Chapter 23
Flexible Budgets and Standard Costs

Short Exercises

(5-10 min.)  S 23-1
Req. 1

	1.
	a

	
	

	2.
	d

	
	

	3.
	e

	
	

	4.
	b

	
	

	5.
	c


(10 min.)  S 23-2
Req. 1
	1.
	b

	
	

	2.
	a

	
	

	3.
	d

	
	

	4.
	f

	
	

	5.
	c

	
	

	6.
	e


 (10 min.)  S 23-3
Req. 1

	Moje, Inc.

	Flexible Budget

	Month Ended April 30, 2012

	
	Per Unit


	By Units (Locks)

	Units (Locks)
	
	4,000
	7,000

	Sales revenue
	$19
	 $76,000
	$133,000

	Variable expenses
	$8
	​​_32,000
	__56,000

	Contribution margin
	
	  $44,000
	   $77,000

	Fixed expenses
	
	  15,000
	     15,000

	Operating income 
	
	$  29,000
	$62,000


(10-15 min.)  S 23-4
Req. 1
	Gaje, Inc.

	Income Statement Performance Report (partial)

	Month Ended April 30, 2012

	
	Actual Results at Actual Prices
	Flexible Budget Variance
	Flexible Budget for Actual Number of  Units Sold

	Units
	6,000
	   -0-   
	6,000

	Sales revenue
	$90,000
	    $12,000  F
	$78,000

	Variable expenses
	52,200
	     2,700  U
	​​49,500

	Contribution margin
	    $37,800
	    $9,300  F
	  $28,500

	Fixed expenses
	    16,200
	        900  U
	  15,300

	Operating income
	$21,600
	      $8,400  F
	$13,200


(5 min.)  S 23-5
Req. 1
a.
Cost accountant provides information about past production expenditures for materials, labor and overhead.
b.
Economist/Statistician provides information about economic forecasts and trends, industry averages.
c.
Human resources/Payroll manager provides information about labor costs and turnover.
d.
Production supervisor provides information about the stages of production and the time spent in each stage.
e.
Product manager provides information about global perspective about the product.
f.
Research and development supervisor does not play a role in setting standard costs
g.  
Warehouse manager provides information about shipment and warehousing of production materials.
(10-15 min.)  S 23-6
Req. 1
	Actual price per pound
	=
	$0.40

	Standard price per pound
	=
	$0.30

	Actual quantity
	=
	6,900 glasses × 1.1 lb. / bottle  7,590 lbs.

	Standard quantity allowed
	=
	6,900 glasses × 0.8 lb. / bottle

	for actual number of outputs
	
	

	
	=
	5,520 lbs.


Direct materials price variance: $759 U

	Actual price
	−
	Standard price
	×
	 Actual quantity

	per input unit
	
	per input unit
	
	of input



($0.40 / lb. − $0.30 / lb.) × (7,590 lbs.) = $759 U

The materials price variance is unfavorable.

Direct materials efficiency variance: $621 U




	Actual quantity
	−
	Standard quantity of input
	×
	 Standard price

	of input 
	
	allowed for actual outputs
	
	 per input unit



(7,590 lbs. – 5,520 lbs.) × ($0.30 / lb.) = $621 U

The materials efficiency variance is unfavorable.
(10-15 min.)  S 23-7
Req. 1
	Actual price per direct labor hour
	=
	$10
	
	
	
	

	Standard price per direct labor hour
	=
	$13
	
	
	
	

	
	
	
	
	
	
	

	Actual quantity of direct labor hours
	=
	6,900
	×
	     0.2 hr. /
	=
	1,380

	
	
	glasses
	
	glasses
	
	hours

	
	
	
	
	
	
	

	Standard quantity of direct labor 
	=
	6,900
	×
	0.3 hr. /
	=
	2,070

	hours allowed for actual outputs
	
	glasses
	
	glasses
	
	hours


Direct labor price variance: $4,140 F

	Actual price
	−
	Standard price
	×
	Actual quantity

	per input unit
	
	per input unit
	
	of input



($10 / hr. − $13 / hr.) (1,380 hrs.) = $4,140 F

The direct labor price variance is favorable.

