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	In the management accounting, there are a range of methods and techniques which are used in order to take corrective actions about financial aspects. One of the key techniques that are often used by companies’ financial managers for performance analysis is variance analysis. It is defined as way of comparing financial outcome with estimated values (Wen and Siqin, 2020). The report is based on a case study of a company that is XLG plc. Company is involved in manufacturing of different types of chemicals. The report is divided in two parts in which part A contains information about variance analysis including theoretical and practical aspects. While in part B, two alternatives are assessed in order to select a viable option by XLG plc. 
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Overview of case study- The given scenario is based on a chemical company that is XLG plc that produces various kinds of chemical X and Y. The company has patent over their product which is Fama Q which is sold at online and offline platforms. In March 2020, due to lockdown this company faced several changes in their sales and expenses. For this purpose, a range of variances are computed in part A. Along with due to increased prices of import of Fama Q product from Brazil, company has two alternatives whether to produce product in own nation or import. 
Calculation-
(i) The sales price variance and sales volume contribution variance.
Sales price variance- [(Actual Price-Standard price) x Actual number of units]
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Sales volume contribution variance- (Actual units sold × Budgeted price for each unit) – (budgeted unit sold × Budgeted price for each unit)
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(ii) The material price planning variance and material price operational variance.
Material price planning variance- [(Revised budgeted sales x Standard Margin)- (Actual Sales Quantity X Standard Margin)]
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Material price operation variance- [(Original budgeted sales x Standard Margin) – (Revised budgeted sales x Standard Margin)]
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(iii) Given the change in operations, critically analyze the merits and demerits of using variances in assessing managers’ performance.
Variance analysis is the quantitative investigation of the difference between actual and planned behavior (Begiazi and Katsiampa, 2019). This analysis helps to maintain control over a business. In other words, variance analysis is the process of identifying the variation cause of variation in the income and expenses of the current year from the budgeted values. It helps to understand why fluctuation happens and what can/ should be done the adverse variation. This eventually helps in better budgeting activities. Variance in management accounting may be favorable (Cost lower than expected or revenue higher than expected) or adverse (Cost higher than anticipated or revenue lower than expected). Either negative or positive variance is reflected negatively on the budgeting efficiency unless caused by extreme events. 
It is considered as a success monitoring method for business administrators. In the context of monetary aspects, it is useful for administrators to find out difference between projected costs versus the real cost (Lederer, Umlauft and Hirche, 2019). If the real cost is more than expected cost than this is regarded as pessimistic variance in the variance analysis, and is recognized as unfavorable variance. On the other side, if the total income is more than projected income than the outcome is considered as favorable variance. Below an explanation of an application of variance is stated in such a way:
	Estimated income
	Actual income
	Variance

	4000
	6000
	2000 F

	8500
	7000
	1500 A

	9000
	10000
	1000 F

	7000
	5000
	2000 A



	Estimated expense
	Actual expense
	Variance

	12000
	18000
	6000 A

	1000
	800
	200 F

	95000
	100000
	5000 A

	8200
	8000
	200 F



Such tables display all kinds of variances including unfavorable and beneficial variances. It is a common illustration of variation, besides this there are a number of other variances that administrators may use to evaluate results. In the absence of computing variances, managers may find it difficult to know about pattern in expenditure and income over a certain period of time. This is regarded by organizations as one of the effective forms of performance measurement tool (van Huijstee and Kessels,2020). 
Some main variances are measured in the above section, in relation to commodity prices and labors. The number of these variances would allow above XLG plc to measure results. Beside from these features, there are other drawbacks and advantages of the variance analysis. Underneath some key benefits and drawbacks of this approach are mentioned in detailed manner that are as follows:
Benefits:
· Helps in performance management- This is one of the main benefits of an analysis of variance, as this leads to an accurate study of a company's actual results (Chorley, 2019). It is so because information is provided in a manner that is not provided in the other financial reports such as balance sheet, income statement etc. Use such statements, administrators cannot become conscious of the cumulative output of each operation and cannot take reasonable steps to improve their efficiency. On the other hand, the efficiency of each division in the variance analysis is included together with the separate activity. For instance, in reference to XLG plc above, various types of variances are measured to determine their material, labor and price-related efficiency. Through these variances, above-mentioned business leaders will be capable of analysis about their productivity on every element.
· Contributes in managing expenses- Besides this, the study of variances is valuable for businesses to accurately track total expenditures (Kolias and Arnis, 2019). It becomes feasible only because of variances as executives become able to know on which operations demonstrate adverse variance and can start preparing the plan to deal appropriately. As well as managers become able to evaluate the information about the costs of those operations, whose variance shows favorable results. This can be understood from an illustration that if the expense of direct labor in a business is projected at about 500 pounds but in actual it occurred around 600 pounds. In this case, the adverse variance would be about 100 pounds. Managers should then prepare their strategies and tactics to cope with certain activities that demonstrate adverse result. 
· Helps in allocating roles and responsibilities- The study of variances tends to determine the duties and obligations of certain divisions where performance is low. It is done in accordance with the performance of each department or action. For example, if revenue variance has unfavorable outcomes then executives can quickly decide sales department’s roles in order to maximize their efficiency. This process may lead to savage of cost and time of managers. 


