







MANAGEMENT ACCOUNTING





Executive Summary 
Management accounting is crucial part of accounting system. It helps in evaluating business performance by use of accounting information. Variance analysis is part management accounting that helps in understanding favourable or unfavourable performance of business. The study sheds light on performance of XLG Company while operating in UK. XLG is cleaning product selling of UK who sells Chemical X and Chemical Y. Both the chemicals includes use of superior chemical agent famaQ. The study includes analysis of variance and make evaluation of make or buy decision has been made for XLG Company.  


Table of Contents
Introduction	3
Part A:- Analysis of Variance	3
(i):- Evaluation of sales price variance and sales volume contribution variance	3
(ii):- Evaluation of material price planning variance and material price operational variance	4
(iii):- Critically analysis of merits and demerits of using variances in assessing managers performance	6
Part B:- Analysing making or buying decision	8
(i):- Analysis and implication of relevant costing in XLG	8
(ii):- Reason for making or buying decision in XLG	8
(iii):- Meeting criteria of relevant costing by make or buy decision	9
Conclusion	9
References	11
 


[bookmark: _Toc56436281]Introduction
Management accounting is accounting of managers that helps in business decision making. It is provision of accounting information that helps business in management control and performance analysis. The study sheds light upon variance analysis and assessing make or buy decisions in XLG Company. XLG is a Cleaning Product Company which operates in the eastern part of Britain. The company produces two cleaning agents that are Chemical X and Chemical Y and superiors cleaning agent famaQ. So, analysis of variance in performance and meeting criteria of relevant costing by make or buy decision has been analysed in the current study.        
[bookmark: _Toc56436282]Part A:- Analysis of Variance
[bookmark: _Toc56436283](i):- Evaluation of sales price variance and sales volume contribution variance 
Variance analysis helps in understanding difference between budgeted performance and actual performance of venture. Positive variance indicates increase in profit which is also called positive variance. On the other hand, negative variance indicates decrease in profit. As per Arnold and Artz (2019), positive variance is not necessarily good for organisation and negative variance is not necessarily bad for organisation. Calculation of sale price variance has been made for XLG Company. Sale price variance is process of analysing difference in actual sale price and budgeted sale price of goods and services.           
	Sales Price Variance

	Company: XLG

	As on 2nd Quarter <March 2020>

	Details  
	Price <Actual>
	 Price <standard>
	Balance 
	 Volume <Actual>
	 Balance 
	Variance 

	X Chemical
	£ 45
	£ 35
	10
	850
	 £ 8,500 
	F

	Y Chemical
	£ 37
	£ 30
	7
	750
	 £ 5,250 
	F

	Sales Price Variance [Total]
	 £ 13,750 
	F

	<Formula>:-  Quantity sold <Actual> x (Selling price <Actual> - Selling price <Planned>)

	X Chemical =  850 x (£ 45 - £ 35), 
 Y Chemical = 750 x (£ 37-£ 30)


Sale price analysis of XLG indicates increment in sale price of Chemical X and Chemical Y. the company has charged £13,750 higher price on sale of both the chemicals. Thus, it has favourably impacted upon profitability of XLG Company. The company has favourable variance of £8,500 from Chemical X and £5,250 favourable variance from Chemical Y.      
Variance is efficient for understanding both positive and negative performance of company. Sales volume contribution analysis indicates proportion of sales volume contribution analysis in production. As opined by Spector et al. (2019), presence of favourable sales volume contribution variance indicates efficient performance of organisation. So, analysis of such variance has been conducted for XLG Company in order to assess variance in performance.    
	Sales Volume Contribution Variance

	Company: XLG

	As on 2nd Quarter <March 2020>

	Details  
	 Sales Volume  <Actual> 
	 Sales Volume <Budgeted>
	Balance 
	 Margin <Standard>
	 Balance 
	Variance 

	X Chemical
	850
	595
	255
	£ 25
	 £ 6,375 
	F

	Y Chemical
	750
	595
	155
	£ 20
	 £ 3,100 
	F

	Sales Volume Contribution Variance [Total]
	 £ 9,475 
	F

	<Formula>:-  <Sales volume (Actual) -  Sales volume (Planned)> x Margin <Standard>

	X Chemical = (850 - 595) x £ 25, 
Y Chemical = (750 - 595) x £ 20


Calculation of sales volume contribution analysis indicates favourable performance of XLG. The company has £ 9,475 higher sale volume contribution than budgeted contribution. So, sales volume contribution variance is favourable for venture. Besides, the company has £ 6,375 favourable variance from Chemical X and £ 3,100 favourable variance from Chemical Y.    
[bookmark: _Toc56436284](ii):- Evaluation of material price planning variance and material price operational variance
Evaluation of variance is useful in management accounting in order to conduct adequate decision making (Gong et al. 2018). Calculation of material price planning variance and material price operational variance has been conducted for XLG Company in order to assess its performance. So, calculation of such variance is efficient for projecting business performance in industry.  

