Standard Costing

Many costing systems have the fault that there is no means of comparing actual costs, once they have been determined, other than with previous costs. Both the previous and present actual costs may in fact be excessive but there is no way of knowing this; because management have no satisfactory means of measurement or control, the same inefficiencies may be being perpetuated.

We can estimate a predetermined cost of a job and a comparison between the estimate and the actual cost can provide management with some control over costs. However, even here, the difference might not be the result of any meaningful difference but simply be due to poor estimation in the first place. Little information could be given about factory inefficiencies or other cause.

An estimate is simply an intelligent guess, whereas a standard cost will take into account the levels of inefficiency required by management. A standard material cost, for instance, must take into account the price, specifications, quantity and quality of material required, as well as such factors as the period of credit allowed from suppliers, quantity and cash discounts, spoilage due to deterioration and wastage in the factory (see Setting Standards below). The range of factors which affect the material standard cost is not exhaustive, but it does illustrate the potential virtues of a standard cost. It should reflect management’s intentions and capabilities. Standard costing demands an investigation of all constituent factors of a cost before the cost is adopted. If a difference then arises between the standard cost and the actual cost, this difference (called a cost variance) will merit investigation because it indicates a departure from management’s standards of efficient operation.

Example
Cost Estimate and Variance Statement - Job No. 1998



          

Estimate    Standard Cost   Actual Cost       Variance







  £

  £

  £

   £

Direct Materials
 300

 250

 300

  50  Adverse
Direct Labour

 150

 160

 230

  70  Adverse
Overheads  
        
  90
       
   90
       
   90
        
  nil






         
500
         
 500
         
 620
         
120  Adverse

Let us assume that a job was estimated at £550. When the standard cost was calculated, it too came to £500 but had different labour and material costs. However, the job cost £620 when completed. The Variance column is found by taking the actual cost from the standard cost.

           NOTE
1
The standard costs do not equal the estimated cost.




2
The direct costs need investigation, assuming the standards are correct.




3
The absorption of factory overheads appears to be satisfactory for this job.




4
Standard costing illustrates the principle of ‘management by exception’: 
Once a standard cost has been adopted, management should only need to 
investigate and act when a cost variance arises.

DEFINITIONS
1
Standard Cost:  ‘a pre-determined cost calculated in relation to a prescribed set of working conditions, correlating technical specifications and scientific measurements of material and labour to the price and wage rates expected to apply during the period to which the standard cost is intended to relate, with the addition of an appropriate share of budgeted overhead’ (CIMA [ICMA] definition).

2
Standard Costing:  ‘the preparation of standard costs of products and services’ (CIMA [ICMA] definition).

3
Standard Hour:   ‘a hypothetical unit pre-established to represent the amount of work which should be performed in one hour at standard performance’ (CIMA [ICMA] definition).  Note: a standard hour is an important concept because the volume of production of different products can now be measured in terms of a common unit, the standard hour (see Fixed Overhead Variances).

4
Variance Accounting:  ‘a technique whereby the planned activities of an undertaking are expressed in budgets, standard costs, standard selling prices and standard profit margins, and the differences between these and the comparable actual results are accounted for. Management is periodically presented with an analysis of differences by cause and responsibility centres, such analysis usually commencing with the operating profit variance’ (CIMA [ICMA] definition).

5
Variance Analysis:  ‘that part of variance accounting which relates to the analysis into constituent parts of variances between planned and actual performance’ (CIMA [ICMA] definition).

SETTING STANDARDS
It is important that a good deal of care goes into the setting of standards. This will require close scrutiny by management of such factors as the price and usage of materials, labour rates and methods, and the use of available production facilities, e.g. machinery. If the standards are not correct, the variances obtained by comparing actual costs with standards will be useless or worse, misleading.

1
Types of standard

There are basically two types of standard:


a
Ideal Standards which assume no wastage or inefficiency.


b
Expected Standards which allow for normal and expected losses.

While it may be useful to know how much actual results vary from an ideal standard, it is assumed that an expected standard will be used in practice.

2
Materials
Specifications, quantities and prices are the three main factors which determine the standard material cost. Specifications depend upon design and quality control; quantities refer to quantities purchased or used. Prices depend on the choice of supplier, market trends, quantity discounts, etc.

Material variances will arise due to changes in price or usage compared to standard. Although it is necessary to analyse variances in this way, it should be realised that price and usage can bear a close relationship to one another. An adverse price variance (i.e. good quality material resulting in less spoilage and rejection) and vice versa.

