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Variance Analysis 
Assessment 10

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 specialises in spare parts for cars.

For example the Direct Material Variances and the Direct Labour Variances can be used.
We can divide these group for further variances.
For production department the Direct Material Cost Variance (DMCV) can be useful as it measures the difference between the standard cost of direct material for a given level of output and the actual cost of direct material used. The standard cost is calculated by taking a product of standard price and standard quantity for actual output and the actual cost is a product of actual price and actual quantity. 
Also the Direct Material Price Variance (DMPV) and the Direct Material Usage Variance (DMUV) can be useful. DMPV measures the difference between the standard price and the actual price paid for direct materials. DMUV measures the difference between standard quantity specified for a given level of output and the actual quantity of direct material used.
Material cost variance is a sum of material price and material quantity variance, so DMCV=DMPV+DMUV

Also the Direct Labour Cost Variance can be useful, as it shows the difference between the actual wages paid for a certain level of activity and the standard direct wages specified for the same activity. The Direct Labour Cost Variance can be divided into two parts based on difference in wages and time. These are the Rate Variance and the Time or Efficiency Variance.
The Direct Labour Rate Variance (DLRV) measures the difference between the actual rate paid to labour and the standard rate of pay. The formula for that is the following: Direct Labour Rate Variance = Actual time x (Standard Rate - Actual Rate)
The Direct Labour Efficiency Variance (DLEV) measures the difference between the standard labour hours specified to achieve a certain level of activity and the actual hours worked.
DLEV is using the following formula:
DLEV = (Standard Rates x Standard time) - Actual time

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

The management or accountant usually is the person who prepare the reports based on the calculation of variances. These reports are meant indicate the department who is responsible for variances. The accountant needs to make sure that the reports clearly indicate the action that needs to taken. There are certain factors that are beyond the control of management such as market changes, but different departments can be held accountable for controllable variances. Conducting the variance analysis and preparing reports do not minimise the costs and achieve other objectives of the firm. Timely and correct managerial responses, based on the variance analysis is imperative in order to address adverse variances, control costs and reduce inefficiencies. However, the variance analysis indicates the direction in which the management should make a decision. The objectives of standard costing can be achieved with the right combination of variance analysis and managerial action.

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

Some potential causes can be for Sales Volume Variances for example lower/higher selling price, changes in the frequency of advertising, competition, etc.
Also some causes can be for Sales Price Variances for example less or more competition, market prices increase or decrease, or planned increase or decrease in prices, etc.
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