    
	Material Price Planning Variance

	Company: XLG

	As on 2nd Quarter <March 2020>

	Details  
	 Target price <Original>
	 Market price <Standard>
	Balance 
	 Quantity Purchased <Actual>
	 Balance 
	Variance 

	X Chemical
	£ 2.50
	£ 4.50
	£ -2
	850
	-£ 852 
	U

	Y Chemical
	£ 2.50
	£ 4.50
	£ -2
	750
	-£ 752 
	U

	Material Price Planning Variance [Total]
	-£ 1,604 
	U

	<Formula>:-  (Target price <Original> - Market price <Standard> at purchase time) x Quantity Purchased <Actual>

	X Chemical= (£ 2.50 - £ 4.50) - 850, 
Y Chemical = (£ 2.50 - £ 4.50) - 750  


Determination of material price planning variance for XLG Company indicates unfavourable business performance.  It has been found that the targeted original price of Chemical X & Chemical Y was £ 2.50 but standard market price was £ 4.50. So, unfavourable variance in material price planning has been found. Thus, the company has total unfavourable variance amounting -£ 1,604 from Chemical X and Chemical Y.   
Material price operational variance helps in understanding difference in budgeted and actual performance of material price. According to Popovič et al. (2018), a higher amount of actual price paid than general market price indicates unfavourable variance of organisation. Calculation of material price operational variance has been made for XLG Company in order to assess its performance.         
	Material Price Operational Variance

	Company: XLG

	As on 2nd Quarter <March 2020>

	Details  
	 Market price <General>
	 Price paid <Actual>
	Balance 
	 Quantity Purchased <Actual>
	 Balance 
	Variance 

	X Chemical
	£ 2.50
	£ 3.70
	£ -1.2
	850
	-£ 851.20 
	U

	Y Chemical
	£ 2.50
	£ 3.70
	£ -1.2
	750
	-£ 751.20 
	U

	Material Price Operational Variance [Total]
	-£ 1,602.40 
	U

	<Formula>:- (Market price <General> - Price paid <Actual>) x Quantity Purchased <Actual>

	X Chemical = 1 unit of famaQ = X Chemical <1 Unit> (£ 2.50 - £ 3.70) - 850, 
Y Chemical = 1 unit of famaQ = Y Chemical <1 Unit> (£ 2.50 - £ 3.70) - 750


