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[bookmark: _Toc50557512]Introduction:
Instead of accounting for economic transactions, management accounting focuses on how information can be used to make decisions about the future of the company. Financial accounting alone cannot do this, management needs a lot of other information, they need to know the technological processes, they need to assess the material requirements of the products, the market needs of the customers, the possible competitors, the information about the labour market situation and much more. The task of management accounting is to satisfy the information needs of the users within the economic unit and the different management levels. Therefore, the form and content of internal reports can be designed flexibly, according to the needs of the management and the specifics of the given company.(Atrill, 2015) Management accounting includes cost accounting, cost management, determining the cost of products, measuring the performance of individual departments and divisions, preparing budgets, variance analysis, relevant costing, and more. This report places the emphasis on the variance analysis and relevant costing.
The first part of the report includes the XLG company's first-quarter analysis for the 20/21 accounting year. These are exactly the sales price variance and sales volume contribution as well as material price planning variance and material price operational variance. The following section discusses the advantages and limitations of the variance analysis used in management accounting, supported by examples, from XLG Company. The second part of the task is a report, which is trying to find an answer to whether it is worthwhile for the company to start manufacturing its product's main ingredient of its products in the UK or to import in the future as well. And finally, the conclusion follows.

[bookmark: _Toc50557513]Part A:

[bookmark: _Toc50557514]1, Calculation of sales price variance and sales volume variance:



	
Sales and Contribution
	              Chemical X
	  
Chemical Y

	Budgeted Total Sales/ Quantity
	595
	595

	Actual Sales
	850
	750

	Standard Sales Price
	35
	30

	Actual Sales Price
	45
	37

	Standard Margin
	25
	20



[bookmark: _Toc50557515]Sales Price Variance:
	
	Actual Price
	Standard Price
	Difference
	Actual Quantity
	Sales Price Variance
	Formula Used

	Chemical X
	£45
	£35
	£10
	850
	£8500 Favourable
	(Actual Sale Price-Standard Sales Price) *Actual Volume
(45-35) *850

	Chemical Y
	£37
	£30
	£7
	750
	£5250
Favourable
	(Actual Sales Price-Standard Sales Price) * Actual Volume
(37-30) *750



[bookmark: _Toc50557516]Sales volume contribution variance:

	
	Chemical X
	Chemical Y
	Formula used

	Actual Sales Unit
	850
	750
	(Actual Sales Unit-Budgeted Sales Unit) * Standard Margin

	Budgeted Sales Unit
	595
	595
	

	Standard Margin
	25
	20
	

	Sales Volume Variance
	6375 Favourable
	3100 Favourable
	



[bookmark: _Toc50557517]2, The material price planning variance and material price operational variance:
As per the market condition, the original standard price 2.50 per unit the increasing unit price is 4.50 per unit, and the XLG is actually paid 3.70 per unit price for the famaQ. Thus, the demand for chemical X and Y has increased by 45%.

	                          Material Variance

	Original Target price
	£2.5

	General market price at the time of purchase
	£4.5

	Actual price paid
	£3.7

	Quantity of material X
	850

	Quantity of material Y
	750




	                                                   Chemical X 

	Material price planning variance
	£-1700
Unfavourable
	(original target price – general market price) x quantity purchased
(2.5-4.5) *850

	Material price operational variance
	£680

	(General Market Price-Actual Price) * Quantity purchased
(4.5-3.7) *850





	                                                     Chemical Y

	Material price planning variance
	£-1500
Unfavourable
	(Original target price – General market price) x quantity purchased
(2.5-4.5) *750