3
Labour
Methods for labour could be seen as its specifications, time taken as its usage and rates of pay as its prices. These are the three main factors which determine the standard labour cost. Labour variances will also arise due to changes in the ‘price’ or ‘usage’ (i.e. rates of pay or efficiency) compared to standard. Highly paid workers are likely to take less time to complete a particular job than lower paid. That is, an adverse ‘price’ or rate of pay variance (i.e. good quality labour.......- see materials) resulting in a favourable efficiency variance, or vice versa.

4
Variable Overheads
It is necessary to determine the expenditure and the absorption rate (see Absorption of Factory Overheads or Overhead Absorption Rates in a Cost and Management Accounting textbook) to establish the standard variable overheads. Because variable overheads vary with production it is only possible to have a ‘price’ (i.e. expenditure) variance. 

5
Fixed Overheads
It is necessary to determine the expenditure and the absorption rate for all overheads to establish the standard. This is true for fixed overheads. The absorption rate will depend on the budgeted level of production. Fixed overheads do not vary with production so it is possible to have a ‘price’ (i.e. expenditure) and ‘usage’ (i.e. efficiency) variance. There is also a volume (capacity) variance if actual output is more or less than budgeted output. An obvious example of this could arise as a result of a strike. Actual output might then be 20% below budget; the under-absorbed fixed overheads would now be termed as a capacity variance (see Under- and Over-Absorption of Overheads in a cost and management accounting textbook).

6 
Standard Cost Card
For each product, process or job, a standard cost card is prepared. This contains all the information relating to standard costs and is used for determining the total standard cost of a product or job. The card will be subject to updating caused by revision of standards.

7
Revision of Standards
Standards are normally set for a fixed time period (e.g. a year) and revised annually. Such revisions will probably be made at the beginning of each accounting year. However, due to changed circumstances, it may be necessary to  revise standards ad hoc; in which case a revision variance may arise.

COST VARIANCES
Various simple cost variances are explained, with worked examples, to show how they arise:

material cost variances
1
Material Cost Variance arises due to the difference between standard price and actual price paid. This variance can be analysed at the point of purchase or usage. In practice, it is eliminated on purchase so that all stock records may be kept at standard price (see Other Methods of Pricing Stores Issues, i.e. Standard Price, in a cost and management accounting textbook). 

Formula:
Mat. Price Variance  =  (Actual Price  -  Standard Price)  x 

Actual Usage or Purchase Qty

Example:
Standard Price Material T
=
£70 per lb.




Actual Price Material T
=
£80 per lb.




Actual Usage Material T
=
100 lb.



( 
Mat. Price Variance

=
(80  -  70) x  100









=
£1,000  Adverse


Note:
Variances can be Adverse or Favourable


Favourable variances can be (bracketed) to aid clarity of presentation.

2
Material Usage Variance arises due to the difference between standard usage and actual usage. Reasons for usage variances include excessive scrap or waste, rejection due to poor materials or workman ship, pilferage, and stock losses.

     Formula:  Mat. Usage Variance  =  (Actual Usage  - Standard Usage)  x Standard Price 


Example:
Standard Price Material T
=
£70 per lb.





Standard Usage Material T
=
    90 lb.





Actual Usage Material T
=
  100 lb.




( 
Mat. Price Variance

=
(100  -  90) x  70









=
£700  Adverse

3
Material Cost Variance is the total variance caused by the difference between standard material specified and actual material used.

    Formula:  Mat. Cost Variance  =  
Actual Materials Cost  -  Standard Materials Cost





  

      =
(Actual Usage  x Actual Price)  -  

(Standard Usage  x Standard Price)


Example:
Standard Price Material T
=
£70 per lb.





Actual Price Material T
=
£80 per lb.





Standard Usage Material T
=
    90 lb.





Actual Usage Material T
=
  100 lb.




( 
Mat. Price Variance

=
(100  x  80)  -  (90  x  70)









=
£1,700  Adverse

   Material Cost Variance    = 
Material Price Variance   +   Material Usage Variance.

This provides a useful cross-check in calculating individual variances. At this stage, students should re-read Setting Standards above: from Materials to Fixed Overheads.

labour cost variances
1
Wages Rate Variance arises due to the difference between the standard rate of pay (‘price’) specified and the actual rate(/’price’) paid.

