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[bookmark: _Toc47945764]           Introduction:
      Organizations in the competitive and changing environment are facing the issue of a higher degree of fluctuation in the performance and this is influencing the effectiveness in their planning. Management accounting is being used by the organizations for identifying the environmental change and making decisions on how to accommodate the change for improving the effectiveness in the planning and raising the performance. Manager in every organization requires sufficient information for revising the planning and strategies to conform to the environmental changes. Variance is adopted the managers for finding where they have to make a change for growing the performance and where they are lacking. The variance method enables the managers to compare the forecasted and planned performance with the actual performance of their respective businesses to determine the gap. Therefore, the purpose of the study is to explore and analyze the variance in sales and material of the XLG producing two chemical X & Y as given in the case study in the assignment. In addition to this, it will probe into the benefits and limitations of the variance analysis in growing the efficiency of business managers. Furthermore, it will use cost and benefits concept for analyzing two options of buying and making material in XLG and will suggest one of two for XLG to improve its profit and minimize the cost. 
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[bookmark: _Toc47945766]           Sales Variance:
      It is an activity of the businesses to sell out the product in the market and to earn revenue for covering their cost and attaining the goals of maximizing return on the investment. Hence, sales of goods or services may be influenced by environmental and market factors. It is inevitable that actual sales vary and it cannot match planned sales (Horngren et al., 2002). Therefore, the sales variance is an effective measure of the variance that is applied by the manager for monitoring the gap in the sales revenue of the organization during a specific time period. Lower volume and price of actual sales indicate adverse variation and vice verse. Planned and actual performance of XLG is delineated below: 
	Chemicals 
	X
	Y

	Budgeted Sales  
	595
	595

	Actual sales  
	850
	750

	Standard Price 
	£35
	£30

	Actual price 
	£45
	£37

	Standard Margin
	£25
	£20



           The variance in sales price:
      Price may not be stable and it must change following the variation in the relationship of the supply with the demand for the related goods or service. Higher demand provides opportunities to the businesses to change the price in between and make it higher and vice as the verse (Kinney and Raiborn, 2011). 
SPV = (Actual value of the product –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


      Considering the results, it is found that there is a positive and favorable variation to XLG in the sales prices of two chemicals. It is because of higher demand and improved marketing of the products. 
           Variance in the contribution of sales volume:
      Quantity of the product sold may be higher or lower than the quantity the managers anticipated to be sold for the firm during a specific period or year. This variation aids to determine the effectiveness in the planning of the business (Horngren et al., 2002). 
(Actual quantity of product sold – targeted volume of the products)*Standard margin
Hence, 
	Description
	Actual sales (Units)
	Budgeted sales (Units) 
	Difference (Units)
	Standard margin  (£)
	Contribution variance 
(£)

	Chemical X
	850
	595
	255
	25
	£6375 (F)

	Chemical Y
	750
	595
	155
	20
	£3100 (F)


      The variance as shown in the above table is favorable. It means the planning is quite effective as the XLG developed and applied the strategies effectively for selling its products, 
[bookmark: _Toc47945767]           Material Variance:
      The production may be influenced by three important factors such as labor, material and overheads. Material is a very essential requirement for producing the goods or service and the production cannot be initiated without the material. The cost and quantity of material may influence the cost of production. Higher the actual cost paid to the supplier than the budgeted price should have to be paid indicates inefficiency in the business (Drury, 2013). 
	Chemicals 
	X
	Y

	Standard price 
	£2.50 
	£2.50 

	Revised price 
	£4.50
	£4.50

	Actual paid 
	£3.70
	£3.70

	Sales volume  
	850
	750

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



           Material price planning:
 (Standard price of material –Current market price)*Purchase units (Drury, 2013)
Hence, 
	X
	Y

	(2.50-4.50)*850
= -£1600(A)

	(2.50-4.50)*750
= -£1500 (A)


      The variance is not favorable to XLG because of the increased cost of the material in the market. 
           Material price operational: 
 (Market price – the actual price paid)*actual units purchased (Drury, 2013)
Hence, 
	X
	Y

