[image: ]


MODULE CODE: LCBB5002 MANAGEMENT ACCOUNTING
TOPIC: REPORT
TEACHER: REXON NTING
STUDENT: HRISTIYAN PARVANOV
ID:1817604
WORDS: 2857




Table of Contents
Introduction	3
Part A.	3
Task i. Calculating the Sales Price Variance and Sales Volume Contribution Variance	3
Sales Price Variance	3
Sales Volume Contribution Variance	4
Task ii. Calculating the Material Price Planning Variance and Material Price Operational Variance	5
Task iii. Variance analysis and its impact (both of the benefits and drawbacks) on assessment of performance of the managers	6
Variance analysis	6
Different types of variances	7
Use of variances in assessment of the performance of the managers	7
.Benefits of using the variance analysis	7
Drawbacks of using variance analysis	8
Part B.	9
Analysis of the situation and decision making regarding the material FamaQ	9
Conclusion	10
Reference	12



[bookmark: _Toc49473400]Introduction
In the introduction of this report it can be said that variance analysis can help the business organisation in different ways if it can be used properly by the managers and management of the business organisation. The variance analysis is one of the most important analytical tool which can help the management of the business organisation in understanding the difference between the planned and actual activity and performance of the organisation. With the help of variance analysis, improving the performance by identifying the weaknesses and gaps in the performance help the business organisation in maintaining the continuous growth and development.
In this report, the discussion regarding the variance analysis has been conducted based on the given scenario along with the necessary calculation. Also the decision making process your based on the given case scenario and the variance analysis has been discussed. Also it is important to mention that the performance of the managers in the business organisation can be assessed with the help of variance analysis. Also the comparison of the planned and actual performance can be used for improvement purpose.
[bookmark: _Toc49473401][bookmark: _GoBack]Part A.
[bookmark: _Toc49473402]Task i. Calculating the Sales Price Variance and Sales Volume Contribution Variance
[bookmark: _Toc49473403]Sales Price Variance
Sales Price Variance = (Actual Price * Actual Units Sold) – (Standard Price * Actual Units Sold)
For product X – 
Actual Price = £ 45
Standard Price = £ 35
Actual Units Sold = 850 units
So, Sales Price Variance for product X = (Actual Price * Actual Units Sold) – (Standard Price * Actual Units Sold)
= (£ 45 * 850) – (£ 35 * 850)
= £ 38,250 - £ 29,750
= £ 8,500 F
For product Y – 
Actual Price = £ 37
Standard Price = £ 30
Actual Units Sold = 750 units
So, Sales Price Variance for product Y = (Actual Price * Actual Units Sold) – (Standard Price * Actual Units Sold)
= (£ 37 * 750) – (£ 30 * 750)
= £ 27,750 – £ 22,500
= £ 5,250 F
[bookmark: _Toc49473404]Sales Volume Contribution Variance
Sales Volume Contribution Variance = (Actual Unit Sold – Budgeted Unit Sales) * Standard Contribution Per Unit
For product X – 
Budgeted Unit Sales = 595 units
Actual Unit Sold = 850 units
Standard Contribution Per Unit = £ 25
So, Sales Volume Contribution Variance for product X = (Actual Unit Sold – Budgeted Unit Sales) * Standard Contribution Per Unit
= (850 – 595) * £ 25
= 255 * £ 25
= £ 3,675 F
For product Y – 
Budgeted Unit Sales = 595 units
Actual Unit Sold = 750 units
Standard Contribution Per Unit = £ 20
So, Sales Volume Contribution Variance for product Y = (Actual Unit Sold – Budgeted Unit Sales) * Standard Contribution Per Unit
= (750 – 595) * £ 20
= 155 * £ 20
= £ 3,100 F
[bookmark: _Toc49473405]Task ii. Calculating the Material Price Planning Variance and Material Price Operational Variance
Material Price Planning Variance = (Original Budgeted Sales * Standard Margin) – (Revised Budgeted Sales * Standard Margin)
Material Price Operational Variance = (Revised Budgeted Sales * Standard Margin) – (Actual Sales Quantity * Standard Margin)
For product X – 
Original Budgeted Sales = £ 3.70
Standard Margin = £ 2.50
Revised Budgeted Sales = £ 4.50
Actual Sales Quantity = 850 units
Material Price Planning Variance = (Original Budgeted Sales * Standard Margin) – (Revised Budgeted Sales * Standard Margin)
= (£ 3.70 * £ 2.50) – (£ 4.50 * £ 2.50)
= 9.25 - 11.25
= (2) A
Material Price Operational Variance = (Revised Budgeted Sales * Standard Margin) – (Actual Sales Quantity * Standard Margin)
= (£ 4.50 * £ 2.50) – (850 * £ 2.50)
= 11.25 - 2,125
= (2,113.75) A
For product Y – 
Original Budgeted Sales = £ 3.70
Standard Margin = £ 2.50
Revised Budgeted Sales = £ 4.50
Actual Sales Quantity = 750 units
Material Price Planning Variance = (Original Budgeted Sales * Standard Margin) – (Revised Budgeted Sales * Standard Margin)
= (£ 3.70 * £ 2.50) – (£ 4.50 * £ 2.50)
= 9.25 - 11.25
= (2) A
Material Price Operational Variance = (Revised Budgeted Sales * Standard Margin) – (Actual Sales Quantity * Standard Margin)
= (£ 4.50 * £ 2.50) – (750 * £ 2.50)
= 11.25 - 1,875
= (1,863.75) A
