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Executive Summary
Management accounting (MA) is an accounting branch which is used in business for maintaining internal control over performance and management. Managers of company mainly use this branch of accounting for business decision making. This study includes an analysis of MA in XLG Company. It is a UK based company which offers cleaning products "Chemical X and Chemical Y". The study analysis performance of the company as well as a manager at the time of operating in current pandemic situation elements like variance analysis, buying or making decision and merits and demerits of variance in assessing manager's performance has been discussed in the study.
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[bookmark: _Toc48494263]Introduction
Management accounting or MA provides financial and non-financial information to managers that help in organisational decision making. This study is an approach to understand the implication of variance analysis for assessing performance of a company. Moreover, the study includes performance analysis of XLG company which is a cleaning product company located in the eastern part of Britain. FamaQ is the critical chemical agent required by the company for producing its cleaning products. Hence, the study includes buying or making decisions of FamaQ by XLG Company. 
[bookmark: _Toc48494264]Part A: Variance Analysis
[bookmark: _Toc48494265](i): Calculation and analysis of sales price variance and sales volume contribution variance
Variance analysis is subject of MA in terms of facilitating and influencing business decision making. From an organisational perspective, variance analysis mainly focuses on trade-off between incentives and risk-sharing. Variance analysis is a crucial element of budget preparation in agency settings (Budde, 2009). Sale price variance analysis is used for understanding the variance between actual sales price and budget sale price of company. XLG has analysed it for understanding fluctuation is sale price of Chemical X and Y in the second quarter of 2020. 
	Sales Price Variance

	For XLG

	As on March 2020 (2nd Quarter)

	Items
	Price (Actual)
	Price (Standard)
	Difference
	Volume (Actual)
	Balance
	Variance

	X Chemical
	£45
	£35
	£10
	850
	 £8,500 
	F

	Y Chemical
	£37
	£30
	£7
	750
	 £5,250 
	F

	Sales Price Variance (Total)
	 £13,750 
	F

	Formula: Actual quantity sold x (actual selling price - planned selling price)

	X Chemical=850x(£45-£35)=£8,500,  Y Chemical=750x(£37-£30)=£5,250


Sale price variance of Chemical X and Y is evaluated by considering actual price and standard price of both products. An increment of £10 and £7 has been found in both chemicals. It has created favourable variance in the sale price of both chemicals, which is efficient for XLG for gaining competitive edge.  As per Emsley (2000), variance analysis includes three major stages such as calculation of variance, identification of problem and causes of problem.  
An organisation may implicate standard costing approach for conducting variance analysis of productivity. As stated by Raghavan (2019), standard costing is a costing method which is used to compare standard revenue and costs with actual results. Sales volume contribution variance is useful for analysing variance taken place in standard sales volume and real sales volume contribution. Sales volume contribution of XLG shows increment taken place in gross earnings of venture through sales.
	Sales Volume Contribution Variance

	For XLG

	As on March 2020 (2nd Quarter)

	Items
	Sales Volume  (Actual)
	Sales Volume (Budgeted)
	Difference
	Margin (Standard)
	Balance
	Variance

	X Chemical
	850
	595
	255
	£25
	 £6,375 
	F

	Y Chemical
	750
	595
	155
	£20
	 £3,100 
	F

	Sales Volume Contribution Variance (Total)
	 £9,475 
	F

	Formula:  (Actual sales volume - Planned sales volume) x Standard Margin

	X Chemical=(850-595)x£25=£6,375, Y Chemical=(750-595)x£20=£3,100


In sales volume contribution of Chemical X and Y, actual and budget sales value has been analysed for understanding addition in contribution. Therefore, total sales volume contribution of £9475 has been found that shows the favourable variance in sales volume. Moreover, both Chemical X and Y have positive variance in second quarter of 2020. Increment in sales margin enhances contribution of sales for company (Ni and Zhu, 2016). XLG has earned (£255+£155=£410) extra from sales which have increased profitability.
[bookmark: _Toc48494266](ii): Calculation and analysis of material price planning variance and material price operational variance
Every organisation pursues maximisation of profitability and growth from its operation.  An organisation can maximise its benefit through appropriate planning and monitoring plan so that they do not deviate adversely from objective of business (Agbo, 2013). Variance analysis helps business in ensuring that arrangements are as per aspirations of business by preventing deviation.  Material price planning variance is difference between budgeted material price and actual material price of product. XLG has calculated such variance for measuring variation in targeted price and actual price of material used in Chemical X and Y.