Determination of material price operational variance for XLG Company indicates unfavourable variance. The company has total -£ 1,602.40 unfavourable variance. So, it indicates declining performance of XLG Company. Moreover, the company has -£ 851.20 unfavourable variance from Chemical X and -£ 751.20 unfavourable variance from Chemical Y.   
[bookmark: _Toc56436285](iii):- Critically analysis of merits and demerits of using variances in assessing managers performance
Variance analysis is efficient approach for determining business performance. There are mainly two elements which contributes into variance analysis. These elements are actual performance and budgeted performance of commercial business (Raffoni et al. 2018). A manager has responsibility to assess whether the variance is favourable or unfavourable for business. A manager has a task to manage operations, resources and employees in organisation. So, operational management of company depends upon performance of manager. So, it helps in maintaining adequate business model of organisation. Therefore, it can be said that variance analysis is efficient for determining performance of company and manager. Say for an example, presence of favourable variance in sales price variance or sales volume contribution variance indicates satisfactory performance of manager and venture. On the other hand, presence of unfavourable material price operational variance and material price planning variance indicates unsatisfactory performance of venture. Further, merits and demerits of variance analysis in assessing performance of manager and organisation are discussed below:
Merits of variance analysis
· Analysis of variance act as process of controlling performance of organisation and manager. Evaluation of standard performance and actual performance of venture helps in assessing positive and negative performance of company (Wang et al. 2017). So, it act as tool of performance analysis. In management of XLG, variance analysis has helped understanding difference in sale price, material price and sales contribution. So, it helps in assessing manager’s performance. 
· Variance analysis is useful for understanding performance of employees. So, the manager would be able to assign task to employees as per their responsibilities. Usage of adequate costing system would help the manager in assessing variance in performance and preventing wastage of resources. In case of XLG Company, manager can use variance analysis for understanding performance of company. Variance analysis such as material price operational variance and material price planning variance helps in assessing performance of employees. So, the approach is efficient for assessing favourable or unfavourable variance in performance.     
· Evaluation of variance is efficient for determining control of manager over materials and resources. Presence of good control over resources and material indicates goods performance of manager and organisation (Garza-Reyes et al. 2018). So, it can be said that variance analysis is useful for assessing manager’s performance. Further, it also helps in understanding whether the manager is good decision maker or not. In XLG Company, presence of efficient manager helps in maintaining leading position in UK. It would help the company in coping with demand of cleaning products while operating in UK.      
Demerits of variance analysis 
· There are various drawback of variance analysis. One of the drawback of variance analysis is blame culture (Ferry and Eckersley, 2019). Implication of variance analysis increases blame culture in company. So, excess dependence on variance analysis reduces scope of achieving pre-determined gaols. In case of XLG Company, usage of variance analysis enhances blame culture in management. It may decline performance of XLG Company. Besides, evaluation of variance may increase dysfunctional behaviour in management. Manager may start buying cheaper materials for maintaining favourable variance in performance. So, the approach is not useful for judging manager’s performance. 
· Variance analysis is efficient approach of assessing business performance. However, the approach is lengthy and time consuming (Ibrahim, 2016). A manager is require to assess both budgeted and actual performance briefly before determining favourable and unfavourable business performance. But, in current situation whether demand of cleaning product has risen, manager of XLG is require to make quick decisions  for meeting the demand. So, the approach is not useful for examining manager’s performance in XLG.   
· Variance analysis may allow budgetary slack by over or under estimation of expenditures and overheads. As per Rath et al. (2020), it becomes tough for manager to assess cause of variance. So, the approach is not much useful for evaluating performance of organisation and manager. In XLG Company, it becomes tough to assess performance of manager as there is both favourable and unfavourable variance in performance.    
If we consider performance of XLG Company, due to increase in demand, sale price of both the chemicals increased. Therefore, when manager of XLG buys higher materials, it would demonstrate an admirable performance of manager as well as organisation. But, it may project unfavourable material quantity variance, but it would aid management in determining performance of manager. Increment in purchase price of superiors cleaning agent famaQ may aid into performance analysis of XLG Company and its manager.        
[bookmark: _Toc56436286]Part B:- Analysing making or buying decision 
[bookmark: _Toc56436287](i):- Analysis and implication of relevant costing in XLG
Relevant costing is management accounting term which focuses on avoidable cost incurred in specific business decision. Relevant costing helps in eliminating unnecessary cost which complicates business decision making (Danesh et al. 2018). So, as per such approach, avoidable costs are irrelevant for business. In case of XLG Company, implication of relevant costing approach would help in making or buying decision making. In Chemical X and Chemical Y produced by XLG, famaQ is crucial element. XLG imports the chemical agent from Brazil in order to produce Chemical X and Chemical Y. in current pandemic situation, price of famaQ has increased from £ 2.50 to £ 4.50. But, the company has acquired the chemical agent in £ 3.70. It displays an increase of (£ 4.5-£ 3.7) £ 0.8 in production expenditure. Furthermore, famaQ act as superiors cleaning agent for the products produced by XLG Company. Besides, demand of cleaning products (Chemical X and Chemical Y) has been raised by 45 %. Now, the company need to make decision whether it buy famaQ or produce in UK. So, implication of relevant costing would help the company in adequate decision making. Implication of such method would help XLG Company in avoiding irrelevant cost associated with operations.                
[bookmark: _Toc56436288](ii):- Reason for making or buying decision in XLG
Make or buy decision are useful for cost controlling in organisation. A company choose from make or buy decisions in order to get direct control over business operations. In current pandemic situation, demand of cleaning products has risen. So, XLG is require to produce higher proportion of cleaning products (Chemical X and Chemical Y). XLG is require to use one unit of famaQ for producing one unit of Chemical X and Chemical Y. But, due to current situation, market price of famaQ has been increased. So, it lead to decline profitability and revenue of XLG as it has to import famaQ at a higher price. Thus, the company must select from buying or making decision by help of relevant costing approach. importing of famaQ require £ 3.70 cost for XLG which is higher from budgeted cost, if the company produces the chemical agent in UK, then it would require £ 3 cost per unit and decrease delivery time of 15 days. Implication of relevant costing facilitates planning with limited factors (Foroughi et al. 2017). Moreover, planning with limited factors helps in enhancing profitability of venture. Opting for make or buy decision helps XLG Company in planning with limited factors.              
[bookmark: _Toc56436289](iii):- Meeting criteria of relevant costing by make or buy decision
It is necessary to analyse whether make or buy decision met criteria of relevant costing. Relevant costing helps in analysing avoidable cost of production. So, eliminating avoidable cost of production help in increasing profit from operations (Tam and Tuan, 2020). In management of XLG Company, analysis of make or buy decision is necessary for enhancing profit. In XLG, criteria of relevant costing consist of fluctuation of cost as per business decision, relation of cost with future and relation of cost with objective of business. However, it has been found that buying decision of famaQ does not meet criteria of relevant cosying. But, making famaQ in UK would help the company in meeting criteria of relevant costing and minimising cost of production. So, it can be said that making decision would be more beneficial for XLG Company. Through making decision, XLG can control the costs as per business decision and the company can make relation of cost with objectives of business. In addition, making famaQ in UK premises would help the company in meeting requirements of customers more efficiently and quickly. So, it can be recommended to XLG Company that it must make famaQ instead of purchasing it from Brazilian suppliers.            
[bookmark: _Toc56436290]Conclusion 
Management accounting is branch of accounting that facilitates internal control and performance management of company. Variance analysis is crucial part of management accounting that helps in evaluating favourable or unfavourable performance of commercial business. Sales price variance and sales volume contribution variance indicates favourable performance of XLG Company. But, material price planning variance and material price operational variance indicates unfavourable performance of XLG Company. It has been found that variance analysis is useful for understanding performance of manager and organisation. In XLG, variance analysis has helped understanding difference in sale price, material price and sales contribution. So, it helps in assessing manager’s performance. It becomes tough for manager to assess cause of variance. XLG Company must select from buying or making decision by help of relevant costing approach. Further, the company must make famaQ instead of buying it. It would help the company in curbing cost of production and increasing profit.  


