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[bookmark: _Toc46615463]Management Accounting
[bookmark: _Toc46615464]Introduction
Proper use of variance analysis enable organisation to achieve its long term objectives. Thus, it is an important tool in accounting mainly during budgeting as it helps managers to stay focused and provides ways of mitigating adverse effects that may affect organisation performance. When a variance is identified managers are forced to find the cause and provide ways of reducing significant differences. Therefore, even though variance analysis is an important tool that helps managers to make important decisions relating to organisational performance; this tool can be used to make decisions that are not of best interests to the company in the long run so as to meet the variance report threshold limit required by management. Thus, this report calculate key variances and critically assess the benefits and demerits of using variances in decision making as well as demonstrating how organisations can make decision making under risk.
[bookmark: _Toc46615465]Key variances analysis
Variances analysis in management accounting refers to the investigation of differences between actual and standard costs in the organisational budgets as Aruomoaghe and Agbo (2013) describes. When a variance is noted in accounting system organisations must understand the cause for this deviation and adjust where need be. There are various types of variances analysis such as sales, labor, material and overhead variances. This section demonstrates how sales price variance, sales volume contribution variance, material pricing planning and material price operational variances are computed.
Sales price variance= (actual price-standard price) × actual volume
	Description 
	Actual price
(a)
	Standard price
(b)
	Differences
(c)
	Actual volume
(d)
	Sales price volume
(c × d)

	
	£
	£
	£
	
	

	Chemical X
	45
	35
	10
	850
	8500 favourable

	Chemical Y
	37
	30
	7
	750
	5250 favourable

	Total sales price variance
	
	
	
	
	13,750 favourable



Sales volume contribution variance= (actual sales volume- budgeted sales volume) × standard margin
	Description 
	Actual sales volume
(a)
	Budgeted sales volume
(b)
	Differences
(c)
	Standard margin
(d)
	Sales  volume margin
(c × d)

	
	£
	£
	£
	£
	

	Chemical X
	850
	595
	255
	25
	6,375 favourable

	Chemical Y
	750
	595
	155
	20
	3,100 favourable

	Total sales volume contribution variance
	
	
	