	Material Price Planning Variance

	For XLG

	As on March 2020 (2nd Quarter)

	Items
	Target price (Original)
	Market price (Standard)
	Difference
	Quantity Purchased (Actual)
	Balance
	Variance

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

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

	Material Price Planning Variance (Total)
	-£1,604 
	U

	Formula:  (Original target price-Standard market price at purchase time) x Actual Quantity Purchased

	X Chemical=(£2.50-£4.50)–850=-£852, Y Chemical=(£2.50-£4.50)-750=-£752  


Material price planning variance of XLG shows different of £2 in material price of Chemical X and Y. The company is required to pay £ higher for obtaining materials in second quarter of 2020 due to a pandemic situation. It leads to create an unfavourable variance in material price variance of XLG, which is not suitable for the competitiveness of company.  It adversely affects profitability and contribution margin of XLG. 
An organisation can aid in its sustainability and growth by improving the profit balance.  The implication of standard costing is useful for venture for analysing variance in performance. Standard costing is a sophisticated system of cost variance analysis which enables company in gaining higher sustainability in production (Dutta et al. 2013). In XLG company usage of standard costing method can be analysed for evaluation of variance. Material price operational variance help an organisation in understanding difference in actual price and market price of the material.
	Material Price Operational Variance

	For XLG

	As on March 2020 (2nd Quarter)

	Items
	Market price (General)
	Amount paid (Actual)
	Difference
	Actual Quantity Purchased
	Balance
	Variance

	X Chemical
	£2.50
	£3.70
	£-1.2
	850
	-£851.20 
	U

	Y Chemical
	£2.50
	£3.70
	£-1.2
	750
	-£751.20 
	U

	Material Price Operational Variance (Total)
	-£1,602.40 
	U

	Formula:  (General market price - Actual price paid) x Actual Quantity Purchased

	X Chemical=1 unit of FamaQ=1 Unit of X Chemical (£2.50-£3.70)–850=-£851.20,  
Y Chemical=1 unit of FamaQ=1 Unit of Y Chemical (£2.50-£3.70)–750=-£751.20



In XLG Company, material price operational variance has been evaluated for understanding impact of increase in price of FamaQ on production of Chemical X and Y. Thus, an unfavourable variance has been originated in the production of Chemical X and Y. the company requires to pay higher cost for importing FamaQ from Brazil, which increases rate of production. An organisation can conduct cost volume profit analysis for assessing feasibility of production process (Abdullahi et al. 2017). However, increment in market price of FamaQ has declined feasibility of producing product X and Y. 
[bookmark: _Toc48494267](iii): Critical examination of variance analysis usage through its merits and demerits in determining managers’ performance
 A manager is person who is responsible for overseeing execution of the company by managing operation, employees and resources. A business model relies upon operational management structure and leadership arrangements of business. A manager plays an essential role in maintaining sound functional structure. A company can utilise variance analysis for determining manager's performance. For instance, organisation can measure ability of manager by resource buying decisions, negotiation decision and material allocation decision in business. When a manager maintains appropriate performance, no variance or favourable variance may occur in business that shows a satisfactory performance of manager.
However, presence of unfavourable variance indicates adversely performable of venture as well as manager. In case of XLG Company, actual sales price of chemical X and Y has increased due to increased demand. So, if the manager purchases more materials for fulfilling requirements, it would show an excellent performance of manager. It may show unfavourable variance in material quantity variance, but it would enable management in fairly determining manager's performance. Besides, increasing purchase price of FamaQ can also be considered in the manager’s performance determination. Below are the merits and demerits of variance analysis for examining performance of manager:
	Merits 
	Demerits

	Management can utilise variance analysis by determining difference in actual and standard performance which are under manager’ control.  Favourable variance would show appropriate performance, and unfavourable variance would show inappropriate performance of manager (Yousefi and Mousavi, 2018).  Thus, XLG company can use variance analysis for assessing manager's performance by determining control of manager over material and resources.  
	Implication of variance analysis may increase dysfunctional behaviour in managers. Moreover, manager many start to buy cheaper materials for maintaining favourable variance in performance.  Presence of dysfunctional behaviour in performance may decline abilities of company like XLG in assessing manager’s performance. 

	Variance analysis is useful for manager in forwarding thinking and efficient decision making. It helps manager in boosting sales and production by efficient buying and material allocation decision. In current changing business environment, XLG can analyse ability of manager to take forward-thinking decision to fulfil demands of cleaning products in the UK. It would help the company in judging skills and skills of the manager. So, given the change in operation, analysing variance in production would help XLG in examining the efficiency of manager. 
	As opined by Orlitzky et al. (2017), variance analysis is usual variance exercise. But it becomes difficult for a manager of trace causes of variance. Thus, it acts as hurdle behind performance analysis of a manager. In material price planning variance and material price operational variance, unfavourable variance has been found. It becomes tough for management of XLG to assess causes of variation in performance. So, it can hurdle the act of determining performance of manager by management.     