Drawbacks:
· Delay in reporting- It is the main challenge in the analysis of variance, as the administrators may face the problem of reporting delay (Essa, Mehanee and Elhussein, 2020). The rationale of this is that variances are measured in each quarter and due to which so much time can be spent in the course of collecting details regarding variances towards the end of the financial year. As a consequence, executives face the problem of uncertainty in producing expenditure estimates for the forthcoming span of time. So this is one of the key issues that management faces when they implement the method of variance analysis to make projections of upcoming revenue and expenses.
· Difficult to apply in service organizations- In addition to this, the methodology of variance analysis in service companies is not easy to implement. This is so because the majority of costs in service organizations are linked to overhead costs rather than production cost and the variance of overheads do not provide users with any valuable information. While various methodologies of overhead variance analysis can provide useful details but it can consume higher time and expense (Xiang, Wang and Chen, 2019). And this is a core problem of study of variance because it is not as successful in service organizations as it is in industrial companies.
· Not suitable for small businesses- The analysis of variance can be implemented in those firms that are bigger in size large and scale activities are carried out on daily basis. It cannot be suited for small businesses because of its complicated formulas and higher costs. For small businesses, activities are carried out at a low level and because of this there is little statistical details that may be included in process of calculating variance of material, price etc. So it's also a major issue of variance analysis that small businesses face, as they can't use this as a performance analytical technique.
So these are some issues and benefits of variance analysis methods.  From above theoretical analysis, it can be stated that there are not too many major issues. The companies who are able to apply this approach gets many benefits as they can keep an extra sight of eye over each and every aspect (Alexanderian, Gremaud and Smith, 2020). 
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In this part of report, comparative analysis of two alternatives has been done in order to choose suitable option. In accordance of case study, it can be find out that XLG plc was importing Fama Q from Brazil at the rate of 2.50 pounds for each unit. After the lockdown, prices of this product have been raised due to higher charges of import-export. The revised price for this commodity was 3.70 pounds for each unit. Due to change in the price of this product, XLG faced issue of higher markup price that affected their sales revenue in a negative manner. In addition to this, company has patent of this product and they cannot rely on other suppliers to purchase of product. 
In this aspect, above company have two options whether they should make manufacturing of Fama Q in UK or buy from Brazil. Both options have certain issues and plus points. It depends of managers of above company that which option is suitable for them in order to gain higher revenues at lower cost of sales. Underneath, analysis of both options has been done in detailed manner that is as follows:
Option one:
	The option is related to do production of Fama Q in United Kingdom so that they can save cost of import from Brazil. The main feature of this option is that by help of it above company can reduce expenses of importing. Though this option has some issues such as XLG plc have no experience to produce this product. As well as it will not be viable for above company if they will not match quality standards. In addition to this, XLG plc has patent over this product and due to which it is their responsibility to produce this product in an effective manner so that competitors cannot rise. Underneath, a table is presented that shows about expenses and profit which will occur if they make production in UK:





	If commodity is produced:

	
	Chemical X
	Chemical Y

	
	Per unit
	Budgeted
	Per unit
	
	Variance
	
	Budgeted
	Per unit
	
	Variance

	Selling Price
	45
	26775
	45
	38823.75
	12048.75
	35
	20825
	37
	31921.75
	11096.75

	
	
	
	
	
	
	
	
	
	
	

	Cost of Chemicals
	20
	11900
	20
	17255
	5355
	10
	5950
	17
	14666.75
	8716.75

	Increase in cost due to import of Fama Q
	0.5
	
	1.2
	431.375
	431.375
	-
	
	0.5
	431.375
	431.375

	Total Cost
	20.5
	12197.5
	21.2
	17686.375
	5488.875
	10
	5950
	17.5
	15098.125
	9148.125

	
	
	
	
	
	
	
	
	
	
	

	Profit Margin
	24.5
	14577.5
	23.8
	21137.375
	6559.875
	25
	14875
	19.5
	16823.625
	1948.625









	Demand as per new scenario has been increased by 45 percent
	
	

	So, new demand for Chemical X and Y would be:
	
	

