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INTRODUCTION

This management report is about the meaning and understanding of cost variance analysis, relevant costing and make-or-buy decision. Part A is including the task description and calculations on the based which variance analysis are made. Part B is including definition of relevant costing and making managerial decisions and XLG company analysis of changing economic environment, due COVID-19 pandemic and necessity of new business changes and decisions.





PART A: STANDARD COSTING AND VARIANCE ANALYSIS
TASK:
Find below extracts of the management information for that period: Total units sold: 1600 Material price variance: £27000 F Assume the 20/21 accounting year for XLG starts on the 1/12/19. Notes 1. Sales and Contribution: The budgeted total sales for both chemicals X and Y was 1190 with an equal split of 595 between both of them. Actual sales volume for chemical X was 850 and 750 for chemical Y, standard sales price was £35 per unit for chemical X and £30 per unit for chemical Y. The actual sales price achieved in the second quarter were £45 for chemical X and £37 for chemical Y. The standard margin for chemical X was £25 per unit and £20 per unit for chemical Y. one of the reasons for the increased selling price was due to a significant increase in demand for cleaning products as most people became more hygiene conscious in light of the pandemic. 2. Material price: The sole reason for the variance was an increase in the price of famaQ which is their superior cleaning ingredient with an original standard price of £2.50 per unit. Each unit of chemical X and Y requires 1 unit of famaQ; however, due to the lockdown and restriction on international travel, famaQ which is produced in Brazil had to be imported using air transport which is more expensive in comparison to sea transport, thereby resulting in an increased unit price of £4.50 per unit. XLG actually paid £3.70 per unit for famaQ.
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After the calculation in the certain task the MPV is -£27,000, unfavourable variance. This result was calculate using the formulas for material price planning and purchasing operational variances. The material price variance is the difference between the standard price and actual price for the actual quantity of materials used in production. The formula is: MPV= (SP-AP) x Actual Quantity. The material price operational variance is calculated by the formula MPOV= (market price at time of purchase -actual paid price) x Quantity purchased (Borad,2020).
Unfavourable variance is term in accounting which describes that the actual costs are higher than the standard costs. The unfavourable variance shows to the management team that the actual profit may be less than the targeted one and usually reasons for that might be higher expenses. The manager calculates the budget in which will define the costs for the production of the goods, all expenses and the revenue which will be generate. Knowing all fixed and variable costs and the expected revenue, the manager can determine the net profit. In case the profit is less, then will be unfavourable variance (Kenton,2020). Having unfavourable variance does not mean that the company will have losses, it may have just lower profit than expected. In the accounting that term means that the company has not achieved its targets. Often reasons for unfavourable variances is combinations of higher raw materials prices, lower sales and lower revenue. Important role for the manager is to correctly estimated costs and variances in order to monitor and achieve the target revenue and profit (Kenton,2020). In the task the increasing price per unit of famaQ due increasing other costs, due the higher price of importing is the reason of the unfavourable variance result.
Variance analysis is an accounting tool used by managers to compare actual budget to the estimated one. This analysis should maintain the control over the business. The managers should identify the variances in the outcome and why there is differences in the expectations in order to understand the reasons why the variances occur. These differences may show the improvement of the company or may show need of revised the budget because of unrealistic estimate in the beginning budget. Variance analysis help to improve budgeting activity and making vital managerial decisions (Bragg, 2018). There are few examples of variance such as labour rate variance, selling price variance, material yield variance and others. The companies may track all of them or just few depending on their field of business and importance. A manufacturing company would track purchase price variance because of their highly competitive field of business. The variance analysis can be unfavourable or favourable, which can measure the level of performance of the managers. Companies divided by sections or departments may measure the accountability of them separately estimating the variance for each of them. There are some issues with variance analysis like time delay: main reason is that the analysis is presented in the end of the month and this prevent the on-time managerial decision for further actions. Other issue is missed information which must be found in accounting records to identify the cause of the variance. The wrong estimated budget may be reason for deviation of the actual numbers and this may make the variance analysis not useful information for the company (Bragg, 2018).
Variance analysis and standard costing are important tool in every organization’s budgetary system. The standard costing is a technique used to control the cost and the companies can compare the standard revenue and costs with the actual one and acquire the variances, used to measure company’s performance. The standard costs are set on the desired performance and they can be used to evaluate the actual one. Establishing standard cost system have few steps to be followed. Ascertained cost should be located, setting up the type of standard, which will be used: basic, normal or current and setting the price and quantity standards. In order to be effective the established standard cost system, some conditions have to be followed, such as: the standard cost should be estimated correctly so they can be reliable for the staff and management, variances records should be done in order to be useful, the management should be interest in costing process and standard costing should be suitable for the certain industry (Bragg, 2019). Advantages of standard costing system are: management can formulate the pricing policy, the system is effective cost control, easily generating ending inventory valuation, coordination among departments and may motivated employees and bring efficiency in the production. The disadvantages may be difficulties in establishing the fixed cost, unsuitable for all industries, non-effectively implementation of the system by managers, difficulties for price estimation or out-dated standards (Bragg,2019).


