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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. 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 the types of variance analysis tools, which can be used in a production department of a manufacturing company, which specializes in spare parts for cars.
Variance analysis is an important tool for exercising budgetary control as it aids the management in the following functions:
Making comparisons of the firm’s actual performance with its budgeted performance;
Planning activities to execute in the future;
Identifying the correct variances to use in order to get the required information; and
Taking corrective action in time.
For Production department of manufacturing company which specialized in spear parts for cars they following the below variance analysis
Cost Variances


Direct Material Cost Variance (DMCV): which 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 Labor Cost Variance (DLCV): Which measures the difference between the actual wages paid for a certain level of activity and the standard direct wages specified for the same activity.


Overhead Cost Variance (OCV): Which measures the difference between standard overheads specified for actual output, also called recovered overheads and actual overheads incurred.

Sales Variances




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

The variance analysis identified above can help the production department to meet its objectives because of:
· The reasons for the overall variances can be easily find out for taking remedial action.
· The sub-division of variance analysis discloses the relationship prevailing between different variances.
· It is highly useful for fixing responsibility of an individual or department or section for each variance separately.
· It highlights all inefficient performances and the extent of inefficiency.
· It is used for cost control.
· The top management can follow the principle of management by exception. Only unfavorable variances are reporting to management.
· Sometimes, the variances can be classified as controllable and uncontrollable variances. In this case, controllable variances are taken into consideration for further action.
· Profit planning work can be properly carried on by the top management.
· The results of managerial action can be a cost reduction.
· It creates cost consciousness in the minds of the every employee of business organization.


3. What can be the major causes of unfavorable variances and favorable variances against the budget in a sales department of a fashion organization?

There are two factors that affect sales: the selling price and the volume of sales. When the selling price goes up, the actual sales volume is usually lower than the standard, resulting in a favorable variance with respect to price and an unfavorable one with respect to quantity.
Differences in standard and actual figures are usually as a result of changing market trends. If actual sales exceed the budgeted sales, then, we have a favorable variance and if the budgeted sales are more than actual sales, then, the variance is unfavorable. Sales value is affected by the price and the volume of sales. So for sales department of fashion organization for the major causes of sales volume variances are
	Favorable
	Unfavorable

	Healthier Economy
	Worse Economy

	More Advertising
	Less Advertising

	Less Competition
	More Competition

	Lower Selling Prices
	Higher Selling Prices

	Up to Date Fashion products
	Old Fashion Products



And the major causes of sales prices variances are
	Favorable
	Unfavorable

	Planned increase in prices
	Planned decrease in prices

	Market prices increase
	Market prices decrease

	Less competition
	More competition
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Direct Material Cost Variance

DMCV
Direct Material Usage or Quantity Variance

DMUV: measures the difference between standard quantity specified for a given level of output and the actual quantity of direct material used.
Direct Material Price Variance
DMPV: measures the difference between the standard price and the actual price paid for direct materials.








Direct Labor Cost Variance

DLCV
Direct Labor Efficiency Variance

DLEV: measures the difference between standard labor hours specified to achieve a certain level of activity and the actual hours worked.
Direct Labor Rate Variance
DLRV: measures the difference between the actul rate paid to labor and the standard rate of pay.








Overhead Cost Variance

OCV
Direct Labor Efficiency Variance

FOCV: measures the difference between standard fixed overheads specified for actual output and the actual fixed overheads incurred.
Variable Overhead Cost Variance
VOCV: measures the difference between the variable overheads specified for actual output and the actual variable overheads incurred.








Sales Value Variance

SVV
Sales Volume Variance

SVOLV: measures the difference between budgeted quantity of sales and actual quantity at the standard price.
Sales Price Variance
SPV: measures the difference between actual and standard selling price for the actual quantity sold.








Cost Variances

CV
Direct Labor Cost Variance

DLCV
Overhead Cost Variance

OCV
Direct Material Cost Variance
DMCV
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