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Introduction
[bookmark: _Toc47543020]This report aims to develop an understanding of variances roles in making decisions and investigate the links between the dysfunctional behavior of managers and variances as well as measuring the key variances. This report will apply the variance analysis of the provided case study. It will measure the strengths and weaknesses of using variances for calculating the manager’s performance. The report will focus to measure the options about get purchased FamaQ material and importing material from suppliers in Brazil for choosing the best option for XLG to achieve competitive benefits as well as growth in the market.  
[bookmark: _Toc47947224]

[bookmark: _Toc48078801]Part A:
[bookmark: _Toc47947225][bookmark: _Toc48078802]A) Sales volume and price variance: 
It is a kind of variance that may aid to measure the difference between actual sales and budgeted sales. Sales price variance analysis is a tool for measuring the sales functions and calculating the performance of the company for knowing market scenarios and conditions. It also supports exploring the capabilities and efficiency of the company to boost business sales (Davis and Davis, 2011). Sales variance considers the two different kinds as sales price contribution and sales volume variance. 
In the case study, it is given that 
	Particulars
	Chemical X
	Chemical Y

	The budgeted volume of sales 
	595
	595

	Standard selling price  
	£35 (per unit) 
	£30 (per unit)

	The actual volume of sales 
	850
	750

	Standard Margin 
	£25
	£20

	Actual selling price  
	£45
	£37






Sales price variance:

It is a measure that is applied to recognizing the changes in the price of goods/services. The selling prices of goods are altered based on the market conditions as well as product demand and supply. Concerning this, when the actual selling price is less than the expected price then it results in negative variance for the business and vice versa (Davis and Davis, 2011). Following formula can be used by the businesses for calculating sales price variance as:

Hence, 
	
	Chemical X
	Chemical Y

	Calculation 
	850 × (45 - 35)
= £8500
	750 × (37 - 30)
= £5250

	Results
	Positive variance or Favorable
	Positive variance or Favorable






Sales volume contribution variance:

This tool is used for calculating changes or movements in the contribution or profit of the company. This aids the businesses in recognizing the difference between the actual volume of sales and the budgeted volume of sales (Maher et al, 2012). Following formula can be used by the businesses for calculating sales volume contribution variance as: 

Hence, 
	
	Chemical X
	Chemical Y

	Calculation 
	(850 - 595) × 25
= £6375
	(750 - 595) × 20
= £3100

	Results
	Positive variance or Favorable
	Positive variance or Favorable





[bookmark: _Toc47947226][bookmark: _Toc48078803][bookmark: _Toc47543022]B) Material price variance:  
Material Variance:
This is a tool or method of variance analysis which aids to calculate the material that is utilized by the company in the production process (Nobes, 2014). Material variance helps recognize the managerial efficiency of the company to utilize the material at lower costs. 
In the case study, it is given that 
	Particulars
	Chemical X
	Chemical Y

	Original standard price (Per unit)
	£2.50 
	£2.50 

	The actual volume of sales
	850
	750

	Paid
	£3.70 
	£3.70 

	Increased unit price
	£4.50 
	£4.50 

	FamaQ  Unit 
	1
	1



Material price planning variance:
This is essential for the business firms or management to evaluating and producing feedback to business managers that how effectively future prices in the company are estimated (Drury, 2013).

 Following formula can be used by the businesses for calculating material price planning variance as:  

Hence, 
	
	Chemical X
	Chemical Y

	Calculation 
	(2.50 - 4.50) × 850 × 1
= -£1600
	(2.50 - 4.50) × 750 × 1
= -£1500

	Results
	The increase in the price of FamaQ by £2.00 per unit is caused to unfavorable variance 
	The increase in the price of FamaQ by £2.00 per unit is caused to unfavorable variance




Material price operational variance: 
It is a type of tool that is applied for recognizing the purchasing department’s efficiency and ability to improve the rates of material used as well as controls the variance of material in an effective manner (Needles et al, 2013). 