	
	9,475 favourable



Material price planning variance = (original target price-general market price at time of purchase) × quantity purchased.
Chemical X= (£2.50- £4.50) ×850= -1700
Chemical Y= (£2.50- £4.50) ×750= -1500 total material price planning variance = -3200 (A)
Material price operational cost= (general market price at time of purchase-actual price paid) × quantity purchased.
Chemical X= (£4.50-£3.70) ×850= 680
Chemical Y= (£4.50-£3.70) ×750=600
Total material price operational cost= 1280 favourable
[bookmark: _Toc46615466]Merits and demerits of using variances in assessing manager’s performance
Variance analysis focuses on the deviation in budgeted and actual financial performance in the organisation. This variance is analysed to identify areas needed for improvement and helps identify managers’ performance for each project (Borad, 2020). Variance analysis has merits as well as demerits while assessing how managers are running various projects and though the tool is mostly used in measuring performance of managers care should be taken as not make costly assumptions and mistakes. This section discusses both benefits and drawbacks of variance analysis as a measurement tool for managers’ performance.
[bookmark: _Toc46615467]Merits of variance analysis 
Making efficient and forward-looking decisions- Variances help the managers to oversee budgeting activities to ensure lower deviations from planned budgets that are expected by the management. Thus, manager must makes detailed and forward- thinking budgetary decision to ensure deviation is low. Besides, the manager is able to analyse significant deviation and look for solutions or make decisions on how much deviation can be avoided (Reeve et al., 2012). For example, managers are able to identify where resources/assets are underutilized and makes appropriate decision of reallocating these resources to enhance performance.
Encourages responsible accounting- responsibility accounting is another measure that describes managers accountability in running various projects in different departments. Since variances analysis is performed on departmental or item basis it is get easier for managers to be held accountable for any material/financial deviation from the planned tasks. Through deviations noted in different departments management can determine where the line managers has failed to given attention in and adjustment are made. Thus, variance analysis facilitates responsibility accounting for managers in the firm (Okoh and Uzoka, 2012).
Encourages result orientation- variance analysis enables managers to stay focused since some firms demands for explanations for unfavourable variances. Thus, managers are required to identify what caused the differences and determine whether it’s one time occurrence or there is an area needed for improvement (Reeve et al., 2012). Besides, the company will also need clarification from the manager whether favourable variance can be sustainable for the firm.
Facilitates assigning of roles to the capable and skilled individuals- since variance analysis pinpoint responsibility of undesirable performance; managers can identify which department has huge deviation and enhance control of such department by assigning the correct personnel to monitor and increase performance (Aruomoaghe and Agbo, 2013). By assigning the roles and responsibility correctly in the firm there will be improved performance and efficiency which helps to ranks managers as best performer.
Help know where wastage is resulting from- variance analysis helps managers identify causes of material usage variance such as wastage resulting from depreciation of equipments or plant (Jiambalvo, 2019). Thus, managers are forced to buy high quality materials than standard quality as well as training their subordinates to increase on productivity and minimise adverse or unfavourable variances. Besides, the tool can help the management to determine whether managers has correctly attached monetary value to correct resources as well as how they are managing their workforce to minimise production costs/ overhead expenses.
It’s a motivator for managers- variances analysis acts as performance measure tool for high performing and underperforming managers. This tool provides feedback to managers with a focus of motivating them to make correct decisions on any reported deviation (Aruomoaghe and Agbo, 2013). Favourable feedback encourages managers to continue with their underlying projects. While adverse results will help the manager identify which function is failing and adjust to improve on performance.
[bookmark: _Toc46615468]Demerits of variance analysis
Encourages dysfunctional behaviours- Managers becomes insensitive on other vital tools that may increase performance in the organisation and focuses only on variance analysis. Other dysfunctional behaviours may entail building favourable variance/ covering up unfavourable variances to meet the needed standards (Reeve et al., 2012). Besides, this tool encourages some managers to focus only on short term reaction on organisational performance and ignore on the long term goals (Bragg, 2018). Additionally, variance analysis encourages blame game, as a result of where the differences are noted, instead of focusing on collaboration to attain common goal. Another negative behave encouraged by this analysis tool is junior workers may copy from their managers and become less innovative or attempts to incorporate budget slacks in their given tasks (Aruomoaghe and Agbo, 2013).
Time delay- variances are compiled at the end on a given financial period before handing it over to the management. However, in a fast paced business environment the management requires feedback faster and more frequently this makes the management to rely on other performance measures (Bragg, 2018). Thus, the significant of variance as a control mechanism decreases when the reporting period is prolonged whereby it relevancy during decision making by the management reduces. Besides, some of the accounting information required during computation of variances is prepared at the end of a given financial period which might delay the management from making appropriate decisions. 
Time consuming and costly- variances analysis is time-consuming to calculate this is because many causes for deviation are not only located in accounting records but also in other sources of information such as labour routings, bill of materials, overtime record, which needs to be sorted out before compiling full report on causes of the deviation (Borad, 2020). Thus, due to time taking the analysis of variances is not helpful when the management requires quick feedback. Moreover, not only does it results in time consuming but also increases on production costs (Bragg, 2018).
Not applicable in all business- variances analysis is not applicable in small business as it is expensive to manage. Conducting a detailed variances analysis for every cost component; may not make any sense in these small firms hence, not applicable (Bragg, 2018). Additionally, the method is mainly relevant in manufacturing industry and difficult to apply in service organisations it major on overhead rather than production expenses.