	Variance analysis act as a tool of control mechanism for performance of organisation as well as manager (Marzlin Marzuki and Ismail, 2019). Management can analyse difference between actual performance and standard performance by considering work in progress and take corrective actions if unfavourable variance takes place. In XLG company, variance analysis can be used as control mechanism as the company can analyse efficiency of production process as well as performance of manager through this tool.     
	Variance leads to allows budgetary slack in operations by overestimating materials or expenses. It generally happens when to may managers are authorised to contribute to budgetary control. So, it becomes tough for management to assess performance of manager in such circumstances.  As per the views of Emsley (2001), unfavourable variances are relatively difficult to explain in terms of specific problems. Thus, in XLG company, an unfavourable variance may decline performance of management and manager and create slack in budgetary control. 

	Variance analysis facilitates assigning responsibilities to manager by assessing his/her abilities.  Job costing can help management in analysing performance of manager by understanding his/her strengths to assign cost as per jobs in production.  Moreover, it also highlights wastage of resources in management. Hence, in XLG company, implication of variance analysis in current changing environment would help the venture in assessing performance of manager through examining favourable variances in operation. 
	Variance analysis enhances blame culture in management, which declines the performance of managers. Besides, variance analysis is historical costing and time-consuming method. Thus, interdependence on variance analysis may diminish scope of achieving budgets goals of the venture (Hirst and Yetton, 1999).  Hence, it makes variance analysis inappropriate for company like XLG for assessing performance of the manager.  In current pandemic situation, the company is required to take a quick response to competitive business environment, but variance analysis is a time-consuming method that may decline business performance.    


[bookmark: _Toc48494268]Part B: Make or buy decision
[bookmark: _Toc48494269]Implication of relevant costing
FamaQ is the crucial chemical agent requires in production of Chemical X and Y. the chemical is produced in Brazil and XLG import it in the UK for production. Current pandemic situation has enhanced demand for cleaning product X and Y but importing FamaQ has increased unit prediction price to £4.5 per unit. It shows in an increment of (£4.5-£3.7) £0.8 in production expenditure. The original standard price of FamaQ was £2.5 per unit, but an increase in importing cost of FamaQ has created ample expenses and risk factor to company in lockdown situation. However, presence of FamaQ in Chemical X and Y has provided competitive advantage to company and enhancing demand by 45%. Thus, it is clear that XLG must use FamaQ in producing X and Y Chemical for further increase in future demand. The company requires to make buying or deciding FamaQ. Implication of relevant costing would help the company is taking an adequate decision. As per Barton and MacArthur (2018), relevant costing is MA technique in which company can assess avoidable cost incurred in business operation. Moreover, elimination of excess cost elements can also take place through this approach. Thus, XLG must use this technique for supporting it buying or making a decision.   
[bookmark: _Toc48494270]The reason behind making or buying decision
An organisation opt for buying or making the decision for obtaining direct control over products, expanding manufacturing focus and maintaining quality control.  In the case of XLG Company, the occurrence of making and buying decision has been taken place due to increment in uncertainty and safety issues in current pandemic situation. As the company imports FamaQ from the Brazilian market, it has required to pay £4.5 per unit, which is higher than standard price and market price of FamaQ. XLG is necessary to use 1 unit of FamaQ for each unit of Chemical X and Y as it leads to increasing demand for cleaning product and provides competitive advantage to company. However, as per relevant costing approach, the company must assess avoidable costing in production and eliminate it. So, importing decision of FamaQ has been analysed as avoidable cost as if the company produce FamaQ in UK would cost £3 per unit and would reduce delivery time of 15 days. Thus, XLG would be able to fulfil health and safety needs of customers more quickly by producing and delivering Chemical X and Y in less time. As per Shahab et al. (2016), planning with limiting factors act as restriction behind maximisation of profit and importing FamaQ in higher price from Brazil act as planning with limiting for XLG while operating in current changing environment.    
[bookmark: _Toc48494271]Whether decision of making or buying FamaQ meet criteria of relevant costing
An organisation must analyse whether making or buying decision met criteria of relevant costing to eliminate avoidable costs. According to Atrill and McLaney (2018), criteria of relevant costing includes relation of cost with future, fluctuation of cost as per business decision and relation of cost with objective of business. Thus, in XLG buying decision of FamaQ do not fulfil relevant costing’s criteria like fluctuation of cost as per business decision and relation of cost with business objective. However, deciding FamaQ meet all the criteria of relevant costing and at the same time helps the business in curbing cost of production. Cost of making FamaQ in the UK is cheaper than selling price of Brazilian suppliers. It would reduce the processing time of Chemical X and Y and would help XLG in maintaining a competitive position in business.     
[bookmark: _Toc48494272]Conclusion 
A manager generally seeks for accurate information related to organisation for setting future objectives and boosting performance. A variance is difference between standard performance and actual performance. Variance analysis has been conducted for XLG for understanding disagreement between standards productivity and actual productivity of venture in second quarter of 2020. In XLG, position variance in sales price indicates that company is operating appropriately even in the pandemic situation, which has brought more profitability to the company. Analysis of make or buying decision shows that XLG Company must make chemical agent FamaQ as it would help in gaining higher profit than purchase decision.  
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