:
(Actual units sold * Actual price) – (Actual units sold * standard price)
= (850 * £ 45) – (850 * £ 35) = £ 38,250 - £ 29,750 = £ 8,500 (Favorable)
Sales price variance of chemical Y:
Computation of the sales price variance of chemical Y is as follows:
(Actual units sold * Actual price) – (Actual units sold * standard price)
(750 * £ 37) – (750 * £ 30) = £ 27,750 - £ 22,500 = £ 5,250
Estimation of the sales volume contribution variances
This can be calculated by finding the differences among the contribution at the actual units sold and the contribution at the sales of budgeted units. The variances can tell about the differences among the profit during the situation when there is change in the real sales as compared to the budgeted sales (Accounting Simplified, 2020). 


Hence,
Sales volume contribution
(Actual Unit sales – Budgeted unit sales) * Standard contribution per unit. 
Sales volume contribution variances of the chemical X:
Computation of the contribution variance of the chemical X is as follows:
(Actual Unit sales – Budgeted unit sales) * Standard contribution per unit
= (850 –595) * £ 25 = 255 * £ 25 = £ 6,375
The computation of the contribution variance of chemical X is as follows:
(Actual Unit sales – Budgeted unit sales) * Standard contribution per unit
= (750 – 595) * £ 20 = 155 * £ 20 = £ 3,100
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	Material price information
	
	

	
	
	

	FamaQ price description
	
	

	
	
	