The following formula can be used by the businesses for calculating material price operational variance as: 

Hence, 
	
	Chemical X
	Chemical Y

	Calculation 
	(3.70 - 4.50) × 850 ×1
= -£680
	(3.70 - 4.50) × 750 × 1
= -£600

	Results
	The company added 3.7 instead of revised 4.50 for the material that caused to positive variance
	The company added 3.7 instead of revised 4.50 for the material that caused to positive variance




 
[bookmark: _Toc47543023][bookmark: _Toc47947227]

[bookmark: _Toc48078804]C) Merits and demerits of applying variances:

Variance application is important for the business to identify the gaps between budgeted and actual budgeting about the material, labor, and overheads. It also identifies why the company's financial performance differs from the company's established standards in its budget. This supports management in controlling the company's operations (Davis and Davis, 2011). The analysis of the adverse variance is not beneficial for the industry, since it harms performance and is directed at verse.

Merits of using variances: 	

The key advantage or benefit of variance evaluation is that it helps to control costs as management takes necessary strategic control actions in the event of negative variance. This offers a framework to help the responsible people or representatives in the corresponding departments within the organization to assign and decide their responsibilities. For example, every manager of the production company is responsible for ensuring that the material is used more efficiently and more often (Davis and Davis, 2010). Any difference in quality and content will be the duty of the plant manager.
 Variance analysis is, therefore, an effective method to control the firm's operating expenses. The variance analysis is used by XLG to specify if the debts associated by the departments and companies are correct according to predetermined criteria, depending on their practice. This can be useful in determining the effectiveness of the management to effectively manage the operations and tasks.

 If variances are positive, then they show that real business costs are high as a result of the expected costs, which shows that managers cannot control the company's spending or costs. Using the variance analysis can help the company assess sales that are useful in identifying how the company sells its products/services on the market in question (Needles, et al., 2013).

On the other hand, it will also be beneficial in terms of identifying the main reason behind the difference between the two set standards. Moreover, XLG can also employ to assign responsibilities and support as a control mechanism for the business. When the company's sales are higher than the estimated sales, managers create efficient strategies and make more efficient efforts. XLG's sales volume is greater than the normal sales volume indicating that executives change the strategic plans to maximize their sales efficiently and effectively (Gänswein, 2011). 
The variance analysis can contribute to improved performance and competitive advantages of the XLG. To measure various strategies to establish if they're not effective for the firm the various methods for the variance analysis are decided to apply by the company. If strategies are not well integrated into the achievement of objectives, leaders establish alternative solutions and change strategies to achieve goals and objectives. 
This shows that variance is a good technique for improving management efficiency and effectiveness in XLG. Also, variance promotes quantifying areas in the company which require more emphasis to improve the company’s performance (Kieso, et al., 2019). This can help to improve financial operations by identifying operational weak points.

Demerits using variances:

The variance analysis has many limitations, which influence its significance and applications in the company. The accounting department uses this tool to compare the current results at year-end with the budgeted results. It helps managers plan the future, but in the financial reporting year, it is not effective for management. In the creation of new programs and strategies, managers need to be made aware of market changes and situations (Hermason, et al., 2016). 
This tool does not easily supply information based on the performance requirements which affect its efficiency and utility.
At the same time, the analysis of variances is a costly practice for small companies that can affect their business uses. Predefined revenues and costs are used to reduce and influence operating improvement to a certain level in this instrument (Needles, et al., 2013). It's just because, probably depends on the changes in the environment, requirements do not change but might diminish the quality of sales revenue analysis. 

The variances have changed as employees and users can distort data or information to achieve beneficial results to influence more investors and impact operational activities. Managers may take the wrong steps to get the desired results. For example, managers must determine that bad quality material is available in high units at low prices, so that when the company can benefit from variance in use and materials prices (Jiambalvo, 2019). In the company, managers need to recognize the reason for significant differences. Companies cannot manage performance and operational processes using variance analysis (ANOVA) without taking a look at variance.



Furthermore, an analysis of variances may lead to a delay in investigating variations and performance changes even when monitoring is important to inform interested parties about actual results with budgeted performance/cost differences. It promotes the company's performance in its interpretation and measurement. 

