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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. 
	

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 specialises in spare parts for cars.

The production department of a manufacturing business could use variance analysis as a way of measuring how efficient and effective they are as a production department, and how much financial control they have as a business, in order to minimise costs and maximise the business profit.  It is important for the business to record all data required accurately in order to use this type of analysis successfully, so book keeping is essential.  

This will enable the management to make informative decisions, take corrective action and execute business plans to meet the overall objective.  For a production department understanding and utilising cost variance is crucial and this type of analysis will identify the difference between what the standard cost was and what the actual cost was.  This type of analysis can be categorised to measure specific areas of production;

Materials and Parts
Direct Material Cost Variance (DMCV) will measure the difference between the standard cost of materials and the actual cost of materials used.  This is calculated by;

DMCV = (standard price x standard quantity) - (actual price x actual quantity) 

Price Comparisons
Direct Material Price Variance (DMPV) analysis the difference between the anticipated standard cost against the actual price paid for the materials.  This is calculated by;

DMPV = actual quantity x (standard price - actual price)

Usage of Materials
Direct Material Usage or Quantity Variance (DMUV) analysis the difference between standard quantity specified for a set level of output compared to actual quantity used for a set level of output.  This is calculated by;

DMUV = standard rate x (standard quantity for set output - actual quantity for set output)

Using similar methods, you can also analysis the direct labour costs variance (DLCV), direct labour rates variance (DLRV) and direct labour efficiency variance (DLEV) as well as the overhead cost variance (OCV), fixed overhead cost variance (FOCV) , variable expenditure cost variance (VOCV), fixed overhead expenditure variance (FOEXPV) and variable overhead cost variance (VOCV) and fixed overhead volume variance (FOVV) and combine this information for an analytical overview of the business activity.



How can the variances analysis identified above help the production department meet its objectives?

These types of variance analysis are particularly important for understanding and making comparisons between standard and actual costs for budgets that have been set. This can identify any discrepancies such as under or over estimating, fluctuation of costs, efficient or inefficient purchasing of parts and materials, using incorrect standard costs, identify process improvements required in production, it will identify wastage within the production department, as well as identifying efficiencies or inefficiencies in labour workforce, such as training gaps and changes in operation processes and production methods.  

These types of variances within the production area of the business can be further linked to budgets that relate to sales forecasting and sales expectations compared to production and parts required for the correct level of output.  

Collectively, by understanding the variances, the management can gain more control of the business by having a greater understanding of the variances and how they can implement changes where identified to ensure that they achieve the overall business objectives.





What can be the major causes of unfavourable variances and favourable variances against the budget in a sales department of a fashion organisation?

There are a number of causes of favourable and unfavourable variances against the budget in a sales department of a fashion organisation, they can include causes such as a downward selling trend on products which would be an unfavourable variance.  If the buyers negotiate bulk discounts on purchases this could encourage a favourable variance.  However if the buyers are inefficient and overestimate stock levels it could equally create an unfavourable variance.  

Poor retail market research, such as understanding what the most popular dress sizes to stock could lead to an unfavourable variance.  High Street competition, poor merchandising and marketing choices could create unfavourable variances.  However strong marketing campaigns and incentives to increase sales could be favourable.  There are also variances that are completely unpredictable and to a degree the business takes a risk with an unknown outcome, seasonal offers or new lines for example such as Christmas merchandise could be favourable or unfavourable.
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