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[bookmark: _crb9tnuhwcbi][bookmark: _Toc47111963]Introduction
Management accounting or managerial accounting is the process where information is gathered from the financial department for the purpose of further processing of financial information and resources to the business and the managers for the sake of decision-making. The management accounting is completely used by the internal business managers. As said by D'Onza et al. (2016), the objective of managerial accounting is to make use of statistical data that are required for the assessment of better and accurate decision-making, controlling prices and activities in the business and growth and development prospects of the company. This study is about one of the tools of managerial accounting which is variance analysis to be applied to XLG companies in terms of determining its sales and material variances. 
[bookmark: _Toc47111964]PART A
[bookmark: _Toc47111965](i) Calculate sales price variance and sales volume contribution variance
The sales price variance is the cost and management measure to measure the difference in sales turnover due to the variance between the actual and budgeted selling price
Sales Price variance = (Actual price- Standard Price)* Actual unit
Chemical X = (45-35)*850 = £8500
Chemical Y = (37-30)*750 = £5250
Sales Volume Contribution variance = (Actual volume-Budgeted volume)* Budgeted Price
Chemical X = (850-595)*25= 6375
Chemical Y = (750-595)*20 = 3100
Sales Value Variance = Actual Sales-Budgeted Sales
Or, Actual volume*Actual price- Budgeted volume*Budgeted price
Chemical X = 850*45-595*35 = 38250-20825 = £17425
Chemical Y = 750*37-595*30 = 27750-17850 = £9900
In the given cases, the variance is favourable that suggests that there is a higher selling price which the company has actually released as against the anticipated standard or budgeted price. The following could be the reason for the favourable sales price variance to occur for XLG-
· The decrease in the number of competitors in the market
· Improvement in the strategy of product differentiation and market segmentation
· Better promotion and aggressive sales campaign
The sales volume contribution variance also is known to be sales quantity variance is an instance that occurs when the actual quantity of selling units from the company is altered from the expected quantity of units sold during a specific period of time (Messer, 2016). In other words, it is defined as the difference between the standard units sold at a budgeted price and the actual units sold by the standard price. 
In the present scenario of XLG, it is a situation of favourable sales volume variance that shows a greater actual sales turnover earned by the business with respect to standard sales those results in defining higher profitability for XLG. In this case, the actual units sold by XLG is much higher than the expected quantity of output solid which turns out to be a favourable sales volume variance for the entity. 
[bookmark: _Toc47111966](ii) Calculate material price planning variance and material price operational variance
Material Price Planning Variance = (Original price- Revised price)* Actual Number
(£2.50-£4.50)*1 = -£2
Material Price Operational Variance = (Actual price- Revised price)* Actual Number
=(£3.70-£4.50)*1 = -£0.80
A material price planning variance illustrates the efficiency of the managers on the estimation of the future prices of goods and services (Kolias  and Arnis, 2019). On the other hand, the operational variances are the measurement about how the purchasing department of the entity is efficient in depicting the market condition that is currently prevailing in the market for the organizational goods and services. It ignores the factor that cannot be controlled by the internal purchase department. 
[bookmark: _Toc47111967](iii) Critical assessment of the advantages and disadvantages of variances for analyzing managers performance
Variance analysis determines either a favourable or unfavourable situation by comparing the actual financial performance of an entity with the standard benchmark. The outcome significantly determines any material facts that change from the actual. Expected or planned target results. An event of exclusion or inclusion of a financial item strongly impacts the decision-making action within a business (Marzlin Marzuki and Ismail, 2019). Therefore, companies resort to setting market standards based on which the actual performance is compared. The variance analysis is computed primitively for budgetary control where the management accountants of the business use their professional knowledge and skills plans and prepare a budgetary process. It defines the roles to be performed by the financial and managerial accountants of the business and therefore, variance analysis is considered to be one of the decision-making criteria in accounting. 
The advantages of variances to estimate the managerial performance are as follows-
Performance Measurement: It is used for fewer efficiency managers and other internal users of accounting information to examine the unfavourable variances as a bad indication of the performance and adverse variance to be a good performance. The variance analysis is considered to be an efficient tool for the assessment of the performance of the lower and middle managers (Fandel et al., 2020). However, utmost care must have adhered when using the variance report as a summary study to reduce cost and to make assumptions.  
