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[bookmark: _Toc46907674]Introduction 
This report aims at discussing case of XLG ltd which is an product company operating its business in Britain. Two cleaning agents i.e Y and X are produced in company.  Application of budgeting techniques will be highlighted along with the example. Budgeting is defined as process which reflects the way in which budgets are formulated in business.  Variance between volume contribution and price will be computed. Limitations and advantages of applying variances in the process of evaluating managers performance will be reflected. Risk factors that has affected entity’s performance will be discussed.
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[bookmark: _Toc46907676]Part A 
Case of XLG Ltd will be discussed which is one of the leading entity cleaning product company. Business activities of entity are negatively affected by the lockdown. Market in which XLG carries its activities is considered as highly competitive. This the reason company is operating even at low profit margin. In the recent years entity’s managers has opened several stores in various areas of city. Company deals in both offline and online platform. During the second quarter entity’s offline sales has completely declined because of lockdown situation. This has force managers of XLG to use online platforms to transfer final products to the customers (Bromwich, et.al 2015).
	ACTUAL COSTS
	
	STANDARD COSTS

	
	
	X
	Y
	Q
	
	 
	
	
	X
	Y
	Q

	actual Sales
	850
	750
	 
	
	Budgeted Sales
	
	595
	595
	 

	actual Selling Price
	45
	37
	 
	
	Standard Selling Price
	35
	30
	 

	Actual Price
	 
	 
	3.7
	
	original standard Price
	 
	 
	2.5

	 
	
	 
	 
	 
	
	Revise Standard Price
	 
	 
	4.5

	 
	 
	 
	 
	 
	
	Standard Margin
	 
	25
	20
	 


Calculation and analysis of variances:

[bookmark: _Toc46852213]Variance are defined as differences between budgeted and actual cost.  There can be several reasons for creating variations. If these variances are not analyzed in proper manner then it will have negative impact on entity’s performance level.
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Sales price variance-
It can be defined as variation between actual sales which is it budgeted price and actual sales which is at market price. Actual units are taken into consideration rather than budgeted units. Actual price and quantity are two main elements of sales price variance. If entity’s managers are not able to sell the quantities which are mentioned in the budgets then it will create difference in difference in actual sales. Sales variance is computed by subtracted actual sales which is at budgeted price from actual sales revenue. If actual sales are higher than budgeted figure then it will create favorable difference. Price variance is calculated by multiplying actual price by actual sales units (Accounting tools,2018).
There are two reasons actual sales can vary from planned sales: either the volume sold varied from planned (sales volume ratio). Sales were at different price from what was planned (sales price variance)
Sales price variance is calculated as actual Quantity sold*(Actual selling Price – planned selling price (Chan, et.al 2017).
In case of XLG variance of both the products are favourable and this result tells us that the positive effect of selling at a higher price than the planned selling price is much higher than the positive effect of selling at an increased volume than planned. This might occur due higher selling price because of high demand in this pandemic situation and increased hygiene consciousness in light of the pandemic (Bromwich, et.al 2015).
	

	x
	8500(favourable)

	y
	5250(favourable)



[bookmark: _Toc46852214]Sales Volume contribution Variance-
It refers to the measure of alteration in contribution or profit which are created by variations in budgeted and actual sales quantity. Sales volume varies from other types of variance which are based on volume. It not only calculates variance in total revenue but reflects overall alteration in contribution or profit.This sales variance quantifies the effect of change in the level of sales on the profit or contribution over the period. It not only calculates not just variance in sales but also measures the overall change in the profit or contribution (Accounting tools,2018).

	Sales Volume Variance-

	x
	6375
	

	y
	3100
	



It also helps in the analysis of other variances in preparing the operating statement. It is calculated by two types using standard profit per unit in case of absorption costing and using contribution in case of marginal costing.
In case of XLS, a favourable sales volume suggest to have higher standard profit or contribution as against budgeted profit or contribution or favourable situation because of higher sales volume with the standard profit (Chan, et.al 2017).
And in case of an organisation who sells more than one product like XLS should analyse sales quantity and sales mix variance in order to investigate the sales volume variance.
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Material Price Planning Variance-
It is defined as difference between actual price of material quantity and standard price of material quantity. There can be several reasons which are responsible for generating variations between material. Price negotiation deficiencies, poor purchasing procedures are causes for material variances (E-finance management,2018).

