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Trsarance sppicaion. Fvei  county mior Vil oTcs ey e 3 sandard 1o
b of days equied 10 process an application for vehile reistration. These

" uxury that no al resaurantsconaford. Tha i where DCdessrts com comes n.
DCUessrtscom spplic frsh and roven dessrt 10 varity o etaurants, caere

i abor s folows or 3 calegory of dessert products genericlly eferrd to
wllaye fancycakes.
irect-Material Standards

sandar quanity and pice ofingediens fo one maltiayer oncy cake, sich as
lack Fres cake, e shown it lowing able:

e
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T stndird iy of ngrdienls heeded o prodice one ake s S ponds. e
only 475 pounds ctualy remai i the inihed product. One-guarte pound of
redicns s wisted . norma resut of e prodoction procss. Thereor, e eni
ofingredients neded o produce  fany cake s incldd i the tandand quaniny
matrs,
“The standard prce of ingrdicnts eflecs all of the costs ncured 1o cuie th
ria and tansport i 10 the plnt. Nodice hat the cot of transportation isbded
e purchaseprce. Any purchse discounts would be subtrcted outfrom the purchasq

Dormal wiste o ineiciency. The standard direct-materal pric s the ol dl
cou, aftr subtracting any prchase discounts, of oe dieemcrial unt Noteq
e iandrd price s cxpressed i hesane units ht e wed 10 descrbe the stadard

unit, 0 stadad it moteril price i cxpressd per pound. 1 3 similar company
er busd n Pri, the quanity woukdbe mesared n Llograms per unitad the pric
e expressd per Alogram (uxd n eurospe ilogram, oo dollr).

irect-Labor Standards

sandand quanity andrte for diet labor fo the prcduction of ane multlayr fancy
e s follows:

S

-

®

“The standard dictdabor quantty s the number of irectabor bours pormall
10 manufactur one unitof product. The standard direct-labor rate i he taf
Ay cotof compensation. icludin frnge beneits.

indard Costs Given Actual Output

ing September, DCdeserts.com produced 2000 mullyer ancy cake. The tota]
o or gt coss for dinec matrialand dieet labor e computed s fllows:

w0

I

ot that the ttal st cost for te direc-mteial ad dirct-abor inputs

for diect mateial and direct Lbor, ivn that 1 pruced 2,000 mulilayer faney cakes.
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ol sandardcots o vt el drct abor srve 3 T manager's bl
A s which ocompare acual cost. Thi comparison then serves s (e hass fo
ollin direct-mteial and dirct-lbor coss,

s versus Budgeted Outputs A Key Point The use ofactusl output n vaianc|
Jculatons is 3 common poit of confuson for stdnis. When DCessertscom pr|

i budget, i et s costs of producton basd on s sandard costs per
forecat of the dermand for s products. Suppose that DCleserts.con's demand
i resuled 0 a badeted prodcion oupat of 2200 mulilayer ancy cakes i
pimbr. Based o tha evelof ouput, the Sepicmberbudget would b included th
ollowing coss:

o the actual output? Not esly. Afe all, he curtnt year's bdge was inalized
most i yea aticr, e in e rir ycar But while te costs i the budge were sl
o planing,thy s cudatedfo aalyzing peformance. DCdewets.com shoukdnon
achulcosts o the standard cot for the actul outpu,

For example, if DCdessrts com compares s actual direct mserial cos, epored by
accouning syt e $14.55 in Sepimber, agans s udgeted drect-mteral cos |
I bcrve that the cost was S54S st expected (515,400 — S14.55) Sho
<o concude from i compriso ha costs wee fecivelycontllod?
ot I hould ot e cost s much o nake 2000 cakes a8 i wou have cost
2200 cake. S0 dorin cot vriance amlyi,we il updte our cxpectation shou
cost of prodution inputs 1o what  shod havecos o make the actal eutpu. We
e that, because DCdessrt o would have expected producion of 2000 caked
o cost $14,000 for direct mateial (o the $15,400 originaly bodgted).diect-matrid

were actuall $553more thin expected in Sepember (314,35 — $14.00).

lysis of Cost Variances

ing Septemiber, DCdessrts com incurted the fllowing sctalcoss for dirct e {
0 it aboe 0 the production of mulilyer fancy cakes.