Responsibility Accounting: It is another method which is included within the technical sphere of management accounting for the purpose of describing how the managers can be held responsible for what they do and how they perform. As said by Hout (2017), companies nowadays are structurally divided into the decentralised organisational structure and the departmental head are responsible for the resources allocated and optimised with due care. The computation of variance analysis is conducted departmental-wise that makes the managers easy to be actually held responsible for good and bad decision-making and ascertain any material deviation from the planned activities to actual outcomes. 
Management by exception: It is conducted by drawing material variance to alert the management of the company about the specific areas where there is a large gap between planned activities and resultant outcome drawn from the actual activities. 
Controlling Expenses: Variance analysis plays an important role in cost control. The management accountants take utmost care in conducting controlling actions to reduce wasteful expenditure in situations of adverse variance (Elbarrad and Saccuccif, 2016). If any such situation arises, the concerned managers conduct an in-depth study of the cause of such adverse variance and if no suitable explanation can be gathered from the concerned team then the top management makes appropriate and rigid controlling actions. 
Indicating departure: Variance analysis makes a clear indication about the departure in terms of expected results to be drawn before conducting activities. Such a department is greatly considered to be important for investigation by the management (Nishimura, 2019). The work of the management is to gather relevant facts and figures about the department and specifically in terms of adverse departure or a negative variance where cost is higher than the benefits. 
Adjustment of budget estimates: The variance analysis is performed to make rational future adjustments of the budgetary estimates. In a situation where there are no alternative methods available other than variance analysis to perform budgetary estimates, the wrong adjusted and estimated for the future. 
Roles and responsibilities: Variance analysis depicts the system of allocation of roles, responsibility and accountability of each of the employees and the managers within the business. All the respective staff in the department shall be made accountable for the occurrence of adverse variances outcome when material, labour and overhead cost is greater than budgeted material, labour and overhead costs. 
The disadvantages of variance analysis as a performance measurement for managers are:
Delayed results: Variance analysis undertakes all the activities together which is based on financial results and therefore released at a much later period which is after the publication of quarterly reports of the company. Therefore, there is an existence of a huge time gap which thereby effects in taking remedial action for an adverse variance. All possible sources of variances cannot be solely dependent on the accounting information which makes the variance report to look cumbersome. 
Lack of budgetary practice: If the organisation does not perform budgetary approach or prepares budget without taking much attention to the detailed analysis of each of the line items of the budget, then the budgeting process is loosely down which cannot provide the actual variance result in the form of either favourable or unfavourable. After which the analysis of variance is not considered as a useful activity. 
Manipulation of variance: The result generated from the variance analysis can be easily manipulated by the employees for their own use and justification. Based on the manipulated results, the management shall take up incorrect steps to get favourable variances and just to avoid a situation of negative variances (Shibly, 2018). For instance, a company might have incurred a high unit of purchase for the low quality of material at a cheaper price. This is done to make the material usage variance to predict a favourable image. The employees in the purchasing department try their best to hide the actual facts of negative variance to undisclosed their inefficiency and to have personal benefits. 
Not suitable for the technological industry: the management accounting tools like variance analysis are not suitable for the automobile and technology industry due to their dynamic nature. It is due to the production requiring frequent up-gradation of the system due to prohibition of obsolescence or change in the dynamic nature in the technological industry, every time a new budget shall be prepared with new figures showing new cost and new benefit. This would cost a heavy expenditure on the expense budget for the company since the preparation of the budget requires an investment of huge resources and time. 
Further investigation: Once the variance analysis is performed, it only provides a synopsis about the expected sales and profit margin of the company. The further managerial decision cannot be made in terms of only these two components. Therefore, further investigation is required to examine whether there are additional components for the assessment of variance analysis and if so whether they are favourable or unfavourable for the business currently. 