[bookmark: _Toc47543024][bookmark: _Toc47947228][bookmark: _Toc48078805]Part B:
A) [bookmark: _Toc47947229][bookmark: _Toc48078806]FamaQ gives XLG competitive advantage:  

In connection with Chemicals X and Y at the UK manufacturing facility, XLG used the FamaQ content. This provides XLG with effective competitive advantages. FamaQ material, which contains many risks, such as delivery, logistics, currency, imports, quality, and other risks, is imported by the company. These various market risks can affect the price and growth of organizations (Jonick, 2019). By manufacturing goods XLG will reduce the costs of distribution, import, trade, and exchange. 
It could be efficient and more comparative than importing it from Brazil if the firm manufactures FamaQ. XLG is gaining competitive advantages and can improve preferences and brand images of chemicals in the UK market by delivering high - quality products (Matiukha and Rovnyagin, 2020). This can generate positive results for the company concerning increasing consumer fidelity and sales. 
[bookmark: _Toc47947230][bookmark: _Toc48078807]B) Demand for chemical X and Y has increased by 45% which is likely to continue according to market research:
Drawing on market analysis, demand for chemical X and Y has grown 45 percent in the market, which can be a contributor to business growth and profit growth. XLG must stress that total sales and development are maximized, which is possible when sources are delivered and product production is a substantial volume (Zahid and Vagif, 2020). The cost of production directly influences the decision of the company for the volume of the product. For the company, it can be difficult to coordinate the material efficiently to produce high amounts of chemicals that can efficiently meet market requirements.

Changes in production efficiency and requirement can lead to increased costs of opportunity, which may influence the interests of the corporation. This could effectively satisfy the needs of the market and gain advantages. XLG's competitive forces in its services will help improve efficiency as a result of the increased FamaQ demand and patent (Skousen, et al., 2019). Given this situation, the company will be able to manufacture FamaQ products instead of imports to meet market demand because imports of material into Brazilian products may lead to delayed delivery of materials and could affect the company’s stocks, producing the number of products needed to meet market demand. 
[bookmark: _Toc47947231][bookmark: _Toc48078808]C) Cost of making a unit of FamaQ in the UK is £3 with delivery times reduced by 15 working days: 
A significant measure to determine whether the material should be produced in a company or transported from distributors could include the price variance between the expense of the FamaQ produced and FamaQ imported. When the company imported goods equipment from its suppliers by £ 4.50 the standard price of FamaQ material increases, while the costs of producing FamaQ are £3 respectively (Nishimura, 2019). This means that the cost of output for products at the XLG manufacturing plant in the UK sector is smaller than that of sourcing goods from Brazilian suppliers.

If XLG produces FamaQ in the UK it may be profitable for the organization. Compared with import content from Brazil, whether the company produces FamaQ on its premises is valuable. The material produced can help XLG manage risks and improve its image and management.
Moreover, delivery time also represents a good measure of the growth and productivity of the business. The delivery of service to consumers may be reduced by 10 days. Consumers are expected to receive consumer goods in less time after ordering (Berger, 2011).
 Products can be delivered in good time whenever the material has available time which can eventually lead to the manufacture of products in good time and facilitate the availability of chemicals to the customer base.
This has a significant impact on the buyer's perceived notion of chemicals and can help XLG to be a market leader in a very competitive environment (Pedroso, et al., 2020). Responding to the requirements of the consumers can strengthen XLG 's revenues and purchases by serving more buyers. 

In this regard, XLG may, instead of transporting from Brazil on its location on the UK market, be suggested. The use of this acceptable solution reduces the import threat of reliability, transport infrastructure, regulatory oversight, currency, and other risks from distributors in Brazil (Fleischman and McLean, 2020). This will improve the company’s capacity to provide material to meet the demand for chemical products every time on the market. 
[bookmark: _Toc47543025][bookmark: _Toc47947232][bookmark: _Toc48078809]
Conclusion:
AS per the above evaluation, Variance analysis has been concluded to be an important technique for evaluating business capacity to improve operational efficiency and increase performance. The use of variance analysis can also improve the capacity and effectiveness of management staff for the management of their activities and effectively improve the performance of the companies and departments. It can also be summarized that the application of variance analysis can also be significant and adverse for the accounting firm. In this report, the concept of acquisition and processing of materials to satisfy and gain a competitive advantage was also assessed.  
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