DT T —
ettt e ——

Compare these ctualexpenditurs wih the ol standard cot o th producion.
000 mullayer ey cakes. DCdessrt.com spent more than e expected amount
Poth direct material and diret Labos. When spending i igher thn expected, he exces
pending s called an unfavorable variance, sbbrevited U And when spnding is lowes
expeced.the amount by which spendin i ess than planned i called  favorabie
ce (). For DCdessrts com, he ovral diect-maeral variance is uniorble
SI4.555 — $14.000 = 5355 Uy and 50 i the overall dirctlabor vaisce (520550 —
20000 = $550U).
it why were these exces cost ncured? A manager woukd need 10 do addiionsd
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analyzing th vaiance i pending on diret matral

irect-Material Varianc
caused DCdesserts.com 1 spend morethn the nicipated amount on it mte|

Sandand amoun. The amount sctualy wsed was 10250 pounds nsicad ofthe s
amount o 10000 pounds. which s bisd on ctalcutp of 2000 mullyer fanc
"The nancil plaing and analyissysem can idntty bothof thse deviatond
rom. standad by computng 3 disect-materal price variance and » direc-materia
Variance, The computaion of these varlnces i epicted in Exhibit 10-2

Material Price Varlance s llstsed in Xt 10-2, we camput the portio
he sending difrence tha s caued by  diffcence i the prie f et el by
g benchmark cost o hesctul ot of el usd,which tbel e pro|
il cosi. The evitionbetween e sctusl and rofected matrs oss s catsed
ilrence i theprice o msteral nd it s called he dict-eral price varance.
“This can e scen nthe ol o the direct-mteial prce variance as follows:
Directmaerial pric varance = (AQ X AP) = (AQ x SF) = AQAP - $7)
ere
AQ = Acual qaniy e
AP = Actu price
S = Sandardpice
DCdessrts com's diect-mterial prce varance o Sepember’ poducton of mul
lyer ey cake is computed 3 follow
Directmaerialpice variance = AQUAP - SF)

= 1029005142 - 1.40)
= 5208 Untavorable

et
[

Dcl

desserts
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irect Varlance “The diecimaienal quany varance s 1
on o he difeence in spending on direct matrial that s cxplined by  difrenc|
n the qantity of mate{

sl used in procuction]

when compured 10 the

amount of maral e

would expect 0 use o
the sctual outpu, called

As Exhibit 10-2 shows, the ollowing formula defins he direct-mateil quani
Directmaerial guanty vriance = (AQ x SP) = (S x $F) = SKAQ - $)
bere

50 = Sundund quaniy slowed

dessrts com'sdrct-material quantiy varance for Sepember’s poducton of muli-
e ancy cakes i computed 1 lows:

Disect material guanity vrisnce = SHAQ - SO)
= S1410250 - 1000)
= 5350 Untavorsble

“This varance is unfavrable, because the actial quaiity of irect mteral usd i
prmber excecded the standard quaniy llowsd fo actual Sepember utpatof 2000
wllayer fancycakes.
Notc that h ditc-mteial price variane (205 U)an dirc-mteial ity v
(5350 Uy together explin th overaldict-maeral varance of $555 U.This i h
ofcost vriance anslyss o belp managersaalyz and wndntand te esons of
iferene nspnding betwoen actulcosts d he conts cxpected b o st

Version of the Direct Material Price Varlance As discusid sbove,
e mterial prce varance i bsed o the actual quanity of mueral usd o]
ucion (AQ). nd t help explan why spendin on dirctmterial fo production

rom whit we woukd v expected. However, deviatons between he sctusl
e of diect mateial orginle i e purchasing uncion ofthe fm, ot te prodcy
e responsbily fo scquie]

“To hlp control this functon, sme companies compute  second vesio of th
el price varance. aled the diectmatertal purchase price variane. The
rpos o this aemte verion s o detrmin f thecompany was able 1o squie dirc
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i the actual quantiy e i prodtion, (When al materal purchased i usd i produc
o, hee i 0 difecnce etwcen he v versons o h dct-mateial prie variance.