[bookmark: _Toc56436291]References
Arnold, M. and Artz, M., (2019). The use of a single budget or separate budgets for planning and performance evaluation. Accounting, organizations and society, 732), pp.50-67.
Danesh, D., Ryan, M.J. and Abbasi, A., (2018). Multi-criteria decision-making methods for project portfolio management: a literature review. International Journal of Management and Decision Making, 17(1), pp.75-94.
Ferry, L. and Eckersley, P., (2019). Budgeting and governing for deficit reduction in the UK public sector: Act four—risk management arrangements. Public Money & Management, 2(1), pp.1-3.
Foroughi, A., Kocakulah, M., Stott, A. and Manyoky, L., (2017). Activity-based costing: Helping small and medium-sized firms achieve a competitive edge in the global marketplace. Research in Economics and Management, 2(5), pp.150-171.
Garza-Reyes, J.A., Kumar, V., Chaikittisilp, S. and Tan, K.H., (2018). The effect of lean methods and tools on the environmental performance of manufacturing organisations. International Journal of Production Economics, 200(5), pp.170-180.
Gong, M., Simpson, A., Koh, L. and Tan, K.H., (2018). Inside out: The interrelationships of sustainable performance metrics and its effect on business decision making: Theory and practice. Resources, Conservation and Recycling, 128(7), pp.155-166.
Ibrahim, M., (2016). Bounded Rationality and Budgeting. International Review of Management and Marketing, 6(4), pp.56-60.
Popovič, A., Hackney, R., Tassabehji, R. and Castelli, M., (2018). The impact of big data analytics on firms’ high value business performance. Information Systems Frontiers, 20(2), pp.209-222.
Raffoni, A., Visani, F., Bartolini, M. and Silvi, R., (2018). Business performance analytics: exploring the potential for performance management systems. Production Planning & Control, 29(1), pp.51-67.
Rath, A., Grittmann, P., Herholz, S., Vévoda, P., Slusallek, P. and Křivánek, J., (2020). Variance-aware path guiding. ACM Transactions on Graphics (TOG), 39(4), pp.151-1.
Spector, P.E., Rosen, C.C., Richardson, H.A., Williams, L.J. and Johnson, R.E., (2019). A new perspective on method variance: A measure-centric approach. Journal of Management, 45(3), pp.855-880.
Tam, N. and Tuan, L., (2020). Factors influencing adoption of activity-based costing in developing countr. Management Science Letters, 10(14), pp.3331-3338.
Wang, T., Thornhill, S. and De Castro, J.O., (2017). Entrepreneurial orientation, legitimation, and new venture performance. Strategic Entrepreneurship Journal, 11(4), pp.373-392.
    

12