Formula:
Wages Rate(/’Price’)  Variance  =  [Actual Rate(/’Price’)  -  Standard Rate]  x  Actual Hours(/Usage or Qty)

Example:
Standard Wages Rate(/Price) Job B10
=
£7·50 per hour




Actual Price Rate(/Price) Job B10

=
£6 per hour




Actual Hours worked(/Usage) Job B10
=
30 hours



( 
Wages Rate(/Price)Variance


=
(6  -  7·50) x  30











=
£(45)  Favourable

2
Labour Efficiency Variance arises due to the difference between standard hours (i.e. standard ‘usage’) specified and the actual ‘usage’ or hours worked.

Formula: Labour Efficiency Variance  =  

[Actual Hours(/’Usage’)  -  Standard Hours(/’Usage’)]  x Standard Rate(/’Price’) 

Example:
Standard Wages Rate(/Price) Job B10
=
£7·50 per hour




Standard Hours allowed Job B10

=
    20 hours




Actual Hours worked(/Usage) Job B10
=
    30 hours



( 
Labour Efficiency Variance


=
(30  -  20)  x  7·50










=
£75  Adverse

Note:  There is a great deal of difference between material and labour variances. Material Price and Wages Rate Variances both measure price differences;  Material Usage and Labour Efficiency Variances measure differences in performance.

3
Wages Cost Variance is the total variance caused by the difference between standard wages specified and actual wages used (see Material Cost Variance above).

Formula:  Wages Cost Variance  =  
Actual Wages Cost  -  Standard Wages Cost





     
          =       (Actual Hours/’Usage’  x Actual Rate/’Price’)  -  

(Standard Hours/’Usage’  x Standard Rate/’Price’)

Example:
Standard Wages Rate(/Price)  Job B10
=
£7·50 per hour




Actual Wages Rate(/Price) paid  Job B10
=
£7·50 per hour




Standard Hours allowed  Job B10

=
    20 hours




Actual Hours worked(/Usage) Job B10
=
    30 hours



( 
Wages Cost Variance


=
(30  x  6)  -  (20  x  7·50)









=
£30  Adverse

Note:
Wages Cost Variance           =         Wages Rate(/Labour Price) Variance   +   

Labour Efficiency(/Usage) Variance.




=     £(45)  Favourable    +
£75  Adverse




=
£30  Adverse

variable overhead variances 

As explained above (see Setting Standards: Variable Overheads) there is only one Variable Overhead Variance. Since variable overheads vary with production, no efficiency (i.e. ‘usage’) or volume variance can arise. The only difference with the standard can be in the price paid for services (i.e. expenditure or cost) - see Materials Cost and Wages Cost variances above.

Formula: Variable Overhead Variance   =  Actual Variable Overhead (i.e. actual ‘usage’)

-   Standard Variable Overhead (i.e. standard ‘usage’)

=  Actual Variable O/head incurred (=  Actual Production   x  Var. O/HD absorption rate)

-   Standard Hours produced(/’Usage’)  x  Var. O/HD Absorption (Standard) Rate/’Price’

Example:
Actual Variable Overhead(/Price)  Job B10
=
£270




Actual Output(/Usage)  Job B10


=
   30 standard hours




Variable Overhead absorption rate


=
£10 per standard hour



( 
Variable Overhead Variance


=
270  -  (30  x  10)











=
£(30) Favourable

fixed overhead variances 

1
Fixed Overhead Expenditure Variance arises due to the difference between the budgeted/standard Fixed Overheads (i.e. budgeted ‘price’) specified and the actual Fixed Overhead (i.e. actual ’price’ paid).

Formula:
Fixed Overhead Expenditure(/’Price’) Variance  =  

Actual Fixed O/H(’Price’)  -  (Budgeted/Standard Hours  x Fixed O/H absorption rate)

Example:
Actual Fixed Overhead(/Price) 1997

=
£465,000




Budgeted Hours (/Usage) 1997


=
45,000 hours




Fixed Overhead absorption rate


=
£10 per hour



( 
Fixed Overhead Expenditure Variance

=
465,000  -  

(45,000  x  10)











=
£15,000  Adverse

2
Fixed Overhead Volume Variance arises due to the difference between budgeted/standard fixed overheads (i.e. budgeted volume) and the actual fixed overheads (actual volume).