Direct labor efficiency variance: $8,970 F


	Actual quantity
	−
	Standard quantity of input
	×
	Standard price

	of input 
	
	allowed for actual outputs
	
	per input unit



(1,380 hrs. – 2,070 hrs.) × ($13 / hr.) = $8,970 F
The direct labor efficiency variance is favorable.

(5-10 min.)  S 23-8
Req. 1
	Variance
	Responsible Department

	Materials price variance
	Purchasing

	Materials efficiency variance
	Production

	Labor price variance
	Human Resources 

	Labor efficiency variance
	Production


Req. 2
Material variances:

The $759 unfavorable materials price variance means that the actual price Johnson’s purchasing personnel paid for materials exceeded the standard budgeted price for materials. This reduced Johnson’s operating income by $759.
The $621 unfavorable materials efficiency variance means that Johnson’s employees used more materials than they should have to produce 6,900 glasses. This reduced Smithson’s operating income by $621. 

Labor variances:

The $4,140 favorable labor price variance means that Johnson’s employees paid less per hour than budgeted. This increased Johnson’s operating income by $4,140. 
The $8,970 favorable labor efficiency variance means that it actually took fewer direct labor hours than were budgeted to produce 6,900 glasses. This increased Johnson’s operating income by $8,970.
(5 min.)  S 23-9
Req. 1
	Standard variable 

overhead rate
	
	Static budget variable overhead

	
	=
	

	
	
	Static budget quantity of allocation base

	
	
	

	
	=
	
	$9,000
	

	
	
	
	1,800 hours
	

	
	
	

	
	=
	$5  per direct labor hour


	Standard fixed 

overhead rate
	
	Static budget fixed overhead

	
	=
	

	
	
	Static budget quantity of allocation base

	
	
	

	
	=
	
	$4,500
	

	
	
	
	1,800 hours
	

	
	
	

	
	=
	$2.50 per direct labor hour


(10-20 min.)  S 23-10
Req. 1
	Actual overhead – 
(Actual hours x Standard price) =
	VOH Spending variance =
	$3,3001)

	(Actual hours – Standard hours allowed) x Standard price =
	VOH Efficiency variance =
	$3,4502)

	Actual overhead – Budgeted overhead =
	FOH Spending variance =
	$1,6703)

	Budgeted overhead – Applied overhead =
	FOH Volume variance =
	   $6754)


1)[$10,200 – (1,380 hrs. x $5) = $3,300 U 

2)(1,380 hrs. – 2,070 hrs.) x $5 = $3,450 F

3)$2,830 - $4,500 = $1,670 F

4)[$4,500 – ($2.50 x 2,070 hrs.)] = $675 F
Req. 2

The variable overhead spending variance is unfavorable because Johnson actually spent more than budgeted.

The variable overhead efficiency variance is favorable because the actual hours used was less than budgeted.

The fixed overhead spending variance is favorable because Johnson actually spent less than budgeted for fixed overhead.

The fixed overhead volume variance is favorable because Johnson applied more overhead to jobs than the budgeted fixed overhead amount.
(15-25 min.)  S 23-11
Req. 1
	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	 
	
	Materials inventory (7,590 lbs. × $0.30)
	
	2,277
	

	
	
	Direct materials price variance
	
	759
	

	
	
	
Accounts payable (7,590 lbs. × $0.40)
	
	
	3,036

	
	
	To record the purchase of raw materials.
	
	
	


	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	 
	
	Work in process inventory (5,520 lbs. x $0.30)
	
	1,656
	

	
	
	Direct materials efficiency variance
	
	621
	

	
	
	     Materials inventory
	
	
	2,277

	
	
	To record use of direct materials.
	
	
	


	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	 
	
	Manufacturing wages(1,380 hrs. x $13)
	
	17,940 
	

	
	
	     Direct labor price variance
	
	 
	4,140

	
	
	
Wages payable (1,380 hrs. x $10)
	
	
	 13,800

	
	
	To record direct labor cost incurred.
	
