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[bookmark: _GoBack]Executive Summary
Management accounting or MA is an accounting formwork used by managers for internal decision making procedure of business. It also helps a manager in reflecting financial performance to stakeholders. The study is an approach to assess importance of MA in decision making and performance evaluating of company. Performance of XLG company has been analysed which sell Chemical X and Chemical Y in UK. Chemical X and Chemical Y are cleaning products whose demand has been increased in current pandemic situation. Use of variance analysis approach has been made for Chemical determination. Relevant cost accounting has also been assessed in the study.
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Introduction
Management accounting (MA) is an accounting provision used by managers of business for gathering financial information. MA aids in control function, financial performance projection and performance development of industry.  Management accounting helps a manager to make favourable decisions for business after analysing financial and non-financial elements of business.  The study sheds light on performance and decision-making process of XLG. XLG is a cleaning product company which mainly operates in Britain. Essential products of XLG include Chemical X and Chemical Y along with superior cleaning agent famaQ. In current pandemic situation, a significant increase in cleaning products has taken place. So, sales price variance, sales volume contribution variance and material price variances have been determined.
[bookmark: _Toc46856811]Part A
[bookmark: _Toc46856812](i) Determination of sales price variance and sales volume contribution variance
The sales price variance is process of analysing profit from actual sales of business. It is the different amount of money at which company expects to sell its product and real money the company received from sales. As opined by Budde (2009), variable analysis is subjected to MA research for facilitating and enhancing the decision-making abilities of business. In the case of XLG, sales price variance has been determined. A the time of selling Chemical X and Chemical Y in second quarter of 2020 determination of sale price variance helped XLG in assessing its profitability.
	Sales Price Variance

	Entity: XLG

	For Second Quarter of 20/21

	Description 
	Actual Price 
	standard Price 
	Difference 
	Actual Volume
	Actual quantity sold * (actual selling price - planned selling price)
	 Sum 
	Variance 

	Chemical X
	£ 45
	£ 35
	£ 10
	850
	 850 x (£ 45 - £ 35)
	 £     8,500 
	F

	Chemical Y
	£ 37
	£ 30
	£ 7
	750
	750 x (£ 37-£ 30)
	 £     5,250 
	F

	Total variance of sale price 
	 £   13,750 
	F


Determination of sale price variance shows favourable balance for both Chemical X and chemical Y. As per Emsley (2000), deterioration of variance can provide considerable amount of information related to issues in business. However, in case of XLG, presence of favourable variance indicates appropriate profitability of company in current pandemic situations.  
	Sales Volume Contribution Variance

	Entity: XLG

	For Second Quarter of 20/21

	Description 
	Actual Sales Volume  
	Budgeted Sales Volume  
	Difference 
	Standard Margin
	(Actual sales volume - Planned sales volume) * Standard Margin
	Sum
	Variance 

	Chemical X
	850
	595
	255
	£ 25
	(850 - 595) x £ 25
	 £     6,375 
	F

	Chemical Y
	750
	595
	155
	£ 20
	(750 - 595) x £ 20
	 £     3,100 
	F

	Total Sales Volume Contribution Variance
	 £     9,475 
	F


Sales volume contribution variance is useful measure for assessing contribution of profit due to difference in actual sales and budgeted sales. Determination of sales volume contribution has been conducted for XLG while determining difference in sales of cleaning products (Chemical X and Chemical Y). As observed by Emsley (2001), performance of an organisation partly depends on its problem-solving abilities and efficiency of managers. Determination of variance helps in assessing issues in production. At the time of calculating standard contribution margin, actual sales and budgeted sales have been considered. So, sales volume contribution for Chemical X and Chemical Y indicates favourable variance for business.             
[bookmark: _Toc46856813](ii) Determination of material price planning variance and material price operational variance
Determination of substantial price planning variance and material price operational variance has been conducted for XLG. Resolution of these variances helps a business in analysing variance in cost of product and quantity purchased. Agbo (2013), comparison between actual result and budgeted result act as variance. Hence, determination of such variance has been made while planning and operating in XLG  



	Material Price Planning Variance

	Entity: XLG

	For Second Quarter of 20/21

	Products 
	Original target price 
	Standard market price
	Difference 
	Actual Quantity Purchased
	(Original target price - Standard market price at purchase time) * Actual Quantity Purchased
	Sum
	Variance 

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

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

	Total Material Price Planning Variance
	-£     1,604 
	U


Determination of material price planning variance has been conducted for both Chemical X and Chemical Y. targeted price for the material is analysed at 2.5 pounds and the actual price spent is 4.5 pound. Hence, difference amount of -2 pounds has been investigated. An unfavourable balance of variance has been found for both Chemical X and Chemical Y. As per Owusu (2016), presence of improper balance indicates issues in profitability and management of business. It demonstrates that XLG is spending higher cost of acquiring famaQ. Hence, total unfavourable variance of -1604 pounds has been found.
	Material Price Operational Variance

