Unit 4: Standard Costing 13 
Standard Costing and Variance Analysis: Meaning of standard cost and standard costing, advantages, limitations and applications. Variance Analysis – material, labour, overheads and sales variances. Disposition of Variances. 

Q. What is Standard costing?
Ans-Standard costs are the scientifically pre-determined costs of manufacturing a single unit or a number of units of product or of rendering a service during a specified future period. The Chartered Institute of Management Accountants, London, defines standard cost as “a standard expressed in money. It is built up from an assessment of the value of cost elements. Its main uses are providing bases for performance measurement, control by exception reporting, valuing stock and establishing selling prices

Q. What are the steps for installation of standard costing?
Ans-The installation of a standard costing system involves the following steps:
a. To Set the predetermined standards for sales margin and production costs
b.  To ascertain and collect the actual results
c. To compare the actual performance with pre-determined standards
d. To determine the variances
e. To analyze and investigate the variances
f. To ascertain the causes of variance
g. To take corrective action where necessary.
h. To adjust the budget in order to make the standards

Q. What are the technique of standard costing?
Ans-The technique of standard costing may be summarised as follows:
a. Pre-determination of technical data related to production, i.e. details of materials and labour operations required for each product, the quantum of losses, level of activity, etc.
b.  Pre-determination of standard costs, in full details for each element of cost viz. material, labour and overhead.
c. Comparison of the actual performances and costs with the standards and working out the variances i.e., the difference between the actuals and the standards.
d.  Analysis of the variances in order to determine the reasons for deviations of actuals from the standards, and
e. . Presentation of information to the appropriate level of management for suitable action

Q. What are the importance or advantages of standard costing?
Ans-below the important significance/
advantages:
1. To determine standards which are at once practicable and represent efficient performance, the management will have to be fully aware of all the facilities that are available, the best way in which
work can be done (for example, time and motion study is essential if labour standards are to be fixed properly) and will have to gather continuous and up-to-date information about all the happenings; this exercise will enable the firm to locate many sources of wastages and losses and to block them.
2. Human beings often work hard to achieve standards which are within their reach; therefore, setting up of such standards will almost automatically mean greater efficiency in operations. Further, almost everyone will think in terms of setting the targets and of achieving them. This will be specially so if the system of rewards and punishment is also geared to the results.
3. If standards are themselves challenged periodically on a systematic basis, it will mean a constant increase in efficiency.
4.  Standard costing involves not only pre-determined quantity standards but also standards in respect of prices and rates. This may mean that all materials issued and labour applied will be evaluated on the basis of standard price and rates. This will itself reduce clerical labour. One can say that in general standard costing is more economical than the ordinary system of costing where quantities and prices vary day by day or week by week.
5.  Standard costing will enable objective judgement of the people and to that extent the systems of promotions, etc., will be more acceptable in the firm.
6.  The management’s own time can be saved to a large extent because the attention of management will be invited only to those matters which really require their attention. This will be done through the analysis of the deviation between the standard costs and actual costs. Management need pay attention only to those factors which have meant efficiency or inefficiency. (Management by Exception).
7.  For the purpose of fixing prices, standard costs play a useful role; they exclude the day-to-day fluctuations in cost resulting from inefficient use of resources and movement in prices. Standard cost represent the long-term estimates; cost and price, therefore, can be fixed on a long-term basis.
8. . Even for valuation of inventory, standard cost should be the proper basis. If actual costs are high only because there has been a wastage of resources, it is not proper to capitalise those losses by including them in the value of inventory. Nothing becomes more valuable simply because of wastage and, therefore, inventory values should better be determined on the basis of standard costs.
9.  In short, one can day that if a firm practices standard costing on proper lines, i.e., standards are themselves determined in a way which will not impose too great a burden on the worker or other employees or the firm, it may infuse in the minds of the staff a desire to achieve the standards and thus show greater efficiency.
10.  At every stage of setting the standards, simplification and standardisation of productions, methods and operations are effected and waste of time and material is eliminated. This assists in managerial planning for efficient operation and benefits all the divisions of the concern.
11.  Costing procedure is simplified. There is a reduction in paper work in accounting and less number of forms and records are required. There is considerable saving in clerical time and expenditure leading to reduction in the cost of the costing system.
12.  This system facilitates delegation of authority and fixation of responsibility for each department or individual.
13.  Where constantly reviewed, the standards provides means for achieving cost reduction. This is attained through, improved quality of products, better materials and men, effective selection and use of capital resources etc.
14.  Standard costs assist in performance analysis by providing ready means for preparation and interpretation of information.
15.  This facilitates the integration of accounts so that reconciliation between cost accounts and financial accounts may be eliminated.

Q. What are the features of standard costing?
Ans-Following are the features-
• The fact that standards are based on estimates.
• Standards will change according to conditions.
• It provides continual incentive for employee to keep costs and performance in line with
predetermined standard.
• A standard cost system helps focus management’s attention on the following questions and their
causes:
(a) Were materials purchased at prices above or below standard?
(b) Were materials used in quantities above or below standard?
(c) Is labour being paid at rates above or below standard?
(d) Is labour being used in amounts above or below standard?
Q. What are two way variance analysis?
Ans-Each variance has to be analysed as (i) incurring variance, and (ii) recovery variance. Also, broadly, the causes leading to a variance may be either efficiency or inefficiency in the use of resources or change in the price paid for the resources. Accordingly, we have the following analysis:
(i) Material cost variance
 - Material price variance
- Material usage variance
(ii) Labour cost variance 
- Labour rate variance
- Labour time variance
(iii) Overheads cost variance 
- Overhead expenditure variance
- Overhead volume variance
As each element of cost is analysed into two broad groups. It is known as “Two- way Analysis”.
COSTS
Q. Write the meaning of variance analysis?
Ans-The primary object of standard costing is to reveal the difference between actual cost and standard cost. A ‘variance’ in standard costing refers to the divergence of actual cost from standard cost. Variances of different cost items provide the key to cost control. They indicate whether and to what extent standards set have been achieved. This enables management to correct adverse tendencies.
After standard costs have been established, the next step is to ascertain the actual cost under each element and compare them with the standard cost. The difference between these two is termed as cost variance. Cost variance is the difference between a standard cost and the comparable actual cost incurred during a given period.

Q .Short note on
Ans-
(a)Material cost variance: Materials cost variance is the difference between the standard cost of materials specified and the actual cost of materials used. Material cost variances arise due to variation in the price of the material or in its usage. In accordance with this, material cost variances may be analysed under two heads, viz. material price variance and material usage variance.
Material Cost Variance= Standard Cost of Material for Actual Output – Actual Cost of Materials Used
OR      (TSC – TAC)
[bookmark: _Hlk41291426]OR    (SQ × SP) – (AQ × AP)D

(b) Material price variance: This is that portion of the material cost variance which is due to the difference between the standard price specified and the actual price paid. Material price variance is that portion of the direct materials cost variance which is the difference between the standard price specified and actual price paid for the direct materials used. This is an “incurring” variance. This reflects the extra price paid on the units purchased. While making this calculation standard consumption of units should not be given any consideration. It is computed by multiplying the actual quantity by the difference between the standard price and the actual price. The formula is:
Material Price Variance = Actual Quantity (Standard unit price – Actual unit price)
[bookmark: _Hlk41291793]OR   AQ (SP – AP)
(c)Material usage variance: This is that portion of material cost variance which is due to the difference between the standard quantity of materials specified and the actual quantity used. Material usage variance is that portion of the direct material cost variance which is the difference between the standard quantity specified for the production achieved and the actual quantity used both valued at standard prices. The difference of actual quantity of materials used from the standard quantity set, multiplied by the standard price is known as the materials usage variance. The formula for the calculation of this variance is:
Material Usage Variance = Standard Price (Actual Quantity – Standard Quantity)
[bookmark: _Hlk41291932]i.e. SP (AQ – SQ)
(d) Material mix variance: One of the reasons for material usage variance is change in the composition of the materials mix. It results from a variation in the material mix used in production. Thus, if a larger proportion of the more expensive material is used than that laid down in the standard mix, materials usage will reflect a higher cost than the standard. Contrarily, the use of cheaper materials in large proportions will indicate a lower cost of materials usage than the standard. It is that portion of the material usage variance which is due to the difference between the standard and actual composition of a mixture of materials. In other words, this variance arises due to a change in the ratio of actual material mix from the standard ratio of material mix. It is calculated as the difference between the standard price of standard mix and the standard price of actual mix
Material Mix Variance = Standard Price (Revised Standard Quantity – Actual Quantity)
i.e. SP (RSQ - AQ)
[bookmark: _Hlk41292164]