	
	


	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	 
	
	Work in process inventory (2,070 hrs. x $13)
	
	26,910 
	

	
	
	     Direct labor efficiency variance
	
	 
	8,970

	
	
	     Manufacturing wages
	
	
	17,940 

	
	
	To allocate direct labor cost to production.
	
	
	


	Journal  Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	 
	
	Manufacturing overhead ($10,200 + $2,830)
	
	13,030
	

	
	
	      Various accounts
	
	
	13,030

	
	
	To record actual overhead costs incurred.
	
	
	


	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	 
	
	Work in process inventory [2,070 x ($5 + $2.50)]
	
	15,525
	

	
	
	     Manufacturing overhead
	
	
	15,525

	
	
	To allocate overhead to production.
	
	
	


	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	 
	
	Finished goods inventory ($1,656+$26,910+$15,525)
	
	44,091
	

	
	
	     Work in process inventory
	
	
	44,091

	
	
	To record completion of glasses all at standard cost.
	
	


	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	 
	
	Cost of goods sold
	
	44,091
	

	
	
	     Finished goods inventory
	
	
	44,091

	
	
	To record the cost of sales at standard cost.
	
	
	


	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	 
	
	Manufacturing overhead ($15,525 - $13,030)
	
	2,495
	

	
	
	Variable overhead spending variance
	
	3,300
	

	
	
	     Fixed overhead spending variance
	
	
	1,670

	
	
	     Variable overhead efficiency variance
	
	
	3,450

	
	
	     Fixed overhead volume variance
	
	
	675

	
	
	To record overhead variances and close the Manufacturing overhead account.
	
	
	


(5-10 min.)  S 23-12
Req. 1
	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Materials inventory (7,500 x $0.30)
	
	2,250
	

	
	
	Direct materials price variance
	
	3,000
	

	
	
	     Accounts payable (7,500 x $0.70)
	
	
	5,250

	
	
	To record the purchase of raw materials.
	
	
	


	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Work in process inventory (7,100 x $0.30)
	
	2,130
	

	
	
	Direct materials efficiency variance
	
	120
	

	
	
	     Materials inventory
	
	
	2,250

	
	
	To record use of direct materials.
	
	
	


Req. 2

Management will use this variance information to investigate favorable as well as unfavorable variances.  It is not enough to know that a variance occurred; managers must know why a variance occurred and focus on controllable variances.
(5-10 min.)  S 23-13
Req. 1
	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Manufacturing wages (1,700 x $13)
	
	22,100
	

	
	
	     Direct labor price variance
	
	
	  3,400

	
	
	     Wages payable (1,700 x $11)
	
	
	18,700

	
	
	
	
	
	


	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Work in process inventory (1,250 x $13)
	
	16,250
	

	
	
	Direct labor efficiency variance
	
	5,850
	

	
	
	     Manufacturing wages
	
	
	22,100

	
	
	
	
	
	


Req. 2

Management will use this variance information to investigate favorable as well as unfavorable variances.  It is not enough to know that a variance occurred; managers must know why a variance occurred and focus on controllable variances.
(10-15 min.)  S 23-14
Req. 1
	Whitmer

	Standard Cost Income Statement

	Year Ended December 31, 2012

	Sales revenue
	
	
	$550,000

	Cost of goods sold at standard cost
	
	$367,000
	

	Manufacturing cost variances:
	
	
	

	Direct materials price variance
	$  8,000
	
	

	Direct materials efficiency variance
	    2,800
	
	

	Direct labor price variance
	  42,000
	
	

	Direct labor efficiency variance
	(18,000)
	
	

	Variable overhead spending (price) variance
	     (700)
	
	

	Variable overhead efficiency variance
	    3,400
	
	

	Fixed overhead spending variance
	(1,900)
	
	

	   Fixed overhead volume variance
	(12,000)
	
	

