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UNIT 10 – DMCV – DIRECT MATERIAL COST VARIANCE.

Q:1: A variance is the difference between cost and the actual amount for both cost and revenues. Identify and explain types of variance analysis tools which can be used in a production of a car spare parts manufacturing company.

A:1: Standard cost is the practice of substituting an expected cost for an actual in the accounting records and then periodically recording variances showing the differences between the expected and the actual costs. This approach represents the simplified alternative to cost layering systems, such as the FIFO (first in, first out)  and LIFO (last in, first out) methods , where large amount of historical cost information must be maintained for item held in stock.
A variance is the difference between the actual cost incurred and the standard cost against which is measured. A variance can also be used to measure the difference between actual and expected sales. Thus, variance analysis can be used to review the performance of both revenue and expenses.
.Rate variance (also known as price variance) is the difference between the actual price paid for something and the expected price, multiplied by the actual quantity purchased.
The “rote” variance designation is most commonly applied to actual cost of direct labor in comparison to the standard cost of direct labor. The rate variance uses a different designation when applied to the purchase of material, and may called the purchase price variance or the material price variance.
.Volume variance is the difference between the actual quantity sold or consumed and the budgeted amount, multiplied by the standard price or cost per unit. If the variance relates to the sales of goods, it is called the sales volume variance, if it relates to the use of direct materials, it is called the material yield variance, if the variance relates to the use of direct labor, it is called the labor efficiency variance, if it relates to the application of overhead, it is called the overhead variance.
Keeping labor costs down, negotiating competitive prices from suppliers of materials, investing in advertisement are some ways the industry can use to produce and commercialize its products. Demands for car parts are driven by new car sales which are strongly affected by interest rates, and by the replacement market. Profitability depends part on the difficulty of manufacturing products and partly on demand volume, since many costs are fixed. Small companies compete by focusing on a small number of products or highly technical ones.

Q: 2: How the above identical variance can help the department to meet its objective?

A: 2:  Analysis of variances involves assessing the difference between two figures. It is a tool applied to financial and operational data that aims to identify and determine the cause of the variance. In applied statistics, there different forms of variance analysis.
Variance analysis helps maintain control over projects expenses be monitoring planned versus actual costs. Effective variance analysis can help company spot trends, issues opportunities to short and long-term success.

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

A: 3: When companies compare budgets with actual figures, there are often differences called variances. 
Variance is the number obtained by subtracting the lower of the actual and budget number for a particular item from higher one. 
Reasons for variance can include changes in sales, changes in material costs, or changes in labor costs. 
Variance can be favorable, if costs are lower or revenue is higher, unfavorable for higher costs or lower revenue.
Potential causes of variances same potential causes of sales variance.
[bookmark: _GoBack]Favorable: Healthy economy, more advertising, less competition, lower selling prices, up-to-date stocks, defined weather.
Unfavorable: Worse economy, less advertising, more competition, higher sales prices, dated products, undefined weather.
Some potential causes of sales variance favorable: Planned increase in prices, market prices increase, less competition. 
Unfavorable planned decrease in prices, market decrease in prices, more competition.

 

















Student Statement:

By submitting this assignment, I confirm that this is my own work.



	Student Signature
	
	Date
	




For Tutor / Assessor Use Only
	Total Marks
	

	Marks Obtained
	

	Percentage / Grade
	













image1.png
ﬁ
o R