“Suppose ha during Setember DCdeserts.com made th folowing purchases of
et maeriat:

LTI Tt

As Exhibi 10-3 demonstats, the formula for the divect-materil puchase pricd
ariance i s fllows:

Direcomaerial puchisepice varance = (FQ X AP) = (R x SF) = AP = $F)
bhere

Q.= Quaniy purchaed

DCdesserts com's direct-mateial purchise prce variance for September is com
putd a olows:
Directmaerial purchase price varace = POAP — SF)

= 5005142 - 51.40)

= 5250 Untavorable
[T variance is unfvorable,because the actual putchse pic for mateias purchased
uring the month xceeded the tandied price, causing spending on purchases during (h
fmoni o b higher thn planned. Tmely action o follow up  significant purchase picq
arance will e fcilated by caleulting this variance a 000 a possible e the mate{
Fia s purchased.

he sandand amount of $20 per hout. Second, the division sed only 980 hours
et Tabor, which s ess than the sandand quaniy alowed of 1,000 howrs for
htual ouput of 2,000 mulilayer fany cakes. We analyze ditct-labo cots by comp
i dircctdabor rate varlance and  dirctdabor ffcency variance. Exhb. |
Hepices the computaton ofthese variances

i Dt com e, e i o s i s e e o s
i o, O he i e e b o s i i s
el o o B o g .,

e e
e e

DC‘

desserts
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Notc thatthe direct-labo e vaiance e diect-mterisl pice varance st we
ol e relted: bothmeasre the ference i spning hat i coused by h
of an inpt ko production. The“price” puid o abo s generly clld the “abor
.o the mn ot varance s chinged t mach. Sy the divect-labor ey
coresponds o he direct-maerialquanty vrince: b el o the dfeence i
8 cousedbythe amount o 3 npt nded 0 procce the prcction upu.
irect-Labor Rate Variance Similar o he proces w used o e com
i the poton of the spending diffrcnce that i cased by  diffrence in | et
it by establishing  benchmark cost fo the actual amount of diec aor wsed]
ich we abel the projected diec-abor cost. The deviationbewee the actual and o
iec-labor cos i cavsed by  difernce n the diec-labo e, snd i i called
dieetlabor rate vriance.
“The fomulafor the dirct-dbor rte vaianc s shown below:
Disceabor e varince = (AH X AR) ~ (AH  SR) = AHAR — SR)
bere
At = Actusl bours wed
AR = Acal e erhoue
[ —
DCessrts com's dirctbor rte varince fo Scptember's prodaction of mul
ey cakes is computed s fllows:
‘Disectabor e varince = AHAR — SR)
=onocs21 - 520,
= 5980 Untavorsble:

irect-Labor Efficiency Variance As Extibit 10-4 shows, the formula for thd
labo effcency varanceis s llows

Diseceabor fficiency varance = (AH x SR) = (SH x SR) = SRAH = S

bere
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st on's direc1abor lTicieney varanceTor Sepiember s conputed s Follows:

Dirct b fficiency varisnce = SRIAH - SH)
= 5200080 - 1000,
= S400 Favoable

s vaianc s fvorable, bcause theactaldirect-labor hours wsd n Sepember werg
o tha the standard b allowed fo actal Sepember outpu of 2000 mulilayed

ycakes.

‘ot that the direct-labo rt and efficency vaiances o up o the ol diect
or variance. However,the e s fficency varances ave opposie sigas. ice on
i s unfavorabl and the othe is fvorsble.

[ren— i | vt s o
pren—

ot cox o nd e producin il woromide” S » comple oprs
on s 0 s achanced s sy and accauning sohe 10 arre ot
a0 sy el i o 300] 0 COmIHES
et "

Giobalopnarmaceical compary 11 corany has sk e 0
o ol 21 el 6t they Sk hd 0 ke sl v proie g
10 he woride summarzabo o il i, caled “h s accaunas. o
rovie sandadied manen o B sy 4 oher s poses. e “Taci
e e r 100 courie ad $261 bl s (o] of acourt
Spread o o s gl gl aies.._ (] 101l ke of e 57000
peope? g s ey . By using clobbasedota s 3 sccouring
o o st e o e, Adnca repored soved over $2.5 millon
7 e 5 eployees s 9008y 0 e doys e e Pty o e
erking st i

g proceson 11111 i o 1 bl pracionman o b
e arior ot conmercl e . Tt .o et McConalds. e
g 2 AMO 1 AsaZerecs,Smpo s Gt s sccounig oo 1
o st 10 vl e rocesss s acg s o .
They e ot o sanda coning. bbb rd recip managenes, nd sce-
e st o vk el 518t o 0 CntRrce
 perormance meis nd s s s e oo 10 ursta e gt o
e decons” A adopn 10 h campay wa bl v comin
s s Gl et 40 G s A0 ' 1 sk ptonst

