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Introduction
 In order to understand where managers use variance analysis in their management process and what benefits it contributes to the successful operation of managers, it is needed to review the main information about variance analysis. 
It is also important to understand why the analysis of relevant costs is important when it comes to a management decision, related to the choice between the available options, to determine which is the most optimal option for the company's success.













Discussion
Part A
1. The sales price variance and sales volume contribution variance
Kenton (2019) shares this information: “Sales price variance is the difference between the amount of money a business expects to sell its products or services for and the amount of money it actually sells them for. Sales price variances are said to be either favorable, or sold for a higher-than-targeted price, or unfavorable when they sell for less than the targeted or standard price.”


	Description
	Actual price
	Standard price
	Difference
	Actual volume
	Sales price variance

	
	£
	£
	£
	
	

	Chemical X
	45
	35
	    10
	850
	8500 F

	Chemical Y
	37
	30
	      7
	750
	5250 F

	
	
	
	
	
	13,750 F


Sales price variance = (actual price – standard price) x actual volume

[bookmark: _Hlk50507108]






Accounting for management (2020) shares that: “A favorable sales volume variance indicates higher actual revenue than the standard revenue which usually translates into higher profit. An unfavorable variance, on the other hand, means lower actual revenue than the standard revenue which usually translates into lower profit for the business.”
Sales volume contribution variance = (actual sales volume – budgeted sales volume) x standard margin

	Description
	Actual sales volume
	Budgeted sales volume
	Difference
	Standard margin
	Sales volume variance

	
	£
	£
	£
	£
	

	Chemical X
	850
	595
	 255
	25
	6375 F

	Chemical Y
	750
	595
	 155
	20
	3100 F

	
	
	
	
	
	9475 F




2. The material price planning variance and material price operational variance
Open text bc (2020) shares this information: “If the actual price paid per unit of material is lower than the standard price per unit, the variance will be a favorable variance”.

[bookmark: _Hlk50525522]Material price planning variance= (original target price – general market price at time of purchase) x quantity purchased;
(£2.50 - £4.50) x 1600 = -2 x 1600 = £3200 A
Material price operational variance= (general market price at time of purchase – actual price paid) x quantity purchased;
(£4.50 - 3.70) x 1600 = 0,8 x 1600 = £1280 F







3. Describing conception of variances
Avercamp  (2020) shares this information: “Standard costing is an important subtopic of cost accounting. Standard costs are usually associated with a manufacturing company's costs of direct material, direct labour, and manufacturing overhead. Rather than assigning the actual costs of direct material, direct labor, and manufacturing overhead to a product, many manufacturers assign the expected or standard cost. This means that a manufacturer's inventories and cost of goods sold will begin with amounts reflecting the standard costs, not the actual costs, of a product. Manufacturers, of course, still have to pay the actual costs. As a result there are almost always differences between the actual costs and the standard costs, and those differences are known as variances.”
“Standard costs” and “related variances” play a key role in the management process because, if there is a difference between them, managers realize that the actual production costs differ from the planned costs.
Avercamp (2020) states that:
· “If actual costs are greater than standard costs the variance is unfavorable. An unfavorable variance tells management that if everything else stays constant the company's actual profit will be less than planned.”
· “If actual costs are less than standard costs the variance is favourable. A favourable variance tells management that if everything else stays constant the actual profit will likely exceed the planned profit.”





The figure below shows what the two types of variances are - price variances and quantity variances



[image: ]
(Quizlet, 2020)





4. Critically analyzing the advantages and disadvantages of using variances in the assessment of managers
Budgeting and variance analysis are key tools through which a company's managers can make quick and accurate decisions that match the real business environment (Cleartax, 2020)
Using variance analysis helps Managers to compare and identify the variances between:
Cleartax (2020) shares this information:
· “Previous-year actual results and current year’s budget, which helps them in planning and this is also a part of the budgeting process.”
· “Existing budget (current financial year) and current-year actuals, which helps them in meeting their commitments.”
· “Previous-year actual and current-year actual for analysing growth. This is done at year-end.”.

Cleartax (2020) shares the benefits of applying variation analysis:
“The use of analysis of variance in the decision-making process has the following positive effects: 
· “Competitive advantage”
· “Identifying the changes required in the business strategy”
· “Identifying any managerial concerns”
·  “Managing risk”
· “Creating shareholder value”







 



5.  Merits and demerits of using variance analysis

	MERITS
	DEMERITS

	EFFICIENCY MEASUREMENT -managers will be able to see and analyze which are the unfavorable variances and which are the favorable variances, i.e. through this analysis a real assessment of the work of the manager will be made. (Accountlearning, 2020)
	Employees may not provide accurate and real data on variance or they may try do not to show the negative variance because they want to cover up their incompetence. (Cfajournal, 2020)

	The manager can easily identify the cause of the general variances and accordingly take corrective decisions and actions. (Accountlearning, 2020)
	There is a risk of conflict between individual managers due to their different assessments in determining the material and non-essential.  (Cfajournal, 2020)

	Assists in carrying out a correction process by the relevant responsible manager, or separate department and section, separately for each identified variance. (Accountlearning, 2020)
	Cfajournal (2020) shares that: “Continuous budgeting system is the most efficient way of standard costing otherwise the variance analysis might not be as accurate.”