Formula:   Fixed Overhead Volume Variance  =  

[Budgeted Hours(/’Usage’ )   -   Standard Hours Produced(/’Usage’)]  x 

Fixed Overhead Absorption (Standard) rate

Example:
Budgeted Hours (/Usage) 1997

=
45,000 hours




Standard Hours Produced


=
50,000 hours




Fixed Overhead absorption rate

=
£10 per hour



( 
Fixed Overhead Volume Variance

=      (45,000  -  50,000)  x  10










=
£(50,000)  Favourable

Note:  The pattern of price/efficiency variances shown above with materials and labour changes for fixed overheads. With material and labour there were only two possible causes for variances to occur: price and efficiency. With fixed overheads, there are three possible causes for variances: price, efficiency and volume;  
1 above deals with the price;   2 includes variances due to both changes in efficiency or volume. 

     These are analysed in (a) and (b) below.

a

 Fixed Overhead Efficiency Variance arises due to the difference between standard hours worked (i.e. standard ‘usage’) and the actual hours worked (actual ‘usage’).

Formula:  Fixed Overhead Efficiency Variance  =  


(Actual Hours worked   -  Standard Hours Produced)  x Fixed O/HD Absorption rate

Example:
Actual Hours worked 1997  


=
47,000




Standard Hours Produced 1997


=
50,000 hours




Fixed Overhead absorption rate


=
£10 per hour



( 
Fixed Overhead Efficiency Variance   

=      (47,000  - 50,000)  x  10











=
£(30,000)  Favourable

b
Fixed Overhead Capacity Variance arises due to the difference between standard/budgeted hours and the actual hours worked.

Formula:  Fixed Overhead Capacity Variance  
=

(Budgeted Hours  -  Actual Hours worked)   x  Fixed O/HD Absorption rate

Example:
Budgeted Hours 1997



=
45,000




Actual Hours worked 1997  


=
47,000




Fixed Overhead absorption rate


=
£10 per hour



( 
Fixed Overhead Capacity Variance

=      (45,000  - 47,000)  x  10











=
£(20,000)  Favourable

Note:

Fixed Overhead Volume Variance
 =
Capacity Variance        +     Efficiency Variance.








=     £(20,000)  Favourable  +  £(30,000)  Favourable








=

£(50,000)  Favourable  (see 2 above)


Of the £50,000 fixed overheads saved by producing 50,000 standard hours, compared to a budget of 45,000 hours, £30,000 is due to efficiency (i.e. working faster) and £20,000 is due to over-absorption of fixed overhead (i.e. working more hours than budgeted). See Under- and Over-Absorption of Overheads in a cost and management accounting textbook).

c
Fixed Overhead Variance is the total variance resulting from the difference between fixed overheads absorbed by production and the actual fixed overheads.

Formula:  Fixed Overhead Variance  
=
Actual Fixed Overhead   -   

(Standard Hours  Produced  x  Fixed O/HD Absorption rate

Example:
Actual Fixed Overhead 1997


=
£465,000




Standard Hours Produced 1997


=
50,000 hours




Fixed Overhead absorption rate


=
£10 per hour



( 
Fixed Overhead Variance



=    465,000  -  (50,000  x  10)











=
£(35,000)  Favourable

Note:
Fixed Overhead Variance
 =
Expenditure Variance      +       Volume Variance.








=     £15,000  Adverse          +  £(50,000) Favourable








=

£(35,000)  Favourable

note on variances :

The most important variances have been included above. However, there are others; the variances which each factory will calculate depends on the pattern of production in that factory. It would be necessary, for instance, in a chemical factory to sub-divide the material usage variances into mix (input) and yield (output) variances. Another common usage variance is a scrap variance, which indicates the cost of abnormal scrap. Similarly, the labour efficiency variance can be sub-divided into idle time, labour mix, machine breakdown, and labour dispute variances.
APPLICATION OF VARIANCE ANALYSIS
Standard Costing can be used in conjunction with other costing techniques:

a
Absorption and Marginal Costing.


Standard Costing can be used with both methods. The only difference is that with 
marginal costing the only fixed overhead variance will be the expenditure variance 
(i.e. the difference between actual and budgeted expenditure).
b
Job and Process Costing. 


Standard Costing can also be used with both methods. The difference is one of 
time-scale. In job costing, variances will arise for each job, whereas in process 
costing, weekly or monthly variances will be extracted.
c
Budgeting and Budgetary Control.


Standard Costing is often used in combination with budgetary control. Both costing 
techniques use variance analysis as a means of management control.

SALES VARIANCES
We do not treat sales variances the same way as cost variances. It is not advisable to analyse variances between planned and actual sales. This difference is important but it is reported to management using methods other than variance analysis. 

In order to compare like with like, instead of comparing sales in total, comparisons are made between sales margins.

sales margin variances 

These represent the difference between actual and budgeted variances. It is important to remember that all costs are valued at standard in calculating sales margin variances.  (Differences with standard costs are analysed as cost variances - see Cost Variances above)

1
Sales Margin Price Variance arises due to the difference between the actual contribution and the standard margin on units sold. Common reasons for this variance arising are a change in price or trade discounts, or giving special terms (e.g. quantity discounts).

Formula:  Sales Margin Price Variance  =
Actual Contributions   -   

(Actual Units Sold  x  Standard Margin per unit)

Example: 
Product A:
Actual Contribution for July

=
£215,000





Actual Units sold in July

=
110,000





Standard Margin per unit

=
£2 



( Sales Margin Price Variance
=
215,000  -  (110,000  x  2)








=
215,000  -   220,000








=
£5,000  Adverse

Note:
The conventions of cost accounting are reversed for sales margin variances. 
Obviously, if the actual margin is less than standard, there is an adverse variance.

2
Sales Margin Volume Variance arises due to the difference between the standard margin on actual quantities sold and on budgeted sales quantities. Reasons for this variance arising include product mix (e.g. at different margins) and overall volume of sales.

Formula:  Sales Margin Volume Variance  =
(Actual Units Sold  -  Budgeted units)

x  Standard Margin

Example: 
Product A:
Actual Units sold in July

=
110,000






Budgeted Units for July

=
100,000






Standard Margin per unit

=
£2 





( 
Sales Margin Volume Variance
=   (110,000  -  100,000)   x  2











=
£(20,000)  Favourable

3
Sales Margin Variance is the total variance which arises due to the difference between the actual contribution  and the standard margin on budgeted sales quantities.

Formula:  Sales Margin Variance  =
Actual Contribution  -  (Budgeted units

x  Standard Margin per unit)

Example: 
Product A:
Actual Contribution for July

=
£21,500






Budgeted Units for July

=
100,000






Standard Margin per unit

=
£2 



     

( 
Sales Margin Variance

=   215,000  -  (100,000   x  2)











=
£(15,000)  Favourable

Check:
      Sales Margin Variance
        =
     Price Variance   +   Volume Variance








        =    £5,000  Adverse   +   £(20,000)  Favourable








        =

£15,000   Favourable

OPERATING PROFIT VARIANCES
The difference between actual and standard profit is the operating profit variance. It is calculated by totalling all sales margin and cost variances.

The Variance Pyramid diagram below shows how all sales margin and cost variances may be brought together to give a single, operating profit, variance.

VARIANCE REPORTS 

Standard costing and variance analysis involves four distinct stages:

1
Setting of standards 

2
Ascertaining actual results.

3
Comparing standards and actuals to give variances.

4
Investigating variances and taking corrective action

There are two important provisos to investigation and corrective action: significance and responsibility. There is little point in wasting time investigateing tiny variances; and before taking corrective action, careful allocation of responsibility for the variance should be made.

The Variance Report below shows a typical form of variance report for management, although each company will have its own suitable form of report.

	XYZ Supplies Co. Ltd.
Variance Report for the month of

	Variance
	Adv/(Fav)
	Adv/(Fav)
	Remarks

	
	£
	£
	

	MATERIAL
	
	
	

	
Price
	x
	
	

	
Usage
	x
	x
	

	
	
	
	

	LABOUR
	
	
	

	
Rate
	x
	
	

	
Efficiency
	x
	x
	

	
	
	
	

	VARIABLE OVERHEAD
	
	
	

	
Expenditure
	
	x
	

	
	
	
	

	FIXED OVERHEAD
	
	
	

	
Expenditure
	x
	
	

	
Efficiency
	x
	
	

	
Capacity
	x
	x
	

	
	
	
	

	SALES MARGIN
	
	
	

	
Price
	x
	
	

	
Volume
	x
	x
	

	
	
	
	

	OPERATING PROFIT
	
	
	

	VARIANCE
	
	x
	

	
	
	
	


 Advantages and problems of using standard costing

Advantages

1
Useful control information is provided by the standard: actual comparison and the resulting variances. Standards provide a yardstick against which to compare actual costs.

2
The variances allow ‘management by exception’ to be practised.

3
The technical analysis necessary to set standards may lead to better methods, greater efficiency and lower costs; after considering materials, manning, methods and machinery.