‘Somenesh i challrge 't about ke o complety ' sbus conuric
o T CFO of o Fcocs et oo s e of seeing o mbers.
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e e o dts i et vt 1 syt o ek
e s e 3y ot ey b, ndersand. and ke ol 50y g

oyt vk iy il iy s . augh o8k, e gh s
e aotcan bea asccier

tultile Types of Direct Material or Direct Labor

Manafcturing processs usally nvlve several types o dircct material n such cases|
et mateialpiceand quanity variances ar computedforcach ype of material. Ther
fese varancesare addd o obtain ol price varance and a ol quaniy vriance,
For example.  more deailed nalyi o dirct-materilcoss st DCdesets.com mighi
feve the fllowing:

P G s

e M s
—— "1 ou
— o ,,
B s oo
] o

[P el o et canproide grete nsigh o theresons g cots were n incurred
i expected.
Snilary if  prodocton proces nvolvesseera types of et b, e and e
fency variances are computed fo cach abor type. The they ae dded 1 obaina tota
Jae variance and ol eficincy variane

Allowing for Production Loss

i many production proceses,  certain amountof producton los s nocmal This carl

inheren n the prodaction process (vsportion,chemicl reaction) o it ca be d
Jo unavoidble spofage or defecive procition. Whitever the esson, he o must bl
Jalken o account when thestandard quaniy of material s compute. To st s
pose that 10 quart of cream ane nosmalyrequired 0 ot 80 guarts of pasy il
ue 10 cvapontion during the cooking proces. I DCdessrts om's September produce

outpu of 2000 multlayer fancy cakes i expcted o require 500 qurts o pas

ing. whas i the tandad llowed quanityof imput (cream?

Good cutput qanty = 80% x It guanity sl
Dividing both sides of G utut gty
i i = ot qantiyalowed

Udeghe mabersia 30 qurnl usdoupu

g e e = 625 quars o iput llowed

I ol sandad lowed npu i 625 quars of ream, which should yied 50 qars
outps of psty il

Frpton e b, s i . el s s s e i
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o no e e 0 ivesigte the ausesofevery cost vriance. Managemen
» xception cablesmanagers ook oo the causes o oy ignifcan variaces. Bu
hatconsiunes an exception that s worth ivestigating? How docs the manager
hen o follow up on  cost variace and when o e €
“These questions are fcul o answer, because o some extet he answers
ofthe at of management. A manager applcs jadgment and experence in making

ice of Varlances  When deciding which vaiances o ivestgte, the absolte sice
Variance i n imporantconskertion. Managers are mor ikely 10 ollow p on
arances thn on mall oncs. Bt e reatv i of the variance i probably cve
A manager i mave lkely 0 investigae & 20000 mateial quaniy v
20 percent of the stndard dirct-materialcon of S100.000 thn a $50.000
iy vaiance that s only 2 percentofthe tandad dirct-lbor cost of 2500000
el magniude of the 20000 mat ity variance Q20 pesce) s
i reatve magnitode of the $50.000 g eficincy variance (2 percent
s reason. con varance repons ofien show.the elaive magniude of varinces,
example, the Apelcos varince eport for FHNB's inancial services includes
s shown n Exhiit 10-5
"Mansgers often spply  uk of tharb that akes into account bosh the sbsolte
reluive magnitudes of o varianc, As indictedin Exhiit 10-5, the rule t FHNT
e following: Invetigae variances that e cilher grete than §1.000 o grater
10 perent of standad cost.

ing Variances _ Ancther comsideration in deciding when 1 inestigae  vari
e wheherthe varance oceurs epesedly o only iy Suppose FHNG
s the e of b staed sbove i drctlaor i vriances o consumer
cxingoccur s shown i the fllowing Exce spreadshect.

Bl T — )
T ———— T -
[ — T -
Comumetam ey

S o 50 o s 1400
frmi—— - TR -
[ ————— YT -

i o 8 e

S orest Home

Exhbi 10-5
ot e e o
eyt

S Forest Home
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T this case, st adherence 0 the ule of b indicaies o ivesigaron, sinc
e of the morbly ariance i graic than 1000 or 10 percent of standad cost|
evethees,the FHNB loan ofice manager might invstgse thi vaiance in Aprl
ioce it ha recured i 3 essonsbly igh el fo severalconsecuive months. I hs
a,the comstency ofthe varince s wha igges an investgation ot it abolue
Jetuive magnitude

rends A tend in  varince lso may call fo investigation. Suppose the FHINB o
e mansger obcrves the consumerloan dirct b efciency varances shown i
e lowing Exce spredsbect
‘None of thes variance i age cnough (o iger an invstigation i the managed

s the 51000 ar 10 percent” sl of hub. However, the et rend s wo |
o, An lrt manager will el fllow p onthis niavrable rend o dtermioe

s beore coss et ou of b, Indced, 4 we s n EXL 10-5, e uncortected
v direct-aboreficincy variance forconsumer loans Uiggers n inestgation in Al
Hlowever,ivcsigating te rend in March migh hae svonded the continaed dte
o in performance

