MANAGING FINANCE – SETTING AND ACHIEVING BUDGETS
Section 5:  How do you identify variances and take corrective action?
Activity 0502 – Who is responsible for variances? 
Suggested Timing: 5–10 minutes
If a variance has occurred, we need to know who is responsible, not so we can blame someone, but so we can fix it. Sometimes a cost variance in a responsibility centre budget report is not the fault of the centre at all. Sometimes it is a shared responsibility, we will see in the following case study.

A retail store has a central merchandising division which decides what stock to buy and where to buy it. It also arranges the buying. There is also a marketing division responsible for all advertising and promotion expenditure. A property division handles rental, cleaning etc. The following is the budget report for one month for the furniture section:

	Line No.
	Item
	Budget
$
	Actual
$
	Variance
$

	1
	Sales
	
	45,000
	
	40,000
	 (5,000) U

	2
	Cost of goods sold
	
	22,500
	
	20,500
	 2,000  F

	3
	Gross profit
	
	22,500
	
	  19,500
	 (3,000) U

	4
	Expenses:
	
	
	
	
	

	5
	Wages
	 14,000
	
	14,700
	
	  (700) U

	6
	Packaging
	   400
	
	    350
	
	50  F

	7
	Distribution
	   350
	
	    300
	
	   50  F

	8
	Advertising/ promotion
	 2,500
	
	 2,700
	
	   200 U

	9
	Rent
	 2,600
	
	  2,850
	
	   250 U

	10
	Telephone
	     400
	
	      430
	
	     20 U

	11
	Total expenses
	
	20,250
	
	 21,330
	(1080) U

	12
	Net profit


	
	 2,250
	
	(1,830)
	(4080)U


Who do you think is responsible for the variances? Write your answers below.

	Line No
	Variance
	Responsibility

	1


	Sales
	

	2


	Cost of goods sold
	

	3


	Gross profit
	

	5


	Wages
	

	6


	Packaging
	

	7


	Distribution
	

	8


	Advertising and promotion
	

	9


	Rent
	

	10


	Telephone
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Please enter your name in this text box:  

Please estimate how long it took you to complete this Chapter: 
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