	Chemical X
	595+ 595*45%
	862.75

	Chemical Y
	595+ 595 * 45%
	862.75



Analysis-  On the basis of above calculated values of profit and cost of both products, this can be find out that production of commodity will be viable for above company. It is so because of higher number of revenues as compared to expenses. If XLG plc will do so than this will be suitable for them to sell their products at lower with higher % of margin. Herein, this is important to note that without analyzing option two, it will be wrong decision to adopt this option. Though, this alternative is showing positive outcome but selection of alternative need to be done after analyzing both options.
Option two:
	The second option is related to making import of Fama Q from Brazil which they were doing in past as per the given information in scenario. This is important to note that under it, the price of commodity has been raised by a huge margin which may become cause of higher makeup price of this product. The only benefit under this alternative is that company will not need to worry about production as well as about maintaining quality. Apart from these aspects, there is one more key element before accepting an alternative and that is financial analysis. In the context of above alternative, a detailed analysis related to cost and benefit has been done in such manner:



	If Imports:
	Chemical X
	Chemical Y

	
	
	Budgeted
	Per unit
	Actual
	Variance
	
	Budgeted
	Per unit
	
	Variance

	Selling Price
	35
	20825
	45
	38250
	17425
	35
	20825
	37
	27750
	6925

	
	
	
	
	
	
	
	
	
	
	

	Cost of Chemicals
	10
	5950
	20
	17000
	11050
	10
	5950
	17
	12750
	6800

	Increase in cost due to import of Fama Q
	-
	
	1.2
	1020
	1020
	-
	
	1.2
	900
	900

	Total Cost
	10
	5950
	21.2
	18020
	12070
	10
	5950
	18.2
	13650
	7700

	
	
	
	
	
	
	
	
	
	
	

	Profit Margin
	25
	14875
	23.8
	20230
	5355
	25
	14875
	18.8
	14100
	-775



Analysis- On the basis of above calculated values in this table; it can be find out that there is not a huge gap between estimated total cost and profit margin for both chemicals. Such as for chemical X, the estimated cost of around 21.2 pounds and profit margin is around 23.8 pounds. Similar for Chemical Y, cost is 18.2 pounds and profit margin is 18.8 pounds. It shows that there is not so higher profit in the context of both Chemicals. Though, profit level is lower but it can be assumed that in upcoming time period Brazil may reduce import-export duties and due to which profit margin may increase. 
Suggestion- On the behalf of above done analysis of both alternatives, it can be noted that each of them has certain advantages and disadvantages. In comparative manner, this can be assessed that option two seems better. The rationale behind this is that under option two, though profit margin is lower but there is no loss as well as company will be able to meet their benchmark of quality. While in option one, there are many obstacles such as company has to deal with various kinds of cost of production. As well as in long run, this is not surety that production will generate higher return. 

[bookmark: _Toc48838552]CONCLUSION
	On the behalf of above project report, this can be concluded that different types of techniques of management accounting play a key in the proper utilization of available resources. The report articulates about variance analysis method and in accordance of it different types of variances are computed that shows that companies’ performance is not so effective. From second part of report, it can be concluded that company should consider option two for their product Fama Q. This is so because under it, company will not face any lose as well as in long run this method seems suitable. While option one can be useful for a shorter time period instead of long time span. 
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Chemical X:
Given data:

Actual price= 45 Pounds
Standard price= 35 Pounds

Actual number of sales unit=850 units

Sales price variance: (45-35) *850
=8500 (F)

Chemical Y:
Given data:

Actual price= 37 Pounds
Standard price= 30 Pounds

Actual number of sales unit=750 units

Sales price variance: (37-30) * 750
=5250 (F)
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Chemical X:
Given data:

Actual units sold=850 Units

Budgeted price for each unit= 35 Pounds
Budgeted unit sold= 595 Units

Budgeted price for each unit= 35 Pounds

Sales volume contribution variance: (850*35) — (595*35)
=8925 (F)

Chemical Y:

Given data:

Actual units sold=750 Units

Budgeted price for cach unit=30 Pounds
Budgeted unit sold= 595 Units
Budgeted price for cach unit=30 Pounds

Sales volume contribution variance: (750*30) ~ (59530)
4650 (F)
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Chemical X:
Given data-

Revised budgeted sales= 595 units @ 4.5

Standard Margin=25

Actual Sales Quantity= 850 Units

Standard Margin=25

Material price planning variance: [(595%4.5%25) (850%25)]
45687.5

Chemical Y:
Given data-

Revised budgeted sales= 595 units @ 4.5

Standard Margin= 20

Actual Sales Quantity= 750 Units

Standard Margin= 20

Material price planning variance: [(595%4.5%20) -(750%20)]
38550
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Chemical X:
Given data:

Original budgeted sales= 595 Units @ 2.5

Standard Margin=25

Revised budgeted sales= 595 Units @ 4.5

Standard Margin=25

Material price planning variance= [(595*2.5%25) -(595*4.5%25)]
=-29750

Chemical Y:
Given data:

Original budgeted sales= 595 Units @ 2.5

Standard Margin= 20

Revised budgeted sales= 595 Units @ 4.5

Standard Margin= 20

Material price planning variance= [(595*2.5%20) -(595*4.5%20)]
=-23800





