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Q1: A variance is the difference between a budgeted, planned or standard cost and the actual amount incurred/sold. Variances can be computed for both costs and revenues. Identify and explain types of variance analysis tools which can be used in a production department of a car spare parts manufacturing company.
Car spare parts manufacturing variance analysis report
	
	Standard
	Planned
	Budgeted
	Actual
	Variance $
	Variance %
	

	Production cost 
Equipment / Welding /Cutting / assembly / machining / painting /material

	$1,000,000
	$1,000,000
	$11,000,000
	$12,000,000
	$1,000,000
	9%
	Production cost total variance

	Direct labour
Engineer / supervisor / welder / inspector / worker

	$700,000
	$750,000
	$700,000
	$950,000
	$250,000
	35.7%
	Direct labour total variance

	Maintenance & Repair
Equipment / Machinery / Millwright

	$50,000
	$65,000
	$70,000
	$50,000
	$20,000
	-28.5%
	Maintenance & repair total variance

	Sales
Sales price 

	$76,000,000
	$85,000,000
	$85,000,000
	$81,000,000
	$4,000,000
	-4.7%
	Sales price variance

	Variable Overhead
Production supplies
Equipment utilities
Material handling wage

	$420,000
	$400,000
	$410,000
	$450,000
	$40,000
	9.7%
	Variable overhead total variance

	Fixed Overhead
Rent / Insurance / office expenses / admin. Expenses / depreciation

	$600,000
	$800,000
	$900,000
	$850,000
	$50,000
	-5.5%
	Fixed overhead total variance



Q2: How above identified variance analysis can help the department to meets its objectives?
Production cost total variance: Actual production cost is higher than budget and standard at 9%. Production department need to find the reason why the production cost is at the high side and work out the plan to reduce the cost. Such as reduce material price, welding & cutting cost, remain current equipment and delay buying new equipment.
Direct labour total variance: Actual labour cost is much higher than budget standard at 35.7%. HR department need to find out the reason why the direct labour cost increased so much. Is the wage is very high, too many workers? Is supervisor’s salary is too high? HR department may evaluate on the number of labour of each department, and may retrench the redundant workers to reduce the labour cost.  
Maintenance & repair total variance: Actual maintenance & repair cost is lower than budget at 28.5%. The actual cost is within the budget range and under control. Since this year actual maintenance cost is low, next year budget may set lower. 
Sales price variance: Actual sales is low than budget at 4.7%, which means actual sale this year does not meet the target. Sales department must find out the reason why does not meet the target. Is the target too high or sales staffs do not do their best? Or whether the sales price set too low to achieve the target. Sales department needs to work out plan to push sales staff increase the sales, verify the sales price for next year, find out whether hire more sales staff etc.
Variable overhead total variance: Actual variable overhead is higher than budget at 9.7%. Management should find out why variable overhead increase this year. Is production supplies cost increased or equipment utilities increased? If yes, the management should find out the proper way to reduce such cost and try to make is stable. 
Fixed overhead total variance: Actual fixed overhead is lower than budget at 5.5% which is good. It means certain expenses reduce this year such as office and administration expenses. Next year fixed overhead budget can set lower. 


Q3: What can be major causes of unfavourable variances and favourable variances against the budget in a sales department of a fashion garments organization?
Unfavourable variances
1) Poor quality garment materials
2) Labour wage increase
3) Ineffective management of garment materials
4) Fail to hire more skilled employees on production and sales
5) Finished garment market price drop
6) Outdated technology on garment production
7) Less training programs for staff
8)  An Increase in a market labour rate

Favourable variances
1) Higher quality garment materials
2) Lower labour wage
3) Effective management of garment materials
4) Hire more skilled employees on production and sales
5) Finished garment market price increase
6) New technology on garment production
7) Effective training programs for staff
8) A fall in a market labour rate
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