Planning variance is one of the part of material variance which compares an original standard with the revised standard that would have been used if the person planning the same would have known about what was to occur.in case of XLS this variance is unfavourable  because there has been an increase in the expected cost of the ingredient. It is possible to split the planning variance and should be overviewed as a whole for better analysis of the variance.

	Material Price planning Variance-

	X
	-1700
	
	

	Y
	-1500
	
	



 
[bookmark: _Toc46852216] Material Price Operational Variance-
Operating variances are computed by comparing revised and actual variances. In other words revised budgets are compared with actual operational results.  Results of operational variances are used by mangers in the planning process. It provides an overview of how future prices are estimated by the managers (E-finance management,2018).

Operational variance of this material variance compares actual results with revised results .this variance is favourable for XLS because of the reduction in the actual cost as against the revised standard cost (Accounting tools,2018).

	Material Operational Variance

	X
	680
	
	

	Y
	600
	
	



A favourable material price variance indicates the cost effective procurement of direct material by the company. There can be many reasons for favourable material price which may include-
· The level of market price have decrease as a whole.
· Staff has done better rates negotiation of the prices of the material.
· Suitable procurement practices are being designed and implemented properly.
· Availing discounts on bulk or mass orders.
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Merits and Demerits of using variances to accesses managers performance 
It is treated as an quantitative budgeting technique. Main aim of budgeting technique is to highlight variations between planned and actual behavior For example if actual units which are produced in entity are $ 12000 while amount of budgeted sales are $ 15000. Then it will create variation of $ 3000 in budgeted and actual figures. Selling price, labor efficiency , overhead efficiency, overhead spending, labor rate, purchase price are some of the commonly applied variance used in variance analysis (Sonnerup, et.al 2017).
Variances or the variations are the difference of budgeted or standard cost and the actual amount sold/incurred. Variances are calculated for both revenues and costs.
This analysis is the process of identifying and explaining the reasons for different or varied outcomes (Bromwich, et.al 2015). It is mostly associated with manufacturers product costs.it shows some costs needs to be addressed by management because they are exceeding or not meeting expected costs.
It is the crucial part of budget preparation and important for budgeting and planning purposes. These variances come to role when a company is planning its annual budget or to take any major cost related business decision of capital nature.
Performance level of managers can be identified by applying variance analysis tools. It is considered as commonly applied tool in budgeting.
Delegating responsibilities- Entity’s managers can only be able to perform duties in effective manner only if responsibility is assigned to them in timely manner. Managers should be made responsible for duties which are assigned to the. With the application of variance analysis duties can be assigned to employees which are working in various departments of organization.
Formulation of effective budgeting decisions-  Effective decisions are needed for carrying entity’s operations in smooth manner. Use of ineffective decision formulating approach leads to formulation of poor decisions which ultimately have negative impact on entity’s performance (Sonnerup, et.al 2017).
Standard setting – Standard are set in business for improving entity’s performance. These are based on the past experience (Accounting tools,2018).
Indication of variation and this variation catches the attention of the management for investigating the same. Management needs to know the reason for such variation especially when they are adverse that is when cost exceeds the expected amount.
Calculation of various variances sets up with in an organisation a system of accountability and all are held accountable for the adverse results and variances.
As the adverse variance comes in the eye of management, it controls the expenditure by taking appropriate action. The reason for the adverse variance is studied primarily by the management and of no such reason is found out it takes necessary action to control it.
Through the calculation of these variances performance of individuals and the manager controlling these is measured in which favourable variance shows a good performance whereas adverse variance shows poor or bad performance (Kasanen, et.al 2018).
It helps in correction and adjustment of future budgeted estimates.
It also helps to set up a system of setting responsibility and roles with in the organisation and due to which it leads to increase in efficiency and control within an organisation 
Limitations of applying variance in measuring performance level of managers 
Major drawback of variance analysis is that it takes a lot of time to study the effect of variance and which leads to delay in taking corrective actions.
This monitoring tool takes large lag time and therefore application of control measures is delayed. 
Variance analysis techniques is based on several kinds of assumptions.  There might be possibility that variance analysis might provides inaccurate result to entity’s managers.
Detailed analysis of each factor is needed in variance analysis. This is the reason why this techniques is considered as time consuming (Scapens, et.al  2014).
Variance analysis activity relies upon financial results.  If accurate financial data is not available with budgetary managers then it is not possible to conduct variance analysis