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



[bookmark: _Toc47945768]           Merits and Demerits of Variance analysis:
      It is not compulsory that every technique and tool being used by the firm has advantages and benefits to the firm only. It is very normal that every technique used by the firm carries both sides such as pros and cons and this may influence the selection of the tools in the organizations. Variance analysis is approached by the managers for finding and curbing in the variance for growing the planning effectiveness. 
           Merits or advantage of the variance: 
      Organizations in the competitive world and market hast the purpose of gaining competitive benefit and sustainable growth in the market. The strategies of the entities may start to perform adversely and may give lower results due to changes in strategies of the competitors, market factor and environment. Therefore, variance method is useful for ascertaining the deviation and degree of deviation in the performance that may make the manager decide whether they have to take corrective actions or not to improve the performance (Horngren et al., 2015). Identification of variance may provide the assistance to decide what has to be done for controlling the deviation and raising the quality of the planning. For instance, the sales manager has the duty of planning and targeting the sales for the firm during a specific period. The planned and targeted goals of the executives in the sales department are compared with actual performance in the market (Kaplan and Atkinson, 2015). It aids the manager to identify the capacity of the executive how they can perform and this enables the managers to grow the qualities of executives to make their performance higher in the future. 
      In the context of XLG, it is found that XLG sold a higher volume of the chemicals in its targeted market more than it planned for selling in the market. It indicates efficiency in the operation to avail goods or services to the targeted consumer at an affordable or lower price in the market. The marketing strategies and sales tactics of the managers in the marketing department of XLG are very effective for attaining the goals of growing sales. The price has implications on the mindset of the consumers and the lower price of chemicals being produced by XLG encouraged the consumers to purchase the products. Variance analysis helped to determine there is good efficiency in the strategies and they should be used continuously for increasing the sales (Bai, 2016). It means variance is helpful for building up the qualities in the decision of the managers. 
      In addition to this, the anticipation of the progress, sales, cost and other performance measures can be estimated based on the results of the variance analysis of current performance. The variance is common to be used in each and every division and department of the organization for monitoring tasks and activities so as to perform in collaboration with each other (Heong et al., 2013). For example, the purchase manager in a given organization identified that the general price of material at the time is £4.50 while the standard price was £2.50. The manager was aware of the influence of the cost of material on the product price. Hence, the manager negotiated on the price of the material with the supplier and it was decided that a price of £3.70 per unit will be paid for the material. 
           Demerits of variance analysis:
      One of the limitations of variance analysis is that it is not able to ensure reliability in the information provided to managers. The planning and anticipation of the information regarding the performance are based on the trend of past performance instead of the consideration of future events and changes in the market. Hence, past based assumed information does not provide accuracy in the anticipation of the figures that lead to the wrong decision of the managers. Hence, this generally results in a higher degree of variation and it brings inefficiency in the management efficiency and control on the operation (Drury, 2013). Apart from this, managers need a significant amount of data for decision making but variance method does not provide detailed data and insight into measures varying that also affect the efficiency of the manager for decision making in the interest of XLG. 
      At the same time, the degree of fluctuation in prices, cost, and return of the company is determined by the variance and this provides assistance to managers to focus on reducing the cost and curbing in the possible expenses. The negative variance provides encouragement to the managers to determine the ways for minimizing the cost and maximizing the return. Hence, there is the risk manager may choose the cheaper way of cutting the cost by procuring low-quality material for the supplier in the market at a lower cost so that the margin can be maintained and the increased cost can be adjusted (Bai, 2016). In addition to this, manipulation is also an issue in the variance because the manager generally manipulates the figures by tempering with them and showing higher actual performance. They do it for getting favorable performance and showing efficiency in their management to recognize themselves in the organization and gaining a good advantage in terms of increment and other benefits (Heong et al., 2013). Hence, variance analysis presents limitations and disadvantages for the organizations as well. 
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      Firms choose between two options such as make or buy the products to gain their goals and vision. Two options affect the operation and business process of the organizations. Making products in the company may need investment in the plant and manufacturing sites that can be costly while buying the products that can be cost-effective. 
      The degree of the risk in importing and purchasing FamaQ for XLG is higher in terms of cost fo the transporting material from supplier to the plant of the XLG, risk of customs, currency fluctuation risk, risk of price increment, natural risk, and others. FamaQ is very important for XLG to survive in the market and to attain a competitive advantage in its target market by availing unique attributes and experience to its consumers. XLG is buying FamaQ from suppliers producing material in Brazil and this presents higher cost and risk to the XLG. On the other hand, production in the plant of the company requires investment in the development of the plant and it provides full control over the supply of the material and ensures good required quality in every unit of material. There is no risk of fluctuation and increasing the cost of the material due to currency fluctuation in the UK which would be enabling the XLG to maintain the cost of the material lower and to keep the prices of the Chemicals lower in the UK market. This may enable it to gain competitive benefits more than if it chooses the option of souring the same material by importing it from Brazil (Sillanpää, 2015). Producing the material may cut the transportation cost and provide assurance of the availability of material at any time. It develops the capacity of XLG to produce chemical effects in a larger quantity for gaining economies of scale. 
      In addition to this, sometimes it happens that demand is increasing but the firms realize the lack of material supply that is not enough for meeting the demand. It raises the opportunity cost of businesses (Andersson, 2011). XLG conducts market research timely and this research gained information on market performance and estimated the demand for chemicals would be going up by 45%.  Delivery of the material from suppliers can take the time that cannot be borne by XLG as it needs to produce chemicals in larger quantities for leveraging the opportunity by selling a higher volume of the chemicals (Daneshgar et al., 2013). This influences the decision because the purchase manager place order to the suppliers to delivery FamaQ in larger quantity but it is hard to get delivery of material in such a large quantity. Therefore, production is the option to get the material in a sufficient amount for producing Chemicals in the market. Hence, it can be stated that a product is a good option for getting a supply of FamaQ in the required quantity. 
      Furthermore, cost and profit margin are two important considerable factors in the businesses for making a decision. The cost directly affects the decision of the management regarding price and this affects the margin of the firm during the period. Managers in XLG decided that they would be buying FamaQ at the cost of £2.50 per unit but the general price of material in the market was too high. It was £4.50 per unit. On the other hand, the production cost for each unit of FamaQ is estimated at about £3 that is quite lesser than the market price. As per the cost analysis, the decision of buying material is not effective for XLG (Rosyidi et al., 2020). In addition to this, the manager must take into account whether the suppliers are able to provide delivery to the organization within the time. This is because natural calamities, issue and traffic on-road transportation and others may lead to consumption of time. Production comparatively takes lesser time and it may reduce the time of 15 days in the delivery and this may improve the efficiency in the operation (Andersson, 2011). Hence, it can be stated that XLG should choose the option of making FamaQ in its house instead of importing the same from Brazil to get competitive benefits in the market and improving the margin. 


[bookmark: _Toc47945770]           Conclusion:
      On the basis of analysis, it is summarized that there is a positive variance in the sales price and volume of the XLG while it was adverse variance in the material price operation. This study has effectively analyzed both sides of variance analysis in the context of XLG. However, it is used by the firms to revise the strategies and manage the performance. This study has provided recommendations to XLG for using the option of making FamaQ gain its goals of improving performance. 
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