	Entity: XLG

	For Second Quarter of 20/21

	Products 
	General market price
	Actual price paid
	Difference 
	Actual Quantity Purchased
	(General market price - Actual price paid) * Actual Quantity Purchased
	Sum
	Variance 

	Chemical X 
	£ 2.50
	£ 3.70
	£ -1.2
	850
	1 unit of famaQ = 1 Unit of Chemical X  (£ 2.50 - £ 3.70) - 850
	-£        851.20 
	U

	Chemical Y
	£ 2.50
	£ 3.70
	£ -1.2
	750
	1 unit of famaQ = 1 Unit of Chemical Y   (£ 2.50 - £ 3.70)  - 750
	-£        751.20 
	U

	Total Material Price Operational Variance
	-£     1,602.40 
	U


Determination of price operational variance for XLG has been conducted by considering actual price, general market price and exact quantity of purchase. As per the views of Owusu (2016), favourable variance shows positive performance, and unfavourable variance shows negative performance of business. In XLG, unfavourable variance for Chemical X is 851.20 pounds, and for Chemical Y it is 1602.40 pounds. It indicates reduction in production of business.    
[bookmark: _Toc46856814](iii) Analysis of Merits and demerits of variance in assessing performance of managers
Variance plays a vital role within an organisation to analyse performance and efficiency of business organisation. It helps in evaluating both financial and non-financial elements of business while determining efficacy of business. In a company, it is the work of manager to implement budget and regulate overheads and material purchased. Therefore, it can be said that determining variance in sales and materials can also depicts performance of manager. Hence, if the manager effectively performs positive variance take place in company. Similarly, negative variance indications dysfunctional performance of manager (Richardson, 2017). Therefore, in case of XLG financial and non-financial data of company during current pandemic situation must be determined for assessing performance of managers. 
Merits
Occurrence of wastage
Implication of variance analysis is useful for assessing wastage of resources. As per Sæther (2016), it is the work of purchase manager to allocate resources with minimum wastage. In XLG, analysing volume of wastage helps in assessing a manager's performance.  
Analysing manager’s responsibility
Variance analysis is useful for examining responsibility of manager. An organisation having favourable variance balance indicates efficient performance of the manager. Hence, the manager is responsible for mitigating issues from an organisational performance.  
Control mechanism
Variance determination act as control mechanism for organisation at the time of assessing performance of manager and financial performance. In company like XLG, implementation of variance analysis helps in determining whether the unfavourable balance is present in return or not. Improper balance can be control through utilisation of variance analysis.   


Efficient decision making
Mitigation of issues from performance through variance analysis helps inadequate decision making. As per Xie and Tan (2019), variance analysis is used for conducting forward thinking in business. Hence, production of managers as well as marketing can be enhanced through it.
Events under control
Performance of manger can be conclusively determined by clouting variance of activities under their supervision. If unfavourable balance of variance occurred performance of manager is unsatisfactory. In XLG favourable balance of revenue has been found that shows effective performance of manager.
Demerits
Encouragement of dysfunctional behaviour
Implication of variance analysis while assessing performance of managers may encourage dysfunctional behaviour in business (Weetman, 2011). It means that increment in unsatisfactory performance of staff and buying cheap materials may take place in business. 
Difficulty in tracing origin of variance
It becomes tough for organisation to assess reason behind occurrence of variance. Similarly, in XLG, it is difficult for the manager to find unfavourable variance in performance.
Allows slack
Implementation of variance analysis allows slack in performance of venture. Hence, efficiency of company and manager can be declined. 
Encourage blame culture
Implication of variance analysis can encourage blame culture in management. Hence, it leads to decline amicable relationship of staff within an organisation (Hirst and Yetton, 1999). In company like XLG encouragement of blame, culture falls performance of a manager.