[bookmark: _Toc46907679]Part B
Decision to make in-house or import famQ as the strategic choices 
Import is an essential way to find low-cost supplies, reduction of cost, and making your business more competitive. This might also allow you to switch to a totally new product line, which might not be available in UK. 
But at the same time importing is a very complex task than buying the same from the UK supplier because when the things go wrong sorting them can be very expensive and difficult. In the given situation for XLS it was unable to import its main cleaning ingredient famaQ from Brazil due to lockdown as there was not any availability of sea transportation which was the main made and route to import the same and XLS has to use the air transportation which proved to be very expensive and has led to increase in the per unit cost of famaQ (Scapens, et.al  2014).
There are many risks attached with Importing such as credit risk, foreign exchange risk, shipping risk, time factors, cost factor, political risk, legal risk, etc (Kasanen, et.al 2018).
XLG is was affected initially, during the lockdown by the UK government due to this corona virus broke out, as its stores across the UK became non-operational and all its sales were made online, but later it proved very beneficial as people became more hygienic conscious due to which the demand of both its products X and Y have increased by 45%. People were now opting for more cleaning products in this pandemic situation. In such situation there were reduction in the cost of operation of the stores of XLG, easy orders were available online as people were not moving out and there was a sudden increase in demand (Sonnerup, et.al 2017).
In such a situation where importing has its own disadvantages and demand of the product is increasing which can result in increase in the overall cost of both the products as famaQ is the key ingredient in both X and Y, XLG needs to conduct market research as this would be an effective way of reducing these risks . It needs to make a strategic choice between making the product internally or in-house the product or purchase in from outside or outsourcing of the product (Scapens, et.al  2014).
The two most important factors to be considered in a make or buy decision are the cost factor and the availability of production capacity. Cost consideration include all relevant costs and should be of long term in nature. And it is definite that the buying firm will compare production and purchase costs while opting for any of the options. Major elements included in this decision process are:
For ‘make’ analysis-
· Increases in inventory carrying costs.
· Cost of Direct labour
· Any costs that follows from quality and other related issues
· Increase in factory overhead cost
· Increase in cost of purchasing
· Cost of material cost that is purchased and delivered.
· Increase in cost of capital
· Increase in managerial cost.

For ‘buy’ analysis-
· Cost of transportation
· Increase in cost of purchase
· Purchasing price of any required part
· Cost of inspection and cost of receiving.
· Cost related to follow-up of quality or service received

In order to take this decision, incremental cost must be taken of all the above mentioned costs and manufacturer studies and measures the positives and negatives of buying the material from supplier against the option of producing the same internally. This type of decision which makes sense at one point of time in the business may not work in the long term and in case of XLG it has to decide on the basis of current prevailing situations of pandemic (Kasanen, et.al 2018).
Managers deals with many threats and uncertainties as they make decisions which contributes to the organisation. An individual’s tendency to take risk moves the manner in which manger relates and organises his work team and also affect the method by which he makes decision.
Hence as per the situation of XLG and from the analysis of the both the options, currently it should opt to in-house the famaQ as it is the superior cleaning agent and is patented to give it a competitive advantage over its competitors and cost of making it’s 1 unit internally is 3pound and has reduced the delivery time by 15 working days. And should keep reviving its decision as per changing conditions (Kasanen, et.al 2018).



[bookmark: _Toc46907680]Conclusion 
Above report covers discussion on types of variance which are treated as significant tool in decision formulating process. Case of XLG company was discussed which is cleaning item company. Material and sales variances were computed for entity. Advantages and drawbacks of applying variance analysis tool for measuring performance level of employees were discussed.
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