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1. The following are variance tools that can be used in a production department of a manufacturing company which specializes in spare parts and cars:
Direct material cost variance- This variance measures the difference between the standard cost of direct material for a given level of output and the actual cost of direct material used.
Direct material cost variance= (Standard price x standard quantity for actual output) – (Actual price x Actual quantity)
If the actual cost is more than the standard cost then it is an unfavorable variance.

Direct material price variance- It measures the difference between the standard prices paid for direct materials.
Direct material price variance= Actual quantity x (standard price- actual price)
If the actual price exceeds standard price then we have unfavorable variance. If standard price is more than actual price then the variance is favorable.

Direct material usage variance- It measures the difference between standard quantity specified for a given level of output and the actual quantity of direct material cost.
Direct material usage variance= standard rate x (standard quantity for actual output- actual quantity)
If the actual quantity exceeds standard quantity then the variance is adverse.

Direct labor cost variance- It occurs because of the difference between the actual wages paid for a certain level of activity and the standard direct wages specified for the activity.
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It is calculated as follows:
Direct labor cost variance= standard cost for actual output- actual cost
= (standard rate x standard time for actual output) – (actual rate x actual time)

Direct labor efficiency variance- It occurs as a result of the difference between the standard labor hours specified to achieve a certain level of activity and the actual hours worked.
Direct labor efficiency variance= (standard rates x standard time) - actual time for actual output.

Sales price variance- It measures the change in income resulting from actual selling prices being different than the budgeted. Although price variances are one of two main types of sales variances (the other being sales-volume variances), they are flexible budget variances. Sales price variances may reflect competitive factors over which a firm has little control, but they may also reflect problems with the perceived attractiveness of a firm’s products or services compared to those of competitors.

Sales quantity variance- It calculates the change in profit resulting from a change in the quantity of products sold. The sales quantity variance can be separated into a market- share variance that isolates the impact of capturing more or less market-share than the budgeted and a market-size variance that isolates the impact on the firm’s profit of a change in the overall market-size.

The sales mix variance- This variance measures the change in profit resulting from a change in the mix of products sold. A favorable variance indicates that the actual sales mix included a higher than budgeted proportion of products that have higher contribution margins. An unfavorable variance indicates an actual sales mix with a 
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higher proportion of products that have lower contribution margin.

2. How the variance analysis identified above can help the production departments meet its objectives

-The analysis of the variances can help production department managers facilitate action through “management by exception”. Here managers concentrate on the parts of production that are performing below and above expectations. Managers can largely ignore those that appear to be conforming to expectation.

-From the variance analysis the production department can set standards, revise and monitor the previous operations and going forward this will encourage reappraisal of methods, materials, and techniques. This will result in cost reductions and process improvements.

-A properly developed and understood standard costing system with full participation and involvement will create a positive attitude towards cost control for the production department and for the entire organization.

-Variance analysis will help the department in taking corrective measures in time. After making analysis management is aware of the problems and they are able to know the urgency of the situation and the kind of problems or positives the analysis yielded.

The main purpose of variances is to provide reasons for off-standard performance. In this way management can improve operations, correct errors if there are any and deploy resources more effectively to reduce costs.
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3 .Major causes of unfavorable variances and favorable variances against the budget in a sales department of a fashion organization

Unfavorable variances-The following are some of the possible causes of unfavorable variances that can affect the budget of a sales department in a fashion organization.
-Paying low wages to employees
-Problems with quality or availability of material from suppliers
-Inappropriate assignment of labor or machines to specific jobs
-Scheduling congestion due to rush orders
-Overly optimistic standards
-Market changes
-Carelessness on the part of employees
-Inadequate training of employees
-Poor design of the product

Favorable variances
-Employees may have developed a better way of performing their tasks
-Adequate training and proper supervision
-New machinery and qualified personnel
-Proper design and manufacturing of products
-Constant monitoring of the latest trends and customer preferences
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