[bookmark: _wmfiavw00oql][bookmark: _Toc47111968]PART B
[bookmark: _ru19f4k8606][bookmark: _Toc47111969]Report on the assessment of decision of making famaQ in-house or import goods from Brazil
The decision of famaQ to reside its business in the UK or to continue its import of chemical and raw materials from Brazil is fairly dependent on the following factors. These include competitive advantage, the demand for the product based on market research and cost of production of one unit.  
(a) It is proven that famaQ provides a competitive advantage to XLG which is a market advantage of a business over its competitors for gaining better customer based by offering the consumers goods and services of a higher value having greater benefits. Competitive advantage is provided by famaQ to XLG in the form of provided product benefits that justifies its higher demand due to the lockdown situation currently present in the world economy. The competitive advantages gained by XLG are in two forms- comparative advantage as well as differential advantages (Tabitha and Oluyinka, 2016). On one hand, the company enjoys the ability to produce better quality cleaning ingredients that require one unit each of chemical X and Y to be procured from the famaQ and imported from Brazil. It brings in better efficiency of the cleaning product in the respective market of XLG than its market competitors which results in higher profit margin. Moreover, the differential advantage is gained by XLG when the product is seen to be both unique as well as of higher quality by the consumers than that of the competitors; it creates higher demand in the market. The competitive advantage is greatly infused by famaQ to XLG through economies of scale, efficient internal management and great geographical location in the UK.
(b) With an increase in the demand of X and Y, the prices shall shift down as the demand and prices of the products have an inverse relationship with one other. It means, an increase in demand leads to a fall in the prices and vice versa. This shall help XLG in importing the superior cleaning chemicals from Brazil to the UK at a cheaper price which was earlier paid to be £3.70 per unit for famaQ. Through this change, the total cost of production for XLG shall reduce. How Vere, the company will not be inclined to reduce the market price of the product and thus, it shall be earning higher profits than before. Under the given situation, XLG should continue its decision of importing chemicals from Brazil even in the present situation of lockdown where there is a restriction on the international travel of both passengers and goods. In economic terms, an increase in demand for the products shall allow the business entrepreneurs to increase their present sale quantity when the demand elasticity is higher (Pagare, 2020). Therefore XLG will be more inclined in selling more quantities of its cleaning products as it will help in the increase of sales and therefore the profitability of the company in better handling and managing of its existing price structure. Here the price points will help the entity to earn a greater source of sales turnover.
(c ) If XLG refuses to import the high-quality chemicals of X and Y from Brazil, it will facilitate the company to increase its cost of production by £3 with a reduction in the delivery time by 15 working days. In this case, the XLG will have to measure the opportunity cost between the two. Opportunity cost is defined as the cost or the benefit which is given up by an entity to choose the next best alternatives. XLG is required to measure the total transportation or the import cost that it has been incurring over the period of time and even during the lockdown to procure Chemical X and Y from Brazil. As mentioned the actual price of the product was £3.70 per unit which increased by £4.50 per unit. Therefore, for every unit, XLG is required to spend an additional of £0.80 per unit. It can be observed that it will be wise for the company to produce the chemical in-house rather than purchasing from Brazil. Undoubtedly, this will bring in an additional cost of production by £3 which is however lower than the revised price as £4.50 and therefore, must switch over its decision to stop importing from Brazil and produce all necessary raw materials in-house. 
[bookmark: _9hnsxp5ei863][bookmark: _Toc47111970]Conclusion
[bookmark: _85swds8nr6pa][bookmark: _Toc47111274]Based on the above analysis, it can be said that managerial accounting is very important for decision-making purposes. It helps the managers and other important managerial personnel in making fair decisions that will result in higher efficiency and benefit for the business. Therefore, for every departure, a variance report is produced at the end of every year that helps the top management to ascertain the area of improvement and where the cost has overpowered the budgeted cost of the business. However, in the case of higher actual revenue, the company uses the same in meeting the deficit expense of the company through the mechanism of set-off. The carry forward of losses brings in greater burden on the entity in the following years to earn profits positively. Likewise, XLG is suggested to continue its in-house production of chemicals that are required for the production of cleaning products for the company as it will help the entity in generating more revenue to the business. However, initially, it may be required to experience a negative CVA, however, in the long-run, it shall be more beneficial.  
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