	Particulars
	Amount
	 

	Standard price
	 £                2.50 
	per unit

	Actual price
	3.70
	per unit

	Budgted 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:
	Formula of material planning variance = (standard price - revised standard price) * Actuall 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
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Variance analysis is a very crucial part of the firm. This can assist the managers in the evaluation of the performance of the business along with the assessment of the targets by which they would be able to know whether the goals are achievable or not.  Variance analysis helps in making the comparison among the budgeted performance and the actual performance and further estimated the differences among the budgeted and the real figures (CFA journal, 2019). The arising difference is called as the variance which shows the figures of variance among the budgeted and the actual performance. There can be two variance results one is favorable and other is unfavorable, when the real performance of the company is better than the budgeted performance then in that case the result shows the favorable variance whereas when real performance of the company is not as good as the budgeted performance then in that case result would show the unfavorable variance. In other words when actual income of firm is higher than budgeted income then it shows the favorable variance and if the income is lower than the budgeted income then it would show the unfavorable variance. Unfavorable variance occurs when the original performance of the company is poor than the budgeted performance of the firm (Duo, et. al., 2018). There are several advantages and disadvantages of the variances which are as follow:
Merits
Variance analysis can be very beneficial in the dynamic environment and with the help of the variance analysis the management of firm would able to get the early indications about the deviations which may happened and by which the management would be able to take the correct actions. With the help of the variance analysis corporation would be able to take control of the costs and can raise the income, a firm would be able to prevent the losses by consistently analyzing the variances in the firm by which increase in the costs of the company can be known earlier and for managing such increase cost management of the firm can take the relevant action like raising the prices of the products (Majumdar and Bhattacharjee, 2014). Variance analysis can further assist in identification of the reason behind the variances like for example – in case if the budgeted expenditures are less than the real expenditures then the management would be able to find the reason behind such rise in the expenses as variances would be able to provide the area of deviation. According to the case in the question related to price of the chemicals which is more than that of the budgeted prices and the reason behind this is the rise in the demand of these goods because the people have become more careful about the hygiene due to the outbreak of the COVID 19 Pandemic, this have also resulted in the rise in the sales of these chemicals. Another good merit of the variance analysis is that this gives help to the management for making of the budgets related to the coming years by which the future figures can be anticipated. For example – when the variance of 5000 arises due to the budged sales of 45000 and actual sales of 50000 then for the next period firm would be able to make the budget in which it would consider the variance of 5000 and can make accordingly. Therefore, the next time the firm can also set the budgeted sales at the 55000 due to the 10% increase in the sales earlier (Ripple, et. al., 2017). 
Demerits
Along with the advantages variance analysis have got some of the disadvantages also such as by using the variance analysis in the business which is done when the actual results of the firm have arrived and this also depends on the financial results and the financial results would be obtained at the end of the period. Due to this management of the firm would not be able to take the relevant decisions within the time gap by which the relevant action can be taken. Another disadvantage is that this method gives the results in the quantitative form due to which it becomes impossible to find the reason related to variances in the accounting which can make this further complex for taking correct action on the variances. Another merit is related to the calculations by the usage of the budgeted performance and if incase the budgets are not made in the efficient manner and have not been made by doing the analysis of each of the factors then there can be chances of deviation in the budget which can result in deviation in the actual performance of the company and this puts up a question mark on the relevancy of the variances. Usage of the variance sometimes would not be able to provide the correct results due to which it may not work sometimes (Haurin, et. al., 2013). 
From the evaluation about the advantages and disadvantages of the variance analysis, it can be stated that there are more merits of the variance analysis in comparison to the demerits. Therefore, it would better for the firm to make use of the variance analysis as a tool which can help them in doing the financial analysis of the performance and doing the estimations related to the financial performance. 
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XLG operates in competitive market and they are also able to maintain their leading market position and the reason behind this can be the patents which have been secured against the famQ which is great cleaning agent. Since the patent famaQ cannot be copied by the other same kind of firms few more advantages have been obtained by the XLG. But the situation is that famaQ is produced and imported from the Brazil, before the pandemic period of COVID 19 the product was imported with the help of sea transport but after the pandemic some of the restrictions have been made on the travelling and in several areas lockdown have been implemented due to which air transportation have been used for the importing of the famaQ and this is more costlier in comparison to the sea transport. Before the pandemic famaQ had the standard price of 2.5 per units and after the pandemic and usage of the air transport the price have been increased to 4.5 per units and since the XLG was the key customer the products was provided to them for the price of 3.70 per due to which XYG suffered the rise in cost by 1.20 per unit (Taieb and Atiya, 2015). 
Now the decisions must be taken regarding the importing of famaQ and production of famaQ in the UK itself. For this some of the factors can be taken into consideration. famaQ is the main element for the chemical y and x and company XYG have also got the secured patent as it cannot be copied. Therefore, this can give the competition advantage to the XYG and this have been one of the factors behind the success of the chemicals. Due to these reasons XYG can make use of famaQ for long term and it do not matter whether product is produced in the country or is imported from Brazil. Since XYG can use the famaQ for the long term period it would good for the company to produce the product in the UK itself and this can have several advantages also like the firm can make the relation with in-house manufacturers and can further have good control on the operations related to production. XYG can also have quick solutions towards the different market facts as the firm would be able to make changes a lot easier by making shift in the directions in relation to the product related issues and ideas. Making the products in UK itself can also allow the firm to make the famaQ more efficient in cleaning of the surfaces (Wang, et. al., 2015). 
Another factor which can be taken into consideration is the rising demand for the chemical X and Y due to which people have become more careful about their hygiene at  because of the impact of the COVID 19 and this have resulted into the rise in the sales of the chemicals. According to the research the demand for the chemicals would increase more in the coming periods and this can result in more usage of the famaQ. Due to more usage there would be more requirements for which imports can made and this would further increase the cost related to imports. The in house production strategy would be better under this situation as the cost of making the production facility in the UK can be covered by rising demand and increasing sales of the chemicals  due to which XYG would be able to make the products independently. Therefore, it would be best for the XTG to open the facilities in the UK and start the production of famaQ (oh, 2019).
The last factor involves consideration of the cost related to production of famaQ in the UK and the amount of time which can reduce the delivery time. The cost of producing the famaQ in UK is 3 which would further assist in reducing the delivery time by 15 days. This is one of the big deciding factors to decide about the import or production in UK itself. Hence it would better for the firm to go for the production in the UK itself by which their cost would be reduced and, they would be able to save more time.
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The report has showed the assessment about the merits and demerits related to the use of the variances for the objective of decision making. Report have identified the links among the dysfunctional behavior of the managers and the variances. Report has showed the calculation of the different variances related to price and sales price variance for which the chemical products of the company XYG have been analyzed. Report has further discussed about the assessment of the role regarding the make or buy decision for objective of doing the strategic business choices. All these analysis and assessment have helped in taking the correct decisions during the situation of the risks (Sadorsky, 2014). 
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