Controllability  Anather importnt consderation in deciding when 10 ook ot the
ke o  vaiance i the manager's view of the controllbllty o he cot . A -
e s more kel o ivestigate the variance fo & contthat s conrollube by somconq
e orgaization than one tht i ot Foc example here may be e poit  invet
g abor ae variace i th onanization has 1 cotrl ove the sain decsions
s could happen for cxample, f FHNE's tellers oprate nder 4 wnjon conrct thal
‘who s wha work accoring o sniocy: o b nuch hey. wil e pid]
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i conrat, T s esponsi Tor llers s RGly 1o ollow up o 4 variance
ol b controllbl,such as  direct-labar efficency varance.

Variances 1t s just as important 0 investigat significant favorsbe var-
e 1 ignificant unfivorabl variances. The (ot that 3 significant varance
pecurred ndicte that omething s ot one s planned, which warrans atentioneve
s favorabe. Forcxample,the ignificant and fvorsbl direct-labar ffcency vr-
e o elle operutions t N may indict tha llers st onebranh have deveo
more eicient way ofperformingthi ansactions. By invegain the varance o

crthe . Remember, “avorable s o ncessrly equivalen 0 “good™!

s and Benefits of Investigation The decision whelher o ivesigte 4 cos

Wlghingthes consierations akes te judgment of kil sd experienced m
Key o hisjudgment s an ntimate understandingofthe organiztion's poductio
rocess and doy-o-day contact with s opertions

Statistical Approach
e manyrcasons focos varance.Forcxample, dirct-ahor ffcency varis
culd b caved by inspericnced cmployecs. cmployee inelficency: pooe-quily

be caused by such fctors s employee llnesses, worke
o methads. o simply random e, dcally.
bot the randomily cavsd varances from those with sbstanine and contolsle under
) causcs. s impossible o sccomplish this with 100 percnt sccuracy, bt  satstic
chrt can elp.

X atitical comtrolchrt plot cost varinces across time nd compares the with
aistically detcrmined rical vlue thatggers o vestgation. Thscriica value
ually detrmined by sssuming tht cos vriances have s pormal probabily disr
Hon witha mean of ser. The crtical value s set t some mulipe of the disibation'y

tandand devition. Varances grcate than the crtcl vale e imesigted.
it 10-6 shows staticalconrolchart wth il valu of 1 andad dev
jon. The manager would iovesigat the varance obsrved n My, since il
1 sandard devistion from the mean (s, The variancs ot he remaining
onths would no e nestigaed: The presumpion i hat these minor vaiances e
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dand coss and vaiance analyss ar el in diagnosing orpanizaiona

“Thee tols help manages discen “he story behind the sioey"—he detals

ht underte reported costand profit umbers. Stndard coss, budgets,

arances s s usd 1 evalusethe peformance of individulsand deprtments. The

mance of ndividusls, elaive o standards o budgets, oftn s sed 0 help deter]
alay inreass, bonuses, and promotions. When sandards and var

rewand sructures, they an profoundlyiflunce beavior.

For example suppose.a ot s fox and beverag departmentmanager cams  bonus

o and beverage coss are below the budgeed mout. Ths reward siucturq

il provide concrete incenive or the manage 0 kep fod snd beerage costsunded

Bt such an incnive an hveeither posiive or negaiv ffcts. The bonus

ce the manager 0 seck he mostcconomical oo spplcrand o vatch more carc |

y for cnployc het and waske.Hwecr, he o o couldperusde the manae

by cheape bot s endercutsof et o the estauran, This couldulimaely sl

o putronuge fo the restauran and the hotl. One aspect of kil mansgerment

o how 0 us sandard, bt and Vs o et the most out of 4 o

fon's cmployce. Unlortumicy ther 3 o simpe answers o formulas o sy

hi aea. Despie such difficlis, standards,bdgets, and variances are wed i thg
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D s g S, pchising g s s conple ol