(e) Material yield variance: Yield variance is the difference between the standard yield specified and the actual yield obtained. In other words, the difference between actual yield of materials in manufacture and the standard yield (i.e. expected yield from a given standard input) valued at standard output price is known as materials yield variance. This variance is of great significance in processing industries, in which the output of one process becomes the input of the next process till the finished product is obtained at the final stage. The analysis of this variance helps effective control over usage. A low actual yield is unfavourable yield variance which indicates that consumption of materials was more than the standard. A high actual yield indicates efficiency, but a constant high yield is a pointer for the revision of the standard.
Material Yield Variance = Standard cost per unit (Actual yield – Standard yield)
i.e. SC p.u. (AY-SY)
Note: AY will never change. SY will calculate for actual mix of quantity as under:
[bookmark: _Hlk41299641][bookmark: _Hlk41292512][bookmark: _Hlk41292885]New SY =      TAQ
[bookmark: _GoBack]Q. Short note on 
(a) Labour cost variance: Labour cost variance (also termed as direct wage variance) is the difference between the standard direct wages specified for the activity achieved and the actual direct wages paid. As the cost of labour is determined by labour time and wages, the labour cost variance is composed of either or both of variances relating to labour time and labour rate. As such, labour cost variance is analysed into two separate variances, viz., wages (labour) rate variance and labour efficiency variance.
The formula for labour cost variance is:
LCV = (Standard Hours x Standard Rate) - (Actual Hours x Actual Rate)
OR, LCV = (SH x SR) – (AH x AR)
(b) Labour rate variance:This is that portion of the wages variance which is due to the difference between the actual rate and standard rate of any specified. It is calculated like the materials price variance.
Labour Rate Variance = Actual Hours (Standard Rate - Actual Rate)
OR LRV = AH x (SR – AR)
( c) Labour time or efficiency variance: Also termed as labour efficiency variance, is that portion of the direct wages variance which is due to the difference between the standard labour hours specified and the actual labour hours expended. Obviously, this variance provides a key to the control of workers’ efficiency and labour cost. In effect, it is a usage variance. The computation of variance is as follows:
Labour Efficiency Variance = Standard Wage Rate (Standard Hours of Production – Actual Hours Worked)
OR,LEV = SR x (SH – AHW)
(d)Labour Ideal time variance: This variance which forms a portion of wages efficiency variance, is represented by the standard cost of the actual hours for which the workers remain idle due to  bnormal circumstances.
Labour Idle Time Variance (LITV) =
(Actual hours paid for x Standard rate) – (Actual hours worked x Standard rate)
OR, Idle Hours x Standard rate.
(e)Labour mix Variance: It is also known as Gang Composition Variance. This is a sub-variance which arises due to change in the composition of a standard gang or combination of labour force.
Labour mix variance =
(Actual hours at standard rate of actual gang – Actual hours at standard rate of standard gang)
OR, Standard rate (Revised standard labour hours - Actual labour hours)
OR, LMV = (RSH – AHW) x SR

(f) Labour yield variance: This is due to the difference in the standard output specified and the actual output obtained. This is computed as follows:
Labour yield variance =Standard labour cost unit (Actual output – Standard output)
OR , (Standard loss of actual total input – Actual loss) x
Average standard rate per unit.
OR, LYV = SC p.u. (AY – SY)
Note: AY will never change. SY will calculate for actual mix of hour as under:
[bookmark: _Hlk41377847]New SY =      TAH
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