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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	1. Variance analysis tools which can be used in a production department of a manufacturing company which specialises in spare parts for cars.
Costs in manufacturing are the costs required to convert raw material into products and are attached to the units produced. The unit costs are used for inventory valuation on the balance sheet and as costs of goods sold on the income statement.
Manufacturing costs and analysis can be divided into three categories as follows:-

· Direct Material Cost variance: These are the cost of material used as part of the finished product. The direct material cost variance (DMCV) can further be broken into purchase price variance which is the variance between the standard and actual cost per unit of the direct material multiplied by the standard number of units expected to be used in the production process. This variance responsibility lies with the purchasing department. I.e. the manufacturing company purchases 1000 spare parts for $5.00 per unit versus a budgeted amount of $6.00.
($5.00 actual cost - $6.00 standard cost) x 1000 units 
Therefore the company had a favourable purchase price variance of $1,000
The Favourable purchase price variance can be a result of better negotiated prices for bulk purchase, a discount due to early payment or decrease in the market price level.
On the other hand, the outcome can be adverse indicating a higher purchase cost compared to the standard. I.e. 1000 spare parts for $7.00 per unit versus a budgeted cost $6.00 per unit ($7.00 actual cost - $6.00 standard cost) x 1000 units.
The purchase price variance would be adverse $1,000.
Reason for the adverse would indicate Purchase of higher quality parts, increase of bargaining power of suppliers, loss of purchase discount due to smaller order sizes, a hike in the market or purchase of cheaper quality parts, shortage of spare parts in the market.

· Direct labour cost variance: These are the cost of the wages of all the staff who are physically involved in converting the direct material to the finished product.
-Labour rate variance is the difference between the standard cost and the actual cost paid for the actual number of hours. I.e. the production of a unit of spare part Actual cost $4 per hour versus budgeted$5 per hour and the department produced 100 spare parts within an hour. This results in a favourable labour rate variance ($4.00 - $5.00) x 100 units = $100 per hour. This can be a result of cost efficient employment of direct labour in the company by, hiring unskilled labour, decrease in wage rate due to influx of immigrants.
An adverse labour rate variance can be attributed to increase in wages, hiring of a more skilled workforce, or an inefficient hiring by the human resources department.
-Labour efficiency variance is the difference between the standard labour hour that should have been worked and the actual number of hours worked and the hours valued at a standard rate. 
The efficiency rate is calculated using the standard rate as follows:
(Actual hours worked x Standard Rate) – (Standard hours x Standard Rate) I.e. (10 Hours x $10.00) – (12 hours x $10.00) = $20 adverse

Actual 10 hrs x $10.00 = $100.00
Standard 12 hours x $10.00 = $120.00
$100 - $120 = $20 adverse.
The adverse result can be a result of:
Hiring of lower skilled labour, taking them longer to produce, Decreased or unmotivated employees, idle time incurred during production, equipment and machinery break-down causing additional man hours required.
A favourable outcome could result due to hiring of highly skilled labour and trained workforce in production techniques etc.

· Manufacturing overhead cost variance: These are all the costs incurred in the manufacturing activity and cannot be directly traced to physical units.
There are a number of fixed costs in a manufacturing company and some variable expense i.e. utility such as electricity used in the operation of the equipment.
Fixed costs are those that remain the same regardless of volume of production.
I.e. Rental of factory space, maintenance and service fees for equipment, etc.
The overhead spending variance is the difference between the actual fixed overhead expenses incurred and the budgeted fixed expense.
An unfavourable variance is a result of higher overhead costs compared to budget.
The variance in the overhead costs would result as follows;-
The production manager budgeted that the overall cost would be $200,000 for the year but the actual costs finished at $150,000. We can say that the production department finished $50,000 favourable overhead spending variance.
(Actual cost $150,000 – Budgeted cost $ 200,000) = $ 50,000.