[bookmark: _Toc49473406]Task iii. Variance analysis and its impact (both of the benefits and drawbacks) on assessment of performance of the managers
[bookmark: _Toc49473407]Variance analysis
Variance analysis can be described as an analytical tool under management accounting which is used by the management of the business organisation for comparing the actual and original performance of the business organisation with the planned and budgeted performance. The difference between the planned and actual activity of the business organisation is known as the variances (D'Onza et al., 2016). It is important to notice that the difference can be positive or negative from the perspective of the business organisation. The positive stadium is known as the favourable variance from the perspective of the business organisation. On the other hand, negative variance is known as the adverse variance. The variance analysis can help the business organisation in providing the guidance to the management of the business organisation regarding the original scenario of the day snake and can help in covering the gap which is there to improve the performance and maintain the benchmark quality and standard. For both of the cost and revenue of the business organisation, the variance analysis can be used. It is important to remember that the variance analysis can help the managers and the management of the business organisation in providing a competitive advantage in the market.
[bookmark: _Toc49473408]Different types of variances 
Based on the effect of the variance, two different categories are found. These two categories are - favourable variance and adverse variance (Jacoby and Wang, 2018). Both of these variance help the management in identifying the weakness and improving their performance. But is also important to remember that the variances can also be categorised based on their nature. For example - direct material variance, direct labour variance, variable production overhead variance, fixed production overhead variance, and sales variance (Jacoby and Wang, 2018). The management of the organisation should have proper knowledge regarding the variance and their application for effective result.
[bookmark: _Toc49473409]Use of variances in assessment of the performance of the managers 
Variance analysis can help in assessing the performance of the managers within the organisation. monitoring the level and quality of the performance of the employees and the managers in the organisation is important better result. The planned or standard and actual performance always vary (Kolias and Arnis, 2019). So, Variance analysis can help the management of business organisation in analysing and evaluating the performance level of the employees. In this way, the level of performance of the managers as well as of the employees and workers can also be maintained and improved. this can help the business organisation in reduction of the risks in the business (Katsikeas et al., 2016).
[bookmark: _Toc49473410].Benefits of using the variance analysis
From the above discussion it is clearly understandable that the variance analysis has several benefits which can help the management of the business organisation in different ways. Some of the most important use and benefit of various analysis has been discussed below.
· The variance analysis is used for identifying the gap between the actual and planned activities of the business organisation. So it can be said that the variance analysis helps the business organisation in identifying the weakness for further improvement (Nishimura, 2019).
· The variance analysis has the ability to provide a guidance to the managers and management of the business organisation regarding how to improve the performance of the business as well as maintain the benchmark standard and quality.
· Variance analysis is one of the most important analytical tool which can provide the competitive advantage in the market against the competitor to the business organisation if it is used properly (Farkas et al., 2016).
· Any business has several risks which is needed to be minimised or eliminated write the management of the business organisation for maintaining the continuous growth and development of the business (Farkas et al., 2016). Variance analysis can help the management of the business organisation in risk management.
· For any business organisation especially those organisation who are involved in the manufacturing business, several make or buy decision is needed to be conducted by the management of the business (Nishimura, 2019). The variance analysis can help the management of the business organisation in improving the make or buy decision by providing useful information regarding each of the scenario.
· Also, variance analysis has the ability to help in increasing the shareholders’ value for the business organisation. By providing useful information the decision making ability of the management can be improved. This leads the organisation to achieve more success which eventually help the business organisation in increasing the shareholders’ value.
[bookmark: _Toc49473411]Drawbacks of using variance analysis
· One of the most important drawback of analysis is the source of data and information. It is important to remember that the different type of data and information please and needed for conducting the variance analysis and not found in the general financial statement published by the business organisation (Marzlin Marzuki and Ismail, 2019). In order to conduct the variance analysis, it is important for the analyst to go through the laser account and the daily record book of the business organisation. Because the data and information used in various analysis are the primary and basic data of the business (Marzlin Marzuki and Ismail, 2019).
· Another important drawback of variance analysis is the variance analysis cannot be conducted in the real time (Chiu et al., 2018). This implies that after a period of time, the variance analysis can only be conducted which can create delay in decision making. This is why the management of the business organisation is needed to focus on improving the scenario by adjusting the necessary changes after the variance analysis is conducted (Chiu et al., 2018). This can help the business organisation in maintaining the growth and development for the next period of time.
· Also it is important to remember that because of the detailed analysis procedure, a huge time is needed for conducting the variance analysis (Wen and Siqin, 2020). Also it can be said that without the expertise knowledge and skill variance analysis cannot be conducted.
[bookmark: _Toc49473412]Part B.
[bookmark: _Toc49473413]Analysis of the situation and decision making regarding the material FamaQ
Based on the case study we can say that it is understandable that the business organisation XLG Ltd is having a competitive edge in the market because of facility of the product FamaQ. This is why it is important for the business organisation XLG Ltd to maintain the use of the product of FamaQ for production of the chemicals of the company. In this way, they will be able to maintain their competitive edge in the market. 
But the management of the business organisation XLG Ltd should maintain the budget prepared for the cost and expenses. In this case scenario it is clearly understandable that the business organisation XLG Ltd is having a huge demand for both of their product chemical X and chemical Y in the market from the customers. This is why it is important for the organisation to maintain the standard and quality of their products. In order to maintain the working efficiency of these products, it is important for the XLG Ltd. to use the product of FamaQ in the production. But due to the lock down, conducting both of the import and export of the product of FamaQ has become costly and time consuming. This is why XLG Ltd.  Should find out the cost effective option between import the product FamaQ from Brazil or prepare the product FamaQ in the factories of United Kingdom.

From the above description of the case, it is clearly understandable that the cost of preparing the product FamaQ and delivering the product FamaQ in the house of United Kingdom is £ 3 per unit. Also as per the case study, the delivery time of the same will be decreased by 15 working days in case of production of the product FamaQ in the house of United Kingdom. But it has also been mentioned that in case of the import of the product from Brazil, the cost is £ 2.50 in the normal time per unit which is lower than the other option. This is why it is beneficial for the business organisation XLG Ltd to import the product FamaQ from brazil in case of the normal time. But in lockdown, the new cost of importing the product FamaQ from Brazil is £ 4.50 which is higher than the other time. As per the information, the business organisation XLG Ltd has paid £ 3.70 for importing the product from Brazil in the lockdown period which is also higher than the cost of production of the product FamaQ in the house of United Kingdom. This is why it can be said that for the business organisation XLG Ltd it is beneficial to produce the product FamaQ in United Kingdom which can help in reducing the extra cost of import and export. 
If the business organisation chose to reduce the product in the house of United Kingdom in the organisation will be able to save £ 0.70 per unit (£ 3.70 - £ 3 = £ 0.70) of product FamaQ. This will help XLG Ltd. in reducing the cost in the lockdown period (especially in the situation of higher demand of the chemicals) which can help the business organisation in lifting up the profit. This is why, it is recommended to the business organisation XLG Ltd to start the production of the product FamaQ in the house in the United Kingdom.
[bookmark: _Toc49473414]Conclusion
From the above discussion in the report it is really understand the well that for any business organisation it is important to differentiate between the planned and actual performance and activity for identifying the weakness and strength of the business. With the help of variance analysis which is a managerial tool generally used in management accounting, the management of the business organisation can easily identify the weaknesses of the business and can improve the performance by changing the necessary adjustments. Based on the given case scenario of the business organisation XLG Ltd, it can be said that the business organisation and decide about decision between purchase and production of the main material for the chemical of the business organisation in the special case scenario of the lockdown because of the pandemic. Also it is noticeable that with the help of proper calculation of variance analysis the business organisation can find out about the weaknesses of the business organisation which can be improved. The situations where the business organisation has faced adverse variance, can be improved by adjusting the strategies and planning of the business. In other word it can be said that the variance analysis can help any business organisation in maintaining the standard and quality as well as improving their performance. 
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