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[bookmark: _Toc47455653]Management Accounting
[bookmark: _Toc47455532][bookmark: _Toc47455654]Introduction
Every business aims at maximising benefits from each operation they undertake. To achieve this, businesses employ various measures during performance evaluation. Some of these measures can be categorized as financial while others are non-financial. Variances analysis in one of the tool used in management accounting to measure managers’ performance as will be elaborated in this paper. The purpose of this report is to first demonstrate some of the key variances through computation, then examine advantages and drawbacks of using variance analysis during decision-making. Finally, the report will evaluate how an organisation can make decision to mitigate and control risks.
[bookmark: _Toc47455533][bookmark: _Toc47455655]PART A
[bookmark: _Toc47455534][bookmark: _Toc47455656]Variances analysis
According to Jiambalvo (2019), variance analysis is a tool used to compute the deviation between standard and actual costs and identifying what could have caused such variances. There are different types of variances such as sales, overheads, material and labour. This section will analyse and compute sales and material variances in reference to information provided for XLG Company.
I. [bookmark: _Toc47455535][bookmark: _Toc47455657]The sales price variance and sales volume contribution variance
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 F

	Chemical Y
	37
	30
	7
	750
	5250 F

	Total sales price variance
	
	
	
	
	13,750 F



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 F

	Chemical Y
	750
	595
	155
	20
	3,100 F

	Total sales volume contribution variance
	
	
	