	The manager can determine which variations are controllable and which are uncontrollable and when undertaking the next operations, the manager takes into account these controllable variations
	

	[bookmark: _Hlk50595145]Creates awareness in the manager to prevent from the risk of wasting. (Accountlearning, 2020)
	



6. Using of variation analysis in evaluating the performance of XLC company's managers
The following variances were found for the XLC cleaning product company:
· The budgeted total sales are £1190;
· The actual total sales are £1600; 
The standard sales prices for the company product X is £35 have and the actual sales price is £45, and for product Y from the standard sales price is £30 and the actual sales price is £35.
The reason for this variance is the increased demand due to the changed situation due to Covid – 19. 
That variance is favorable for the company as it has the opportunity to increase its revenue.
But the amount of material variance is 410, which is unfavorable for the company.
And to compensate for this material variance, the purchasing manager must increase the purchase quantity by 410.
But this operation of the purchasing manager has a good reason: because by increasing the quantity of the purchase he meets the increased demand and thus he does not miss the business opportunity to increase the company's revenues.
The original target price for product X and Y is £2.50 and general market price at time of purchase for product X and Y is £4.50. But actual price paid is £3.70.
Material price planning variance is £3200 A
Material price operational variance is £1280 F
Material price variance is £1920 F


Part B
7. Definition of cost and relevant cost
According Atrill and Mclaney (2009) cost is: “Cost may be deﬁned as the amount of resources, usually measured in monetary terms, sacriﬁced to achieve a particular objective. The objective might be to retain a car, to buy a particular house, to make a particular product, or to render a particular service.”
Accounting tools (2020) shares this information: “A relevant cost is a cost that only relates to a specific management decision, and which will change in the future as a result of that decision. The relevant cost concept is extremely useful for eliminating extraneous information from a particular decision-making process. Also, by eliminating irrelevant costs from a decision, management is prevented from focusing on information that might otherwise incorrectly affect its decision.” 
[bookmark: _Hlk50595996]

8. Using make or buy decision
Ali, (2020) states that: “Make-or-buy decisions involve the assessment of whether an organization should continue manufacturing a product or service in-house, or if it should just buy those from an outside supplier.”

what are the advantages of outsourcing the production of goods:
· by outsourcing not important processes, the company can focus on the important processes;
· external contractors offer lower costs for some products and services
· non-limitation of production due to insufficient resources of the company;
· ability to deliver products of good quality.



To maintain the efficiency of his business, the manager must conduct a careful decision-making process when alternatives are available. When choosing one of these alternatives, the manager needs detailed information on the basis of which to decide which alternative is better for his business, and by using relevant costing criteria the manager is able to make the most optimal choice for his business (Ali, 2020).  

Managers use the alternative decision to make or buy during the making particular business decision when it is possible for influencing to the running costs and the relevant costs are related to this process.


	“Types of relevant costs”
	“Types of non- relevant costs”

	  “Future Cash Flows” - after a decision is made the financial costs that will be incurred in the future. (Ali, 2020)
	“Sunk cost” - these are the expenses that have been incurred in the past, they cannot affect the current and future cash flows of the company. (Ali, 2020) 

	“Avoidable costs” -these are the costs which, if the decision is not applied, these costs can be prevented. (Ali, 2020)
	“Committed costs” - these are costs that are not related to the company's decisions as they cannot be prevented and these costs will be incurred. (Ali, 2020)

	 “Opportunity costs” - these are the costs that are related to the cash flow that is set aside for the realization of the respective opportunity. (Ali, 2020)
	“Non – cash expenses” - these are depreciation costs and do not affect the company's cash flow. (Ali, 2020)

	Ali (2020) shares that:      “Incremental Cost
Where different alternatives are being considered, the relevant cost is the incremental or differential cost between the various alternatives being considered.”
	 “General overheads” these are the administrative costs that are not affected by the respective decisions taken. (Ali, 2020)










	RELEVANT COST
	IRRELEVANT COST

	“Future cost   that vary with decision under consideration” 
	“Cost that are the same irrespective of which decision is made”

	“The cost of being deprived of the next best option”
	“Cost that were incurred as a result of a past decision”

	“Those that vary with decision”
	“Those that do not vary with decision”


(Atrill and Mclaney, 2009)




9. Whether is possible to apply the relevant costing criteria when it comes to a decision to make or purchase a famaQ?



	RELEVANT COST CRITERIA
	IRRELEVANT COST CRITERIA

	“It must relate to the objectives of the business. Thus, to be relevant to a particular decision, a cost must have an effect on the wealth of the business.”

	It does not relate to the goals of the business

	“These costs relate to the future”
“It must differ from one possible decision outcome to the next. Only costs (and revenues) that are different between outcomes can be used to distinguish between them”

	“all past costs are irrelevant because what has happened in the past must be the same for all possible future outcomes.”                                                                                            


(Atrill and Mclaney, 2009)



FamaQ plays a key role for the company, as it provides a competitive advantage in a highly competitive business environment and is therefore essential for achieving business goals.

Due to the situation of the Covid 19 pandemic, the demand for detergents is forecast to increase in the future.

The company must decide whether to make - "The cost of making a famaQ unit in the UK is £ 3, with delivery times reduced by 15 working days.", or buy by delivering products from Brazil for "actually paid £3.70 per unit for famaQ."   

Making a famaQ unit in the UK is the better decision as it reduces the company’s costs by 0.70 for each product. It also reduces delivery time by 15 days and allows the company to take advantage of the current growing demand without wasting time waiting to receive delivery.
























Conclusion

Variance analysis is an essential tool for successfully assessing the managerial effectiveness of a manager and through it the manager has effective control over the costs of their operations. In a rapidly changing business environment, managers often have to make important decisions that affect the company's goals. A way for managers to decide which of the available alternatives is most optimal for the company's purposes is to use the appropriate relevant costing criteria.

through the use of variation analysis, the performance of the XLC company's managers is analyzed. The result of the analysis is that the purchasing manager has performed its function effectively by realizing the possibilities of the current business environment.

through the successful use of the relative cost criteria it is decided from the available options which is the most optimal for the XLC company - Making a famaQ unit in the UK.
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