4
Motivation and cost consciousness may be stimulated. Is a target of efficiency towards which employees may strive.

5
Variance analysis may help to define areas of responsibility.

6
The standards set are a useful aid to establishment of budgets, prices and production schedules. Standard costs may rationalise pricing policy.

7
Standard costs simplify record keeping and stock valuation because standards are used throughout the system.

Problems with standard costing

1
Changes in prices, labour rates, working practices can make the standard less appropriate, if not misleading.

2
There may be resentment from managers and workers against a system of control.

3
The cost of establishing and maintaining a standard costing system.

4
The problems of setting standards.

5
There may be an increase in non-productive work, e.g. measuring work, completing forms, etc.

Note:
Standard costing is widely accepted and used. Its advatages can outweigh the disadvantages if the business is of sufficient size. to be able to use the formal management discipline of variance analysis. Smaller businesses, however, may not be able to pay for the additional cost of standard costing and, in any case, may be better controlled by traditional ‘rule of thumb’ (estimating, etc.) methods.

Exercises
1
Bronte manufacture kitchen units. The standard cost is made up of the following.



Direct mats.(15 m2 at £3 per m2)


45



Direct lab    (5 hr at £4 per hr)



20



Variable overheads (5 hrs at £2 per DLH)  

10



Fixed overheads (5 hrs at £1 per DLH)


  5


The monthly budget projects production and sales of 1000 units.


Actual results




Production  


1400 units




Direct mats 


22000 m2 at £4 per m2 




Direct Wages 


6800 hrs at £5 per hr




Variable overheads of 

£11000




Fixed overheads of 

£6000


Calculate the variances for the period.

2
BS Ltd has the following budget and standard cost per unit data.



Budgeted production

10000



Direct material

X
10 kg at £1 per kg





    


Y
5 kg at £5 per kg



Direct Wages


5 hrs at £3 per hr



Fixed overhead is absorbed at 200% of direct wages.


Actual data for the period




Actual production

9500




Direct material 
X
96,000 kg 
@
 £1.20 per kg







   
Y
48,000 kg 
@
£4.70 per kg




Direct wages incurred 46,000 hrs at £3.20 per hr




Fixed production overheads incurred of £290,000


Calculate the product's standard cost and calculate the variances for the period.

3
Annual budget - production 100,000 units

	
	Cost element
	Detail

	
	Direct materials
	100,000 kg costing £100,000

	
	Direct labour
	25,000 hrs costing £150,000

	
	Variable production overhead
	£100,000

	
	Fixed production overhead
	£75,000



Calculate standard costs:


-
Direct materials - cost per unit


-
Direct labour - labour cost per unit


-
Production overheads


Overheads need to be absorbed into total cost per unit. A basis for absorption must 
be adopted. Assume the organisation uses direct labour hours.


Variable overhead absorption rate 
= 
Budgeted variable overheads 
  

            
                                                    

Budgeted hours

4
Pirons Ltd produces large concrete slabs, which are made of two materials, ballast 
and cement.  In 1993 the production budget is for 1000 units to be made. It has 

been estimated, using ideal standards that this will require 10000 Kg of ballast 

costing £42000 and 4000 Kg of cement costing £1600.


The direct labour requirement has been calculated at 3 hours per unit and the 

relevant grade of labour is paid at £8 per hour. All  overheads are fixed and are to 
be recovered on the basis of direct labour hours. The estimated total overheads for 
the period is £54000.


The actual results for the period were


Production 
1,100 units






10,500  kg  of  ballast   costing  £52,500






 5,000   kg  of  cement  costing    £1,750


Wages were paid for 3,200 hours work at £8.50 per hour


Total overheads came to £60,000

Task 1
Calculate the standard cost of the product.

Task 2
Calculate the total variances for materials, labour and overheads and 




the appropriate subvariances.

Task 3
Prepare a memorandum explaining the possible causes of the variances and 



list the managers who should be informed of them.

Task 4
What is the size of the over/under absorption of overheads. 





How would this be dealt with in the accounts of the business.

Adapted or taken from M L Houlton, An Introduction to Cost and Management Accounting, published by Heinemann, 1979. Other explanation and all questions provided by J Cartwright, (ex-)Redbridge College.
Adapted or taken from M L Houlton, An Introduction to Cost and Management Accounting, published by Heinemann, 1979. Other explanation and all questions provided by J Cartwright.