Historical and time-consuming
This approach is based on historical data which do not suit for future needs of the business. Moreover, the procedure is time-consuming and lengthy as the manager needs to assess both actual and budgeted performance of a business.
It has been found that actual sales of XLG have increased in second quarter of 2020 due to increment in demand. So, the purchase manager of XLG would have purchased higher material than budgeted as per market demand. Therefore, unfavourable balance of material quantity variance can be found in business. However, performance of purchase manager of XLG can be analysed as efficient as no shortage of material has been taken place in management. Further, below are merits and demerits of variance in assessing performance of managers         
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[bookmark: _Toc46856816]Assessing decision to make famaQ in UK or import from Brazil during lockdown   
In XLG it has been found that famaQ plays an essential agent in production of Chemical X and Chemical Y. In current pandemic situation demand for cleaning products has been raised, which positively affects sales of the company. However, development of Chemical X and Chemical Y used in cleaning requires key agent famaQ. However, the company needs to import famaQ from Brazil. Importing famaQ requires 4.50 pounds each unit on which the company spends 3.70 pounds previously. However, original standard price of famaQ is 2.50 pounds each group.  Presence of current pandemic situation enhances risk and delay in getting famaQ from Brazil. As per relevant costing approach, unnecessary element and items must be made from company in order to improve the decision making of business. As per Dutta et al. (2013), relevant costing is an approach of MA in which describes avoidable cost incurred in specific business decision. Hence, pertinent costing implication approach is useful for taking an adequate business decision in XLG.
Relevant Costing
In MA system, relevant costing has more considerable significance as it highlights such cost constraints which ae required in financial decision making. A relevant cost is necessary to particular decision of management which would provide long terms success to business. As per the views of Wang et al. (2018), pertinent costing implication approach is useful for altering cost or activities within an organisation. In XLG, the implication of relevant costing is efficient for deciding whether the company should make or import famaQ from Brazil.     
Usage of making or buying decision
Making or buying decision is made within an organisation for choosing suitable option from manufacturing or purchasing a particular product.  It is an outsourcing decision which includes comparison between advantages and costs of building or buying.  Hence, implication of the cost-benefit analysis is efficient for taking accurate decision.  As per Shcherbina and Tamulevičienė (2016), additional consideration in making or buying decision can be provided to external factors of company which influences the decision-making process.  Also, original standard price of famaQ 2.50 pounds, increase in unit price 4.50 pounds and the amount paid by XLG that is 3.70 pounds must be considered at the time of deciding on buying or making. It has been found that each unit of Chemical X and Y requires one group of famaQ and demand of Chemical X and Y has been increased by 45% in current pandemic situation. Hence, usage of famaQ is seemed to be useful for manufacturing of cleaning product. Further, manufacturing of famaQ in UK requires 3 pounds in production along with reduction in delivery time by 15 days.   
Meeting of relevant costing criteria by decision-makers to make or buy famaQ
Mitigation of relevant costing's criteria in decision making of XLG is efficient in order to rake appropriate decision.  As per relevant costing method, whether the cost is related to objectives of business is required to be analysed. Hence, it has been found that deciding famaQ needs 3 pounds but purchasing famaQ needs cost of 4.50 pounds. Therefore, making of famaQ would help the business in declining operating expenses and increasing revenue. Hence, making decision is more appropriate for objective of business. Determining relation of cost components with critical requirements of future is necessary for business in order to gain higher earnings. In case of XLG, it has been found that famaQ is critical ingredient required in development if Chemical X and Chemical Y. demand for cleaning product is rising in current pandemic situation. Hence, there would be an increase in demand for famaQ in current situation. Production of famaQ requires 3 pounds, but the company needs to pay 1.50 pounds extra for using it. Hence, making decision is more relevant for future objectives of business.

Determination of cost competent plays a vital role in decision making of buying or purchasing. As per relevant costing approach, fluctuation of cost as per decision of business needed to be analysed.  In case of XLG, it has been found that cost of buying decision is less favourable as compared to making decision. Expenditure of company will rise if the company imports famaQ from Brazil. Moreover, profitability of company may also decline due to buying decision making. Therefore, it can be said that cost of making in-house famaQ is more efficient for XLG than recent selling price of Brazilian suppliers. As opined by Ríos et al. (2018), reduction in operating expenditure is useful for company in order to enhance profitability. Making famaQ in-house would help XLG in reducing its operating expenses and increasing profitability of business. Moreover, the company would able to gain higher profit in near future with increment in demand for cleaning products. Hence, when application of Chemical X and Chemical Y rose by 45%, the company would secure an adequate amount of profit by spending less amount on famaQ. 
[bookmark: _Toc46856817]Conclusion
Management accounting is useful for assessing financial and non-financial performance of business. Variance analysis is useful approach of MA which is required for determining issues in performance of business. In management of XLG favourable variance has been found which indicates appropriate performance of business.  Insinuation of relevant cost accounting act as useful approach for decision-making process. Determination of variance aids in assessing issues in performance. At the time of evaluating standard contribution margin, actual sales and budgeted sales have been measured. In XLG Company, it has been found that the company must make famaQ for reducing is operating expenses. It would also help the company in increasing its revenue balance in current situation.  It has been found that deciding famaQ meets all the criteria as per relevant cost accounting. Hence, it would bring more success to business in future.   
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