 

PART B: RELEVANT COSTING AND MAKE-OR-BUY DECISION

The term in managerial accounting relevant cost describes the avoidable cost. Known as well as future cost, the relevant cost is related to specific management decisions such as to sell or keep a business unit (Bragg,2020). Other costs which are considered for relevant are future cash flows, which are cash expenses made in the future in result of decisions, opportunity costs, costs which will be sacrificed in certain management decision, incremental and avoidable costs. Irrelevant costs are the sunk cost, because does not affect the future cashflows, nonavoidable costs, general and administrative costs and non-cash expenses such as depreciation. Relevant costing is an accounting tool used to help in making managerial decisions like operational or close business units, make-or-buy decisions and factoring in special order (Tuovila,2019). 
The managers should have good strategy of making decisions, following the right steps: identifying the problem, identifying solutions of the problem, identifying relevant costs and eliminating the irrelevant costs, summary the relevant costs and benefits for all alternatives, assess the qualitative factors and make the final decision. Make-or-buy decisions are common in the business and based on financial and non-financial factors. Make-or-buy decisions means that the company should choose between manufacture products in home or purchasing them of external suppliers. To be taken a decision the managers should consider factors, which can influence the final decision. The managers should determine the cost and benefits of production in-house, like labour and material costs and the costs and benefits of supplying the product, like storage and transport costs. To take the right decisions the manager should be aware of the difference between the marginal cost and purchased price of production. If the marginal cost is higher than the purchased price by outside supplier, the decision of buying goods is better than manufacturing them. Factors which managers are taken under consideration before deciding to purchase products rather producing them are lack of expertise, brand preferences, suppliers expertise, cost and inventory considerations, product is not fundamental for the company’s strategy and others. If the decision taken is to produce in-house the product, the managers consider first factors like better quality control, unreliable suppliers, control of transportation and storage costs, control over the production etc (Kenton, 2020).
Providing cost information for better decision making, the managerial accounting has significant role in manufacturing company’s operations. Every business owner should provide its managers with relevant information for financial and nonfinancial operations, using product costing techniques, variable costing and variance analysis (Freedman, 2019),
 Considering the information above and the facts known for XLG company, the right managerial decision might be to stop importing FamaQ and start producing it in home. Having on mind that the company is on leader’s position in very competitive chemicals market, possessing patent for FamaQ, increasing demand of that chemical, the managers should take decision how to increase the profit with less expenses. The relevant costs should be determined first and the irrelevant should be removed. The managers should be aware of the variable costing technique, which will provide them with valuable information about the units produced versus units sold. Before taking a final decision, the managers should consider the cost production. Higher prices than expected may change company’s profitability. XLG established that the cost per unit of FamaQ is £3, due lockdown, but used to be £2.50. Although the price per unit is higher, the delivery times is reducing with 15 working days, which may have good impact on sales. 
To make the right decisions, managers must consider how to decrease all production costs: direct materials, direct labour and manufacturing overhead in order to maximise the profit and keep the leadership position on the market. If the costs are higher than expected than the decision to buy of outsource is better. If the costs are lower, than production in home is the better way for the company to increase profit.


CONCLUSION
The correct financial and nonfinancial information are vital for the success of the company. Using different accounting tools and methods the management team and business owners may reduce their costs, increase the net profit and achieved the expected revenue. The whole information is important part of taking and making correct and relevant to the business industry management decisions. The accountants must consider all quantitative and qualitive factors, including all relevant and irrelevant costs, which will influence on the final managerial decision. Based on all provided information, the top management will choose between in home production, outsourcing, accepting special orders, limiting supply or keep or replace an equipment.
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