2. The variances analysis identified above can help the production department meet its objective as follows:
· Purchase Price Variance is driven by procurement department. 
In order to achieve its objective the company must have an effective Purchasing department with the empowerment to negotiate with the vendors for better pricing.
The company may have to purchase bulk orders in order to enjoy the benefit of bulk discount.
The company may have to negotiate for vendor rebate due to early payment. I.e. if the Accounts Payable policy is 30 days, they may opt to pay within 15 days as long as the supplier agrees on rebate for early payment.
Having a tender bidding process in place why by the company invites various vendors to present their spare parts and prices. The company can choose the lowest bid in order to achieve a favourable purchase price variance.
The company must ensure not to compromise on quality assurance as this can result in an adverse result later is the spare parts are of poor quality.

· Direct labour rate variance is very much driven by the Human Resources department. The company can achieve its goals by hiring unskilled work force at a lower salary & wages cost.
A decrease in the wage rate in the market due to influx of immigrant due to relaxed of immigration policies can result to a favourable result. 
The human resources can help in achieving a favourable outcome by negotiating lower wage rate with employees and labour unions. 
Favourable Labour efficiency variance can be achieved by hiring of higher skilled labour who can work faster and more efficiently which will result to a positive productivity within the production department.
The company must keep up to date with training in improved techniques and methodologies. This can be achieved by sending employees on regular training courses and sharing of knowledge within the production team.
Up keep of Machinery and equipment is important in that employees do not have idle time when machinery and equipment breaks down. New Equipment can increase volume production at a shorter length of time.
However it’s important that emphasis too much on favourable outcome in both labour rate variance and labour efficiency variance can have a negative impact in that hiring unskilled staff can result to adverse efficiency and paying additional over-time to these staff. 

· Manufacturing overhead costs can be achieved only if the production manages the variable costs and spends lower than budgeted. The company must ensure that all expenses are accounted for the period in the period of activity.
The equipment should be maintained to avoid unforeseen repair costs.
The production Manager can work with the Purchasing Manager to get better pricing for some of the operating expense.

3. [bookmark: _GoBack]Sales department of a fashion organisation.
Sales variance is the difference between actual sales and budgeted sales and used to measure the performance of sales. 
· Unfavourable Variances against budget result when the actual revenue is less than the budgeted amount. 
In the sales department of a fashion organisation, the unfavourable result could be due to a number of reasons
-Less number of merchandise sold in comparison to budget. If actual sales  1000 items each at $100 but the department only sold 800 each at $100. The variance to budget will be $20,000 Adverse (1000units x $100) – (800units x $100) 
- The sales department may have sold the items at a lower price or discounted price in order to clear old stock. This is particularly exercised at end of a season. Ie.
 i) Actual items sold 1000 items each at $50 versus budgeted 1000 items at $100 each. The company will have an adverse variance result of $50,000 
                 (1000 items X $50) – (1000 items X $100) = $50,000
ii) Actual items sold 1000 as follows 800 items at $100, 200 items at 50% discount $50 versus budgeted  1000 items at $100
The company will experience an unfavourable result of $10,000
(800 items X $100 + 200 items X $50) – (1000 items x $100) = $10,000
 -Theft of merchandise could also result in unfavourable variance. The Sales manager is responsible and accountable of all merchandise and any unaccounted items will result to an unfavourable variance. 
-If the sales department sold less merchandise than budgeted volume i.e actual sales of 800 items each $100 Vs budgeted 1000 items each $100.
The company will experience a shortfall of 200 items each $ 100 = $ 20,000.
- Theft or Cash shortage of sold merchandise can result in an unfavourable sales variance.  The Sales department must ensure that all sold items are processed via the point of cash system. 
Any credit granted to customer must be followed through to ensure payment is received promptly.
                   
· Favourable Variances against budget result when the actual revenue is more than the budgeted amount. 
There are various reasons that could result to this variance;-
-The sales department could have sold more items than budgeted resulting to a positive sales volume variance ie Actual items sold 1200 each at $100 Vs budgeted 1000 items at $100 (1200 items X $100) – (1000 items  X $100) =$20,000
-The Selling price for the merchandise could have increased from the budgeted selling price i.e Actual items sold 1000 items each at $120 Vs budgeted 1000 items sold each at $100. This will result to a favourable variance of $20,000
(Actual items sold 1000 x $120) – (Budgeted items sold $100 x $100) = $20,000
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