	Material price operational variance
	£600

	(General Market Price-Actual Price) * Quantity purchased
(4.5-3.7) *750



[bookmark: _Toc50557518]3, Merits and Demerits of variance analysis:
Variance analysis is a tool, to investigate the difference between budgeted and the real outcome.  The variance analysis process is actually very simple, it entails comparing standards budget with actual outcome.  (Chenhall et all, 1998) Different types of variance analysis can distinguish; sales variance, fixed and variable overhead variance, direct labour cost variance and direct material cost variance.
It is important to have a clear understanding of the difference between actual costs and standard costs in order to understand many aspects of managerial accounting. The main difference between the actual cost and the standard cost is that the actual cost refers to the costs incurred or paid, while the standard cost is the estimated cost of a product. Once the budget has been established, the companies should have a monitoring mechanism to assess how well the budget has worked. The actual and standard cost allow this comparison.  (Aruomoaghe and Agbo, 2013) It can help take control of the business and play an important role in the decision making. The variance analysis has several advantages and some of the disadvantages too.
[bookmark: _Toc50557519]Advantages:     
- Identifying Budgeting Problems:
Analysis of variance helps companies with their bias analysis. At the end of each accounting cycle, it can be monitored how accurate the planned expenditures/receipts were. Optimally, all planned sales, expenditures on materials, and planned working hours could have the same or very close results as the real ones. If a discrepancy is found, it indicates either an exceptionally good result or a very poorly designed budget.
Therefore, if the diversion is favourable, in that case, the company either spent less or gained more revenue than planned. If the divergent is unfavourable, it is worth examining what may have been the reason for the loss.
In the case of XGL, the material price planning variance shows that material prices were significantly underestimated, unfavourable. The numbers show that they spent much more than planned. This is due to a significant increase in demand of its products and the increased purchasing price for the famaQ, which has obviously increased the planned expenditures in terms of raw materials. At the same time, the planned sales were significantly less than the actual, so the two diversions offset the diversions in the planned budget. Given that the increased demand is due to an unforeseen epidemic, personal responsibility does not lie with the production and sales manager who submitted the planned budget. (Emsley, 2000)
-Evaluate performance:
Variance analysis can be used not only to analyse the elapsed period. It also can help to manage the company’s strategy.  If there is a discrepancy between the planned and actual budget and no external factors prove its authenticity, then the company and the managers must investigate the reasons. The variance of this nature may be due to the shift in the demand or the change of the sales mix. (Teplicka, 2015)
In the case of XLG, due to external influences, namely the epidemic, the demand has risen significantly for Chemical X and Y therefore the cost of raw materials has also increased. The company used the data obtained from the analysis to map its possibilities with regard to the new, pandemic situation. As they have access to the most important raw material for their products, famaQ, at a significantly higher price, they are considering the possibility of producing the essential raw material for themselves, thus strengthening their market position. In order to make the right decision, a specialist was commissioned to report on the possible outcomes of the change, as well as the financial implications.



[bookmark: _Toc50557520]Demerits: 
-Time Consuming:
One of the biggest drawbacks of the analysis of variance is that it does not provide answers in real-time, as it works from a historical database. (Emsley, 2001) Because the analysis of variance is completed only after a closed period. This can take a long time before a particular problem becomes apparent. Which can cause a significant loss to the company.
This demerit also caused a problem for the XLG company. Because by the time the quarter variance analysis was completed and the analysts were found out what is the reason for the huge difference in the planned and actual budget, it was taken more weeks. Had managers had the right information sooner, they would have been able to adapt the strategy to events sooner. Due to the lengthy analysis, the company was currently unable to fully respond to the increased shipping costs as they are still awaiting expert analysis of the possible costs of manufacturing the famaQ in the UK.

-Behaviour Issues:
Some managers can only meet the budget numbers required by management if they reduce their department's costs. For example, by buying cheaper raw materials. In this case, the expected, planned budget does not differ from the real budget. But it certainly results in a deterioration in quality, which in turn can affect sales. In this case, the problem already mentioned above may arise because it takes time for the analysis of variance to determine what is the reason for the decline in sales. This, in turn, can adversely affect the company’s financial condition. The solution to the problem is to involve employees/managers in the strategic organization. (Zemba et all, 2006)
A similar problem as the procurement of a lower quality raw material did not arise in the case of XLG, because we are talking about completely unique products. Had famaQ not been so special, the distribution manager would certainly have considered sourcing a similar quality but cheaper raw material, given the uncertain situation. The problem was a significant increase in the current price of essential material. However, the involvement of employees and managers proved to be a good idea here as well, as the head of the purchasing department was able to negotiate a significant discount. Exactly, instead of 4.5 pounds, it dropped to 3.7 pounds the actual price.
-Variance source information:
The discrepancies cannot always be explained by the data in the accounting records. Then it may take the lengthy work of the financial staff to find out the real cause. This is not cost effective and there is no guarantee that if the problem arises, the management will be able to solve it successfully. (Bragg, 2018)
The case of the XLG company is a perfect example of the imperfection outlined above. This is because the full quarter sample did not show much variance in the analysis. This is due to the fact that as the cost of raw material procurement increased, so did the increase in revenue due to higher sales. Only the analysis broken down by different departments revealed real data.

Evidently, not all the advantages and disadvantages of variance analysis can be described in the case of XLG. The following table includes the rest of the possible pros and cons, without explanation.
	                           Merits
	                         Demerits

	Production as non- standardized
	It ensures for slack

	Determines the degree of inefficiency
	Possible manipulation of the variances

	It creates cost-consciousness (Gallinger and Ifflander, 1986)
	Not suitable for every industry, for example technology or service sector industries
(Burton-Johnes at all,2015)

	Highlights inefficient performance
	Reporting delay



[bookmark: _Toc50557521]Part B,
[bookmark: _Toc50557522]Relevant Cost:
Relevant cost is a special managerial accounting term that defines avoidable expenses that can be incurred by making specific business decisions. (Ali, 2020) In the case of XLG, this procedure helps the decision to continue to source farmaQ from Brazil or to start production in the UK. That is called make or buy decision in managerial accounting. It is a choice option for the companies, between manufacture the product in house or buys from a supplier. In order to make a decision that is suitable from a corporate point of view, the advantages and limitations must be considered in each case. Any costs that do not change by making the decision must be disregarded.
Currently, the XLG company is importing a raw material called farmaQ from Brazil, which is essential for the production of their products. In this process, because of the pandemic, they have to use their transport in the air rather than sea transport, which is the cause of increases in the unit price to £4.50 per unit, the general standard price of this product is £2.50 per unit. So, the company has to give an extra £2.00 per unit. The company actually paid less than the general market price, which exactly means £ 3.7. Since the market research projects that the cost of making a unit of farmaQ in the UK is £3 and also reduces the delivery times by 15 working days. The cost that is projected in the inhouse making is £3 which means £0.7 less cost per unit. The company should make a decision to make its product in house rather than keep importing it from Brazil.




[bookmark: _Toc50557523]Report of possible financial outcomes for in-house production of famaQ in the UK:
There was an actual order for chemical X and chemical Y are 850 and 750, respectively.
Material cost calculation of importing the farmaQ:
	Import from Brazil
	Chemical X
	Chemical Y

	Quantity
	850
	750

	Actual price per unit
	£3.7
	£3.7

	Total Price:
	£3145
	£2775


All costs incurred on importation is £5920.

Material cost calculation of in-house manufacturing:
	 In-house manufacturing
	Chemical X
	Chemical Y

	Quantity
	850
	750

	Actual price per unit
	£3.0
	£3.0

	Total Price
	£2550
	£2250



In the case of in-house production, all costs are £4800.
The difference between the two option is £1120 for a quarter of the year. That means, in the whole year the company can save £4480. The difference between manufacturing and buying famaQ is negligible. 
As is well known, XLG gains a competitive advantage because of the famaQ. Therefore, it is a key component that competitors cannot copy. Thus, locally produced would be a significant help to the company to maintain its market leadership. (Ferdows, 1997)
If the company manufactures the main component of its products in the UK, the delivery time would be significantly shortened, which currently takes 15 days. In this case, the company's market power would increase significantly, as currently, due to the long delivery time, they can only accept orders with a relatively long delivery time. In this case, the company would be able to serve orders that arrive with a delivery deadline of less than 15 days from the date of the order. This is currently not possible due to the long delivery time of famaQ. Thus, the already increased demand for Chemical x and Y products, which has already increased by 45%, could increase further.
It should also be borne in mind that if the company is investing in domestic production, and the virus situation is improving, it is possible that the standard price for the famaQ will drop back to under £ 3, than before the pandemic. Whereas in this situation, in addition to the more expensive raw material costs, the costs incurred by the manufacturing, for example, labour costs are also borne by the company, which is a significant risk for the firm. This case, though, would be a significant loss to the company.
On the other hand, the own production of the products would include relevant costs such as warehousing, purchase of machinery, cost of electricity used for production, and labour costs. These costs in all probabilities exceed 4480 pounds. Which would mean more spending than the current situation, meaning there would be less profit for the company if it could not increase sales by more than 45%.
The possible outcomes for in-house production carry significant risks, and the possible positive outcome does not promise a high enough return. Therefore, this report does not recommend manufacturing famaQ in the UK.


[bookmark: _Toc50557524]Conclusion: 
Modern corporate management has increasingly relied on detailed information, which has led to the expansion of the field of accounting. The information necessary for the management of enterprises and the performance of management functions - planning, decision-making, control - are provided by management accounting. (Mongiello and Harris, 2006)
     As can be seen from the above, managerial accounting offers a solution to a number of problems. In summary, companies that use managerial accounting tools to manage their businesses are typically more efficient and effective because they monitor their cost trends and all possible outcomes. This allows them to react more quickly to changes in the market situation than companies that only use financial accounting. The case of XLG was a very good example of how management accounting tools helped them gain more market share for the organization even during a pandemic.
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