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1. Variance analysis is defined as the evaluation of performance by means of variances, whose timely reporting should maximize the opportunity for managerial action. 
Direct materials variance-This include 
1) Direct material price variance- it measures the difference between the standard price and the actual price paid for direct materials.

2) Direct material cost variance - is the measurement of the difference between the standard material cost of the output produced and the actual material cost incurred.
3) Direct labor variance indicates the difference between the standard direct labor cost of the output which has been produced and the actual direct labor cost incurred.
Overhead Cost variances measures the difference between variable overhead specified for the actual output and variable production overhead actually used. It includes: variable overheads cost variance and fixed overhead cost variance

Sales variance is a measure of the effect on expected contribution of a different selling price to standard selling price. It is calculated as the difference between what the sales revenue should have been for the actual quantity sold and what it was. 
                                                                                                               
                                                               1	

                                                                                    MMAKOBE THATO MAOTWE
                                                                                    STUDENT NO:3886
                                                                                    ASSESSMENT #10

Cost variance is the difference between a cost's actual amount and its budgeted or planned amount. For example, if a company had actual spares expense of £1,000 for May but the budgeted amount was £800, the company had a cost variance of £2,000. Since the actual cost was more than the budgeted amount, the cost variance is said to be unfavourable. When an actual cost is less than the budgeted amount, the cost variance is said to be favourable.

2. 
Variance analysis is an important tool for exercising Budgetary Control as it aids the management in making comparisons of the Company’s actual costs with its budgeted costs. They assist management in planning activities to execute in the future. Variance analysis indicates the direction in which management should make a decision. When standard costing is practiced, the information about standard figures, actual figures and their variances along with the causes are recorded for the management to take timely action and monitor costs. 
More emphasis is laid on adverse variances, their causes and the factors responsible for them. Some of the production objectives can only be achieved with the right combination of variance analysis and managerial actions. Through the use of variance analysis, management will be able to monitor controllable factors and hold the departments accountable for adverse variances. In project management, for example, financial data are generally assessed at key intervals or milestones. For instance, a monthly closing report might provide quantitative data about expenses, revenue and remaining inventory levels. Variances between planned and actual costs might lead to adjusting business goals, objectives or strategies.

Materiality
A materiality threshold is the level of statistical variance deemed meaningful, or worth noting. This will vary from company to company. For example, a sales target variance of £500,000 will be more material to a small business retailer than to a national retailer accustomed to generating billions in annual revenues. Conversely, a 5 percent cost overrun might be immaterial for a small business but translate into millions of pounds for a large company.

Relationships between pairs of variables
Relationships between pairs of variables might also be identified when performing variance analysis. Positive and negative correlations are important in business planning. As an example, variance analysis might reveal that when sales for product A rise, there is a correlated rise in the sales for product B. Improved safety features for one product might result in sales increases. This information might be used to transfer this success to other similar products.
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                                                                                                                                                         Forecasting
An important type of prediction is business forecasting. It uses patterns of past business data to construct a theory about future performance. Variance data are placed into context that allows an analyst to identify factors such as holidays or seasonal changes as the root cause of positive or negative variances. 
For example, the monthly pattern of sales of laptops over five years might identify a positive sales trend leading up to the beginning of the school year. As a result, forecasts for laptop sales over the next 12 months might include increasing inventory by a certain percentage, based on historical sales patterns, in the weeks before the start of local universities' fall term.


3. Favourable variance means that actual results are different from what was planned or expected but this deviation is in favour of business. For example the difference has resulted in increased profits as the difference have arisen either because actual revenue is more than anticipated revenue or actual costs are less than anticipated costs. 
Some potential causes of favourable sales volume variance may be           
· the economy was healthier
· there was more advertising
· there was less competition
· selling prices were lower
· up- to-date products
Unfavourable variance means that actual outcomes are not as planned or established standards and this deviation proved unfavourable for the business. For example the deviation has resulted in decreased profits. The decreased profit has resulted either because actual revenue are less than expected revenues or actual costs incurred are found to be more than expected costs. Sometimes unfavourable variances occur 
· because a company may pay past outstanding expenses which they have not budgeted for in the current period
· recession leading to poor buying power
· less advertising ,more competition, inflation and dated products
.
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