A purchase prce varance, ht wasdiscussed el in the chaper

Material Quantity Vriance _The prodsstion supeviso i ususly n the b
o 1 nflucnce mteral qantty variances. Sl suprvision nd motvation of
prodoction emplogees, couped withth creluse and handing of mateil,conr
minimal wate Production cngineers e b partally responsile fo material g
ity riancs,since they dtermine the grade and echnical specifcaions of mater
4 componcnt parts. n some cases. uing  low-grade mateial may reslt i g

0 ke the bt of thesauton
The i sl st he compay e ot e s i
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e [Fivoable drect sl pric varance
sihise o | Untvorabl dcmateisl quanity vaisnce
st~ | ntpvorsbl drstaho ke varaes
material | Unfaersbe et abor fficiency vrsnce

(Offs among Variances Dues he incidet described sbove e that he dec-

o 0 buy 4 e he ofT-sandand mateil was & poor one? Nt ncesaly.Pehap
Varances were aicipaied. and  conscious dociion wis made o buy the material

yway How could his e wise decision? Suppose th amount fthe variances
0 buyin the cheaper brus were s follows:

P ——
P —
g ——
R g——————
prrp——

“The company sved money averal o the decsion 1 se  diffrent grade of bssd
oy, Givethat he guaity ofte sl product was ho ffced, th company's manage |
cted wisly.

discussion o stndd costing has focused on s use n contrfing coss. By
s tht e standard cousfor comrl abo e thens for product coslgt Recal fond
3 hat product costing s the proess of sccumulting the costs of  prodictior
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Terent e of producostiog sysicns 7€ dsiagushed By 1 tpe of o
Yt are cntered nto Workei-rocess Tnvenory. 1n Chapter 3, we sudied acrual. 4
ormal-osting syscms. 1n these produci-cosiag sysems th actual costs of direc
[natriat and direct abor ar charged to Workin-Process Invntory. In 4 tundard |
Foting system, the sandant coss of et materia and diect labor e oteed i
Workin-Proces Lventry.
Furthr xplanuion of the we of stndand costs for product-<osting purposes i o
ided i the appendix o the cnd ofthis chapte,which can b stdied o f desied.

Standard cosing hs beenthe predominant accounting syiem in manufacuring compa

e, for b cost controland prcduc-coning parposcs o severa decades, This remainy
Hru today,and the use of sarded coting i spreadin o nonmanutacturing s suck
s Forest Home Natonal Bank us wel. The widespred use of standsd costng over sk

o time period suggeststhat i has rdidonally been peeeived ss offering seveal
ldvantages. However today's producton eavironment for b goods and servies
Ehanging dramaticaly. Some managers st caling nio quetion th useflnes of (hq

cditiona tandai-cosiog approch. At perormin a survey on UK companys stan]
s coting prctice,accounting fem KPMG concluded: “All compaics surveyed use

andard cont and varances o valu iventory foe sutoey pUponcs, fo management
feportng purposcsand o perfrmanee mcssueanc i mansgement. Despi s prv |
lence o respondents re fnding i sy 0 0t the information ad nsght reguiced
sty al three of these areas™

Idvantages of Standard Costing

i this ecion we will s some of the advantags rlionlly airbuted 10 sandart
osting systems. I the next secion, we will iscuss some of the crliam o thq
tandard-cosing pprosch,ad gt severa ways in which he ol of tandrd costin
Jsbegining o change.
“Some advantages tradionally tibted 10 standand cosing inchude the following:
1. Standard cossprovide  assforsensible cost comparisons. Aswe discused
cate, it woukd make o sense 1o compare bdgeted costs t one (planned)
aciviy level with actialcoss ncured t  different (s activity kve. San
dr costscnabethe manager s he sandard sllowed cot, given ctlout|
put. which then scrves s  ensible bechmark o compare with the actual cost.
Computaion of standand costs i cot variances cbles managens o crploy
management by excprion. This apprch comservs valuabl mansgement .
Variances provide a means of performance evalaron a rewarls for
employees
Since the varancesare wid n performance valation, they povide ot
ion for employees 0 adhere 0 andards.
Uk of standad costs n prodict costing el i moe stabie et costs
han i ctual production costs ar used. Actualcots often (lctuse rratcaly,
Whereas sndued costs e changed aly perodically
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