	
	9,475 F



II. [bookmark: _Toc47455536][bookmark: _Toc47455658]Material price planning variance and Material price operational costvariance
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 (unfavourable)
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 F
III. [bookmark: _Toc47455537][bookmark: _Toc47455659]Benefits and drawbacks of using variances to assess manager’s performance
As noted in the above calculation variances can be favourable or unfavourable and reflects how well operations in the organisation have been managed. Variances occur in different departments, product or territory in the organisation that are run by various managers (Shim et al., 2011). Thus, conducting an analysis for variances can help identify under performing as well as high performing managers. There are benefits associated with variances as well as drawbacks when used to assess performance evaluations as discussed in this section.
Benefits/merits of using variance analysis in assessing managers performance
Efficient decision making- variances enable managers to make efficient and forward-looking decisions mainly in cost control and quality improvement. It helps in accurate budgeting of different activities to minimise huge variance (Cleartax, 2019). If for example, a manager notes one department is performing poorly and cause for this performance is due to shortage of equipments then the manager can plan on buying new equipments or reducing tasks allocated in that department to minimise variances. Better and improved decisions made as result of identifying variances results in high performance for managers.
Helps managers to stay focused and be result oriented- management uses variances to assess line managers who are performing and those not performing. Managers are required to determine and explain the cause for unfavourable variation and also explain whether favourable variances are sustainable in the organisation success (Reeve et al., 2012). Thus, managers are pushed to regularly evaluate potential problem that may results in various variations such as costs and formulates solutions to solve these problems (Aruomoaghe and Agbo, 2013). This way performance and efficiency is improved and managers stay focused and alert of any possible activity in the organisation that may lead to deviations. 
Enhance responsibility accounting- variances enables management to measure performance of various responsibility centres such as departments, divisions or designation. For example, production manager will be answered for any material or costs variances that arise in production department. The managers are able to identify where wastage is coming from and reallocation of resources and tasks is done to increase efficiency. Thus, managers are forced to be extra careful while budgeting and allocating resources through oversight and monitoring of each activity as analysed by Okoh and Uzoka (2012).
Help identify arising managerial issues- variances analysis provides insight to the management on how well an organisation is being managed (Freedman, 2019). For example, if the procurement department for raw material is unable to secure on competitive bids or are unable to negotiate for price discounts then it may indicates managerial crisis in procurement department. Also unfavourable sales variance may indicate lack of proper training to sales representatives or maybe poor treated and lack motivation. Thus, when managers address such problems the organisation is able to perform well and variances disappears. 
Enhance assigning of responsibilities- variances enables managers to assign responsibilities in different departments or projects where differences occur as Aruomoaghe and Agbo (2013) identifies. For example, when a manager notices unfavourable material cost or labour efficiency variances then he/she can allocate competent personnel to increase control of these areas to boost efficiency and minimise variation.
Demerits/drawbacks of variance analysis
Encourages dysfunctional behaviours- when variance is used as a measure of performance it can encourage some dysfunctional behaviour for managers in different responsibility centres. Through variances some managers may only concentrate on achieving favourable variance while ignoring other tools that can be used to increase performance in the organisation. Thus, managers are forced to incorporate budget slacks, as identified by Reeve et al (2012), in order to meet the required targets and standards by the management. Other negative behaviour encouraged by variance analysis is purchasing cheap low materials, employing low skilled workers with low wage, as well as encouraging blame game between the manager and the workers in a specific department where deviation occurs. Overall, the manager aims only at short term results and tends to ignore long term goals and decision making for future business objectives as identified by Bragg (2018). 
Timing delay- most of financial reports that are needed when conducting variances analysis are complied at a given financial period such as monthly, quarterly, half or even yearly. This may take time to identify a variance and when the deviation is realized it could be late for any cause of action. On the other hand, management needs feedback much faster than time taken for variance analysis thus forcing management to use other tools to measure performance. Thus, due to prolonged period taken to compute this variance its relevancy when making decisions in the organisation lowers significantly (Cleartax, 2019).
Different sources of variances- causes of variances are not only available in accounting files which forces accounting staffs to through other sources of information such as labour routing, overtime record to determine causes of the deviation. This process then may be difficulty, time consuming and can increase costs of production due to add-on roles of locating other information in the department (Cleartax, 2019). Besides, failure to locate accurate information from various sources may fail the management to identify which area is poor managed.
Not favourable in small business- it requires huge financial investment to conduct a detailed variance analysis for each labour, sales, overheads, material variance component which may not be applicable for small business to assess manager’s performance. Thus, it may make no sense for a small business to rely on variance as a measure of performance evaluation. Additionally, variance analysis is mainly used in assessing overheads and material variances in manufacturing organisations while it’s limited to other business such as service industry (Bragg, 2018).
Offers no room for continues improvement- variance analysis tool provides no room for organisation to track on continuous improvement. When computing variances as explained by Freedman (2019), an organisation is only able to know if the variance is favourable or adverse however, this information doesn’t tell if that variance is getting worse or whether it is improving. Moreover, favourable variance tends to be ignored as much concentration is given to unfavourable one and this may results to bad business practices to attain a favourable outcome. For instance, if unfavourable labour quantity variance occurs in an organisation a manager may force employees to work off the clock or deny them breaks to attain favourable variance. At the end, this forced favourable labour quantity variance actually doesn’t indicates good business and bars organisation from improving their performance. 
[bookmark: _Toc47455538][bookmark: _Toc47455660]PART B
[bookmark: _Toc47455539][bookmark: _Toc47455661]Decision making in XLG Company
Management accounting allows an organisation to determine whether they should continue purchasing or manufacture a certain product needed in their operation to achieve success. By examining various factors such as costs variances, a business can possibly assess on buy or make decisions (Serrano et al., 2018). XLG is one the leading cleaning product company in the eastern part of Britain with other stores across the UK. Due to adverse impacts caused by coronavirus pandemic resulting to lock down in the UK to minimise contracting of this pandemic; business operations in XLG has become costly. The increase in costs is due to rise in price of importing one of their key cleaning agents FamaQ from Brazil. Hence, with the coronavirus spreading or other such adverse issue in future the company has to make firm decisions on whether to keep importing or make FamaQ in house here in UK. Thus, this section will analyse various factors that XLG should considers when opting for either buy or make decision for their FamaQ product.
[bookmark: _Toc47455540][bookmark: _Toc47455662]Factors to consider while opting for make-buy decision in XLG Company
Cost concerns- XLG Company needs to settle for the decision/option that minimises total costs of production.  When we compare the costs of in house of FamaQ with that of outsourcing from Brazil; the external price is relatively higher compared to that price of producing FamaQ in house in the UK. Currently with the crisis of coronavirus pandemic producing FamaQ in UK cost £3 while that of importing from Brazil is relatively higher costing is £4.50. Thus, if the company decide to manufacture FamaQ cost of production will be minimised. Therefore, the decision that favours reduced production costs is manufacturing in house (Kashyap, 2019).
Volume of production- high demand of a product requires high production to satisfy customers’ needs. Huge volume of production can only be achieved effectively if a company opts for make decision (Kashyap, 2019). With the Covid-19 pandemic XLG has realized increasing demand by 45 % for cleaning products. Besides, there is potential for growth in the company hence to facilitate enough production and meet demand successfully make decision is the most favourable for XLG company.  Make decision will not only favour current demand but also will ensure the company is able to effectively and efficiently meet high demands in future.
Supplier unreliability- is one factor that should be considered where opting for buy-make decisions as explained by Kashyap (2019). If there is interference in supply of FamaQ XLG can suffer decreased quality and quantity of their X and Y chemicals. The lock down initiated by various governments including UK due to covid-19 has made it hard and expense for product shipping overseas. Besides, proper evaluation has shown if FamaQ is produced in UK the time take to deliver the imported FamaQ from Brazil will reduce by 15 working days; time which can be used to produce more quantity of the same product. These effects of covid-19 should be an eye opener to XLG that in case the company faces such effects in future supply of FamaQ can be unreliable. To overcome issues of supplier unreliability XLG needs to opt for make decision.  
Patent rights- FamaQ is an important cleaning agent product used to produce X and Y chemical in XLG. This product has enabled the company to attain a competitive edge in the stiff competitive environment. Thus, there is need to protect FamaQ patent right to ensure total quality control of their products. To ensure patent right control over FamaQ in the competitive markets it’s advisable for the company to opt for buy decision (Kashyap, 2019).
Technological factors- access to the latest technology favours make decision in company. Having situated in UK one of the fastest developing country in terms of technological innovation as recorded by KPMG ( 2019) thus; XLG has a better chance to settle for make decision. The company will be able to access to the latest technology and innovation for efficient production of FamaQ. 
Availability of resources- having access to resources such as manpower, finances, plants/processing facilities among other equipments will determine whether an organisation needs to settle on buy or make decision (Kashyap, 2019). Since XLG has been a leading cleaning product company, it has a better position for access of different resources especially with high rate of unemployment acquiring of manpower will be lower and this favours the company to opt for make decisions.
Competitiveness- when there stiff competition in the market many organisations will try to minimise costs while enhancing quality. Make decisions will assure reliability and efficiency in production thus gaining a competitive advantage (Kashyap, 2019). XLG operates in highly competitive environment and FamaQ provides the company with a costly imitable factor for their products thus enabling the company to maintain it leading market position. Thus, to increase the competitive niche XLG needs to go for make decisions. In house production of FamaQ will not only increase competiveness but will also ensure customer’s needs are meet upon their requests unlike when waiting for the imported product to arrive.
Environmental concerns- other factors that may determine on whether to buy or make decision is issues on environmental sustainability. When a company opt for make decisions there must formulate on strategies on how to reduce energy, water, and waste and gas emission to the environment (Rajala et al., 2016). Therefore, if XLG has no developed environmental sustainability measures then the company can consider continuing importing FamaQ from Brazil however; if there well laid procedure on environmental sustainability then the company settle with make decisions.
Therefore, to conclude on make or buy decision XLG has numerous factors that favour make decisions of FamaQ. Thus it’s advisable for the company to start manufacturing in house in UK not only due to covid-19 pandemic but also for any other future similar adverse crises.
[bookmark: _Toc47455541][bookmark: _Toc47455663]Conclusion
variance analysis is an important tool used to evaluate performance by assessing deviations that occurs between standard and actual cost. From this report, variance can be favourable or unfavourable and management requires an explanation for each outcome, causes of the variances, and solution for minimising these deviations in future. Thus, management tend to use variance as a tool to assess manager’s performance where well managed departments or product will show favourable variances. Hence, as discussed in this report their various benefits associated with variances analysis such as helping managers in making efficient forward-looking decision. However, variances as a tool for evaluating manager’s performance has its drawbacks such as encouraging dysfunctional behaviours like buying cheap materials or incorporating slack budgets. Finally, the report has critically discussed some of the factors need to considered while opting for make-buy decisions such as costs analysis and volume of production.
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