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Lecturer 

CBAT,Kushtia.

Subject: ACT 613 (Management Accounting)

Class Lecture 12: Standard Costing

For this topic we will follow the Chapter 10 (Standard costing and Balanced Scorecard) from the textbook.

Topics to be discussed:

1. Model for variance analysis

Using standard cost- direct labor variance:


Our next step is to compute the direct labor variance for the month of June. From the score card table (lecture no 10) we found that the standard direct labor cost per unit of product is $ 35, computed as follows:


2.5 hours per unit X $ 14.00 per hour = $ 35 per unit.


During June, the company paid its direct labor workers $ 74250, including the employment taxes and fringe benefits, for 5400 hours of work. This was an average of $ 13.75 per hour. Using this data and standard cost from that table we compute the direct labor rate and efficiency variances that appear in the table no 4. 









































































Labor rate variance- a closer look:


The price variance for direct labor is commonly termed as a Labor rate variance. This variance measures any deviation from standard in the average hourly rate paid to direct labor workers. The formula for the labor rate variance is expressed as follows:






The formula can be presented in the simple form 

Labor rate variance = AH (AR – SR)

Using the data from in the table no 5, we have the following:


5400 hours ($ 13.75 per hour - $ 14.00 per hour) = $ 1350 F

· For more details please see page no 455 in the textbook.

Labor Efficiency Variance-A closer look:


The quantity variance for direct labor, more commonly called the labor efficiency variance, measures the productivity of labor time.  No variance is more closely watched by management, since it is widely believed that increasing the productivity of direct labor time is vital to reducing costs. The formula for the labor efficiency variances is expressed as follows:



 Factored in the simpler terms, the formula is as follows:

Labor Efficiency Variance = SR (AH – SH)

 Using the data from the table no 4, we have the following:


$ 14.00 per hours (5400 hours – 5000 hours*) = $ 5600 U

· 2000 units X 2.5 hours per unit = 5000 hours

Possible causes of an unfavorable labor efficiency variance include poorly trained or motivated workers, poor quality materials, requiring more labor time in processing; faulty equipment, causing breakdowns and work interruptions; poor supervision of workers, and inaccurate standards. 

· For more details please see page no 455 in the textbook.

Using standard cost- Variable Manufacturing Overhead Variances:


The final step in our organizations variance analysis for June is to compute the variable manufacturing overhead variances. The variance portion of manufacturing overhead can be analyzed using the same basic formulas that are used to analyze direct materials and direct labor. Recall from the table no 1 that the standard variable manufacturing overhead is $ 7.50 per unit of product, computed as follows:


2.5 hours per unit X $ 3.00 per hour = $ 7.50 per unit

The cost records show that the total actual variable manufacturing overhead cost for June was $ 15,390. Recall from the earlier discussion of the direct labor variances that 5400 hours of direct labor time were recorded during the month and that the company produced 2000 pairs of product. The analysis of this overhead data appears in the table no 5.



Manufacturing Overhead Variances- a closer look:


The formula for variable overhead spending variance is expressed as follows:



































Or factored into simpler term:

Variable overhead spending variance= AH (AR -SR)

Using the data from table no 5, we have the following:


5400 hours ($ 2.85 per hour* - $ 3.00 per hour) = $ 810 F

· $ 15390( 5400 hours = $ 2.85 per hour

The formula for the variable overhead efficiency variance is expressed as follows:


























Factored in the simpler terms, the formula is as follows:

Variable overhead Efficiency Variance = SR (AH – SH)

Using the data from the table no 5, we have the following:


$ 3.00 per hours (5400 hours – 5000 hours*) = $ 1200 U

*2000 units X 2.5 hours per unit = 5000 hours

· For more details please see page no 457 in the textbook.

· The students are requested to practice the Review problem: standard costs on page no 474 from the textbook.

Questions:

1. What is a quantity standard? What is a price standard?

2. Distinguish between ideal and practical standard?

3. What is the difference between a standard and a budget?

4. What is the term variance?

5. Why the variances generally segregated in terms of a price variance and a quantity variances?

6. Who are generally responsible for the materials price variance? The material quantity variance? The labor efficiency variance?

7. What are the advantages of a using the standard costs?

Practical problems from the textbook:

Exercise no E10-1, E10-2, E10-3, E10-4, E10-5, and E10-6 E10-7 from the text-book (Page no 480, 481)

Problem P10-11, P10-12 (page no 484)

Table no 4














5400 hours X $ 13.75 per hour      5400 hours X $ 14.00 per hour	5000 hours X $ 14.00 per hour


   $ 74,250			      $ 75,600				       $ 70,000








		Rate variance, $ 1350 F		Efficiency variance, $ 5600 U














2000 units X 2.5 hours per unit =5000 hours


F =favorable, U = unfavorable





Actual hours of input, at the actual rate 


(AH X AR)





Actual hours of input, at the Standard rate 


(AH X SR)








Standard hours allowed for output, at the standard rate


(SH X SR)





Total variance, $ 4250 U




















Labor rate variance = (AH X AR) –(AH X SR)





		


    Actual hours  Actual rate	Standard rate





Labor Efficiency Variance = (AH X SR) – (SH X SR)





		  


 Actual hours	Standard rate    Standard hours allowed for output





Table no 5

















$ 15,390					5400 hours X $ 3.00 per hour   5000 hours X $ 3.00 per hour


						$ 16,200 		                            $ 15,000











		Spending variance, $ 810 F		Efficiency variance, $ 1200 U











2000 units X 2.5 hours per unit = 5000 hours 


F = Favorable, U Unfavorable





Actual Hours of Input, at the actual Rate


(AH X AR)





Actual Hours of Input, at the standard Rate


(AH X SR)








Standard hours allowed for Output, at the standard Rate


(SH X SR)





Total variance, $ 390 U





Variable overhead spending variance= (AH X AR) – (AH X SR)








Actual hours     Actual rate    Standard rate





Variable overhead efficiency variance= (AH X SR) – (SH X SR)








Actual hours     Standard rate    Standard hours allowed for Output �











