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Standard Costing: Setting Standards and
analysis of variances

Learning Objectives

1. Define the Standard.

2 Define the Standard Costing System.

3. Describe Types of Standards .

4 . Describe Methods used in the preparation of
standards.

5. Determine the cost standards for cost elements.

6. Explain the cost elements variances .

A standard cost is the predetermined cost of manufacturing
a single unite or a number of product units during a
specific period in the immediate future. It is the planned
cost of a product under current and or anticipated
operating conditions.
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A standard cost has two components: a standard and a
cost, A standard is like a norm or 1s a measure of judgment
on a particular performance . For example ,if a score of 72
is the standard for a golf course , a golfer score 1S judged
on the basis of this standard .In industry the standards for
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To be a good standard, 1ts should have:

a. The possibility of achieving it after takin 2 into g,

all factors of spoilage and waste of — u;;
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preparing.
b. Be convincing of all executors.

c. Be accurate and clear.
d. Its applicability in the future.
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Types of Standards

There are several types of standards as follows

1. Ideal standards: These are the lowest cost standards
that can be achieved under the best conditions. using the
available production resources according 1o xp{;f;;fn;
specifications, while providing all the necessary inputs for
production of materials, labor and operation efficiently
without taking into account sudden stops and spoilagé
making the standard difficult to verify.

2. Normal standards: They contain a realistic amount of
tolerance in the various cost elements, and are based on the
concept of energy in the long term, and are verifiable if
work is done according to the conditions available in the
company.

3. Expected standards: standards that are based on what
is expected to be achieved in the future, often based on the
factors of inefficiency and exorbitance that existed in the

past and could have been avoided.
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Methods used in the preparation of standards

There are several methods used in the preparation of
standards:

1.Historical method: It is adopted for the purpose of
development standards based on historical data from the
records in which the costs are recognized and which
occurred in prior periods. Certain period data are used as a

standard for future period costs This method assumes that
the conditions surrounding the work are stable
2. Statistical metho(: Based ¢

n statistical Techniques and
methods for processin

g historicg] data to reach accurate
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3 Laboratory method: This method is based  on

[aboratory —experiments in  the preparation  of  the
[ € = .
.]Uamitativc standards for cost clements

It is based on
technical and scientific principles for the yse

elements, product specifications and
methods.

4.Realistic method: Based on the three components of the
above methods, they can not be regarded as independent in
themselves. Analytical study of historical data on past
performance, development of historical. stuc.hes of
scientific and technical assets, | conflrmau.on of
experimental results, With the period to which the
Standard applies.

of cost
performance
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Determine the cost standards
1. direct materials cost standards : Two standards Mugt

be developed for standards direct materials costs:
a. A materials quantity(or usage) standard.

b. A materials price standard.
The standard cost of direct materials is calculated under

the following formula:
Standard Cost of Direct Materials = Standard Quantity x
Standard Price

Where :
Standard Quantity= Actual production volume * Standard

Quantity to produce a unit
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3. direct labor cost standards - T'wo standards *Ag
developed for standards direct labor ¢osgs. e
1. A labor rate standard.
b. An efficiency or (time) standard

The standard cost of direct labor is calculated

' under the
following formula: er th

Standard Cost of direct labor = Standard Hours x Standard
Rate

Where ©

Standard Hours = Actual production volume * Standard time
to produce a unit

uilaall ) 520 A Lol ASISH 25 () Cany B pilial) ) g2t S jlan |
O LNGTR OV P

AY daa jlea |

(8l o 36Sh ma

2 Lpall o e 5 uileall ) 50 A jlaaall RSN Gl
sokmal) ¥ Jana x 4y Ll Cilelal) =5 jdliad) gl 4 jLaal) 40<)

S oh A

s gl LY (s bal) gl X dndl) LI paa = Ay fomad) oL

3.Factory Overhead Cost Standards: Factory Overhead
Cost Standards shall be determined by the divisions or
centers of production and services within the economic
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[n addition, the calculation of the standard factory

overhead rate also varies according to the method of
apply1ng used. 1t may include variable and fixed costs
absorbed when applying the absorption costing method or
includes variable costs when applying the variable costing
method. It also usually production carries the share nf
factory overhead costs by applying the standard factory
overhead rates for units or hours of production, which
results in applied (standard) factory overhead costs of
production volume.
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Standards Costs and Variances

One of the objectives of applying the standard cost system
Is to achieve control over the cost elements. This is
achieved by comparing the actual cost with the standard
cost to determine the variance of each cost element
whetber direct materials or direct labor or factory overhead
cost n order to analyze and know the reasons for the
occurrence to avoid futyre occurrence. This paragraph

addresses the y
¢ calculation of :
v st
element, artances for each co
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