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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. The variance analysis tools which can be use in a production of a manufacturing company which specializes in spare parts for cars are:

A. Direct Material variances: the total variance for direct materials is found by comparing actual direct material cost to standard direct material cost. However , the overall materials variance cost result from any combination of having procured goods at prices equal to, above, or below standard cost, and using more or less direct materials than anticipated. Proper variance analysis requires that the total direct materials variance be separated into the:

· Materials Price Variance: a variance that reveals the difference between the standard price for materials purchased and the amount actually paid for those materials, that is
(Standard price – Actual price) x Actual quantity

· Materials Quantity Variance: A variance that compares the standard quantity of materials that should have been used to the actual quantity of materials used. The quantity variation measured at the standard price per unit.
(Standard quantity – Actual quantity) x Standard price


B. Direct Labor Variance: The total variance for direct labor is found by comparing actual direct labor cost to standard direct labor cost. If actual cost exceeds standard cost, the resulting variances are unfavorable and vice versa. The overall labor variance could result from any combination of having paid laborers at rates equal to, above, or below standard rates, and using more or less direct labor hours than anticipated. The total direct labor variance consists of:

· Labor Rate Variance: a variance that reveals the difference between the standard rate and the actual rate for the actual hours worked
( Standard rate – Actual rate) x actual hours

· Labor Efficiency Variance: a variance that compares the standard hours of direct labor that should have been used to the actual hours worked. The efficiency variance is measured at the standard rate per hour
(Standard hours – Actual hours) x standard rate.

C. Factory Overhead Variances: This should be performed to evaluate spending and utilization for factory overhead. Overhead has both variable and fixed components. The variable components may consist of items like indirect material, indirect labor, and factory supplies. Fixed factory overhead might include rent, depreciation, insurance, and maintenance.

· Variable Factory overhead variances: the cost behavior for variable factory is not unlike direct material and direct labor, and the variance is quite similar. The goal will be to account for the total “actual” variable overhead by applying;
(i) The “standard” amount to work in progress and
(ii) The “difference” to appropriate variance accounts.

· Fixed Factory Overhead variances: Actual fixed factory overhead may show little variation from budget. This results because of the intrinsic nature of a fixed cost. For instance, rent is usually subject to a lease agreement that is relatively certain. Depreciation on factory equipment can be calculated in advance. The costs of insurance policies are tied to a contact. Even though budget and actual numbers may differ little in the aggregate, the underlying fixed overhead variances are nevertheless worthy of close inspection. 
























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

Variance analysis is a technique used by Production department to break overspending and under spending during production into price and quantity variances. Price variances occur when a company pays more for a production input, such as materials or labor, than expected, where quantity variances occur when the company uses more of the input than expected. Using variance analysis information can help to figure out where to focus time to address problems as they come up.

Comparing budget with actual: It helps in managing the annual budgets by monitoring the budgeted materials or figures and comparing it with the actual materials used. 

It helps to identify whether the price paid for underlying components deviated from expectations (a variable overhead spending variance) or the company’s productive efficiency drove the variance (a variable overhead efficiency variance).

Identifying Relationships: relationship between a pair of variables/elements/materials could also be identified with the help of these variances. Correlations (both positive and negative) are critical in planning.

Forecasting: Forecasting uses patterns of the past data for developing a theory about the future production performance. Its helps to identified factors that can affect the production such as holidays or seasonal changes as the root cause of positive or negative variances.

Effective variance analysis can help a company spot trends, issues, opportunities and threats to short-term or long-term success.


























3. The major causes of unfavorable and favorable variances against the budget in a sales department of a fashion organization are:

· Market: this must always be considered as a vital factor. Sometime a business can plan out every move and the market can still abruptly shift, leading to loss in sales or, often, a transposition in sales as consumers begin to prefer another products. This is largely outside of the control of the company and can always create negative returns on a project that was thought to be successful – and vice versa.
· Poor predictions: For expected budgets, some amount of sale sales prediction is necessary. However, prediction always opens up the possibility of errors, sometimes serious errors. Estimating inflation at constant rates for future cash flows is easy, but inflation does not always follow constant rates. When it comes to predicting the changing market or the cost of supplies down the road, creating a useful prediction becomes even more difficult and sales can be inflated artificially.
· Supply shortages: When a supply shortage occurs, demand for supplies increases. As a result, suppliers raise their prices and businesses suddenly find that their cost of goods sold is higher than expected. This leads to lower profitability and a drop in net income. In many ways a supply shortage is also the result of market changes, but businesses see it on the back end, reducing profit, instead of the front end where it directly reduces sales figures.
· Changing business strategy: sometimes unfavorable variance is expected. This occurs when a business changes location or other factors that will affect sales. There is typically a transition period that occurs, when the product sales fall for a short amount of time from previously levels as the market reacts to the change.
· Change in taxes and duties
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