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Calculation of variances
a) Direct materials price variance; 
DMPV = (SP - AP) *AQ
Where SP is standard unit price for direct materials, 
AP is actual unit price of direct materials
AQ is the actual quantity of direct material used
	AQ = 23,100*$3.60
	        =$ 83,160
SP = $3.50
AP = $3.60
DMPV= $(3.50 - 3.60)*$ 83,160
	Variance = - $8,316 (unfavorable)
b) Direct materials usage variance
DMUV = SP (SQ – AQ)
Where SQ is the standard quantity and AQ is the actual quantity.
Therefore,
	DMUV = (25,000 lbs – 23,100 lbs) * $3.50
	=1,900*$3.5
	Variance = $6,650 (favorable)

c) Direct labour variance;
DLV = actual cost of direct labour - standard cost of labour
	Actual cost of labour = DLH*AR
Where DLH is the actual direct labour hours and AR is the actual rate of labour
	40,100 hrs. * $6.30 = $252,600
	Standard cost of labour = standard labour hours (SLH) * standard rate (SR)
	40,000 hrs. * $6.50 = $260,000
The variance is therefore, = $(252,630-260,000)
				= - $7,370
This value is favorable since the actual labour cost is less by $7,370 than the standard or anticipated labour cost.

d) Direct labour efficiency variance
DLEV = Actual Hours (AH)* Standard rate (SR) – Standard Hours (SH)* Standard Rate (SR)
	= (40,100 hrs. * $6.50) – (40,000 hrs. * $6.50)
	= $ (260,650 – 260,000)
	Variance = $650 
This variance is unfavorable since workers used an extra of 100 hours valued at $6.50, than what was allowed by the standard. 


Definitions
Direct materials price variance; in accounting, this variance is defined as the product of the difference between the standard unit price and the actual price per unit and the actual used direct material quantity. 
Direct materials usage variance; is defined as the product of the difference between the standard quantity of direct materials and the actual quantity of direct materials used and the standard unit price 
Direct labour variance; this is given by the difference between actual cost of labour incurred in production and the standard cost of labour.
Direct labour efficiency variance; is the difference between the product of actual hours used in production and the standard labour rate and the product of standard hours and the standard labour rate.
Data collection on these variances
Every company keeps track of their operations, what is simply referred to as accounting. This means that all decisions that are made, are put in the books of account. These variables require data that is straight in the books. Calculating these variances, the company standards are drawn from the budgets of the current business cycle since it is where projections were put on books. The actual variables, that is price and quantities, are drawn from the current market reports as indicated on the delivery notes and from invoices (or any relevant other) respectively.
Other variables like hours of production used are measured and recorded in the production departments. The standards are drawn from the business’s records. Wage rate are valued at the current market price. Thus, the data is retrieved from market reports and journals. 

Variance computations and use in evaluation of operational results
To begin with, direct materials price variance is calculated by obtaining the product of the actual quantity of direct materials in used production (AQ) and the difference between the standard and actual prices per unit of the direct materials, SP-AP. The variance can affect the business negatively or positively. This variance is computed to determine the effectiveness of the purchasing department of a company in its duty to acquire production materials at the lowest possible cost. A positive value of this variance is favorable to the company since it implies that the cost incurred in the purchase of materials is less than the standard cost of the materials.
Direct material usage variance is calculated by multiplying the company’s standard unit price of materials by the difference between standard and actual quantity of materials, SP (SQ-AQ). This variance is calculated to gauge the management’s budgetary plans to maximally utilize materials during production. A positive value implies that production materials have been utilized to the maximum. 
Direct labour variance is given by the difference between the product of actual hours of production and actual labour rate and that of standard production hours by standard labour rate, (AH*AR)-(SH*SR). This variance is used in the production department to predict budget decisions. It strikes a balance in the allocation of the company’s labour funds and the output there after. 
Direct labour efficiency variance is calculated by subtracting the product of standard hours and standard labour rate from the product of the production’s actual hours and standard rate. It measures an organizations ability to make use of labour as projected. Actually it pinpoints the areas that tend to utilize much labour than had been projected. An unfavorable variance means that workers have spent extra time than provided by the standard time in production of a unit outcome and the opposite is true.   


Variances that need priority 
The management of Wolverine Company should pay more attention to direct materials price variance since the production materials were bought at a higher price than the anticipated. This means that the company eventually an extra cost that wasn’t budgeted for. 
Wolverine’s management should also be attentive on the direct labour efficiency variance because it is unfavorable. This means that extra hours were used by the employees in the production which were not as per the standard direct labour.
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