Lower morale of high performing staff- this happens in organisation where the management only focuses on unfavourable variances and ignoring favourable variances. Thus, some workers might think management only get attention of poor performance while high performance is ignored. In return, the morale high performing worker is lowered as Borad (2020) explains.
May result in making inaccurate decision- May lead to managers making inaccurate decision due to the fact that the data used in computing the variance might be defective (Aruomoaghe and Agbo, 2013).. This may lead to beginning of the downfall of an organisation.
[bookmark: _Toc46615469]Relevant costing for decision making in XLG Company
Given the high demand for cleaning agent and the risk posed through famaQ importation in XLG company due to adverse effects of coronavirus pandemic, the organisation need to make proper decisions on whether to continue importing or produce this superior cleaning agent to maximise on profits. The decision made must not only solve current lockdown problem but also must create a long lasting solution in case in future such pandemic or occurrence happens. Relevant cost decisions will be much applicable in this scenario where XLG Company is deciding on whether to make or continue to buy famaQ. The following decisions are recommended for XLG Company. 
[bookmark: _Toc46615470]Factors to consider for XLG Make or buy decisions of FamaQ
Cost and time concerns-pointing out that production of famaQ in UK relatively take less time compared to days taken to import the product from Brazil by 15 working days then; XLG should consider the decision of making famaQ. Time is a factor of consideration in production and if less time is taken to produce one unit of famaQ in UK it means there will be increased production and in turn, increased revenue as noted by Yin (2011). The other factor that favours XLG to consider make decisions is the fact that the cost of producing on unit is much relatively cheaper than that of importing a unit of FamaQ. Importing a unit costs £4.50 while producing it in UK is £3 this give XLG a cost advantage where production cost will be minimised at a significant rate and helps in maximising turnover as analysed by Collier (2015). Thus, it is advisable for XLG to be decisive on producing FamaQ in UK rather than importing it. However, this decision should be well assessed using several cost techniques to ensure the best decisions are made. Such techniques to calculate cost include incremental cost analysis also known as marginal analysis as described by Banton (2019).
Demand and volume of production- the other factor that favours make decision for FamaQ is the volume of production needed (Rahman and Islam, 2014). With the outbreak of coronavirus the organisation has noted an increase demand by 45% and it’s expected to rise with the continued effects of the pandemic. Thus, XLG need to produce large volumes of both its chemicals X and Y to ensure they supply their customers. Besides, this will not only be decision for a short term but also for long term since demand for cleaning agent continues to rise with increasing awareness on hygiene workplaces and in homes. Thus, there is opportunity for market growth for the products XLG and make decisions are favoured by this factor.
Intellectual property and supplier unreliability concerns- another factor that favours make decisions of FamaQ in XLG Company is the protection of patent right of FamaQ cleaning agent. The cleaning agent is an important element in producing the company products thus requires extreme close quality control. FamaQ has enabled the company to maintain it market leading position and since XLG operates in a competitive market it will be much wiser to make this product in house to ensure it is not easily imitable to their competitors in the market (Luenendonk, 2019). Besides, XLG should consider make decision on the basis of supplier unreliability caused after various countries put on a lockdown. The company should consider this decision as a long time solution for such crises where shipping or importing product could become stopped by such a pandemic in future.
Market aspects- XLG should consider the fact that it’s operating in a stiff competition thus should enhance on quality and at the same time cut on production costs (Rahman and Islam, 2014). The make decision of FamaQ will ensure the company assures their customers quality cleaning chemicals that are readily available upon request. Additionally, there is an expectation of good future sales of cleaning products thus XLG can opt for make decision. 
Infrastructure, raw material and skilled personnel- to consider make decision XLG requires to have skilled workforce, as Money matters (2020) describes, on handling and producing FamaQ so as not to interfere with quality. Besides, the firm should consider the availability of the plant or processing station for this product. XLG should also identify their supply market for the raw material used to make FamaQ. If these factors are available; that is raw materials for famaQ, skilled personnel and infrastructure then the company should opt for make decision as it favours them.
Access to the latest technology- the make-buy decisions in XLG will highly be influenced by several technology factors such as; ability to access to the latest production technology in the firm (Luenendonk, 2019). XLG being located in UK, one of the most leading country in technology, it stands better chance to access to latest technological innovation in their production thus they should opt for make decisions.
Government regulation and environmental factors- for a company to decide whether to make or buy decision they must evaluate whether there in a position that comply with legal requirement to make such products (Serrano et al., 2018). Moreover, the other factor that must be considered during make-buy decision is whether the decision will have adverse effects on the environment as result of high consumption of energy, water, or production of high waste and gas emission. XLG should weigh whether in house production of famaQ requires costly legal and environmental sustainability measures.  
Therefore, according to the analysis of several factors that affects make-buy decisions in a firm, it will be appropriate to recommend make decisions in XLG Company for their FamaQ cleaning agent.
[bookmark: _Toc46615471]Conclusion
To sum up variance analysis is a tool used by management to measure performance and improve to allow an organisation to gain a competitive advantage.  From the report they are different types of variance such as sales, and material cost variances analysis. From the report we can conclude that variances analysis is an important tool used to assess managers’ performance. The tool enables managers to stay focused and encourages result orientation in different departments. Variances analysis has benefits as well as drawbacks and both factors should be weighed when used to measure managers’ performance. On the other hand, as identified in the report; relevant costing is an important management accounting approach that enables a firm to make complex decisions such as in our case where XLG Company had to opt on make or buy decisions and various factors are to be considered during making such decisions.
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