	   Total manufacturing variances
	
	__23,600
	

	Cost of goods sold at actual cost
	
	
	$390,600

	Gross profit
	
	
	$159,400

	Marketing and administrative costs
	
	
	_ _77,000

	Operating income
	
	
	 $82,400



Exercises

(10-15 min.)  E 23-15
Req. 1
	OfficePlus

	Monthly Flexible Budget

	
	Per Unit

 
	By Units (Mouse Pads)

	Units (Mouse Pads)
	
	    45,000
	    55,000
	    75,000

	Sales revenue
	$12.00
	$540,000
	$660,000
	$900,000

	Variable expenses
	$  5.20
	234,000
	286,000
	390,000

	Contribution margin
	
	$306,000
	$374,000
	$510,000

	Fixed expenses
	
	205,000
	205,000
	280,000

	Operating income
	
	$101,000
	$169,000
	$230,000


(15-20 min.)  E 23-16
Req. 1
	Stenback Pro Company

	Income Statement Performance Report

	Year Ended July 31, 2012

	
	Actual Results at Actual Prices
	Flexible Budget Variance
	Flexible Budget for Actual Number of Output Units
	Sales Volume Variance
	Static (Master) Budget

	Output units
	   39,000
	           0
	    39,000
	      3,000 F
	    36,000

	Sales revenue
	$218,000
	$  
       0
	$218,000
	$27,000 F
	$191,000

	Variable expenses
	   84,000
	       3,000 U
	    81,000
	  10,000 U
	    71,000

	Contribution margin
	$134,000
	$3,000 U
	$137,000
	$17,000 F
	$120,000

	Fixed expenses
	108,000
	       7,000 U
	101,000
	           0
	  101,000

	Operating income
	$  26,000
	    $10,000 U
	$  36,000
	$17,000 F
	$  19,000


Marketing personnel may deserve praise for selling more than expected. This is reflected in the favorable sales volume variance.
Production personnel may be questioned for incurring more variable costs than the flexible budget allows for the actual number of outputs and for incurring more than the budgeted amount of fixed expenses.  This is reflected in the unfavorable flexible budget variances in fixed and variable costs.
(20-25 min.)  E 23-17
Req. 1
	Kyler Industries

	Income Statement Performance Report

	Year Ended December 31, 2012

	
	Actual Results at Actual Prices
	Flexible Budget Variance
	Flexible Budget for Actual Number of Units Sold
	Sales Volume Variance
	Static (Master) Budget

	Output units
	

14,600

	

        0

	     14,600

	

200  U
	     14,800

	Sales revenue
	$153,300a
	$29,200  F
	$124,100b
	$1,700  U
	$125,800c

	Variable expenses
	    33,580d
	    1,460  U
	    32,120e
	     440  F
	   32,560f

	Contribution margin
	$119,720
	$27,740 F
	$91,980
	$1,260 U
	$93,240

	Fixed expenses
	41,000
	4,500 U
	36,500
	         0
	   36,500

	Operating income
	$78,720
	$23,240 F
	$55,480
	$1,260 U
	$56,740


The variance contributing most to the year’s excellent results is the favorable flexible budget variance for sales revenue. This variance resulted from selling the company’s product at a higher-than-expected price.

__________

a14,600 × $10.50
= 
$153,300
       d14,600 × $2.30 = $33,580
b14,600 × $8.50 = $124,100

   e14,600 × $2.20 = $32,120
c14,800 × $8.50 = $125,800

   f 14,800 × $2.20 = $32,560
(10-15 min.)  E 23-18
Req. 1

Standard costing helps managers do the following:
        Prepare the budget

        Set target levels of performance

        Identify performance standards

        Set sales prices of products and services

        Decrease accounting costs

Req. 2


	Price variance
	=
	   Actual price
	−
	Standard price
	×
	 Actual quantity

	
	
	  per input unit
	
	 per input unit
	
	       of input

	
	
	
	
	
	
	

	Direct
	
	
	
	
	
	

	materials
	=
	($1.10 / yard
	−
	$1.05 per yard)
	×
	2,600 yards

	price variance
	
	
	
	
	
	

	
	=
	$130 U

	
	
	
	

	
	
	
	
	
	
	

	Efficiency
	=
	Actual quantity
	−
	Standard quantity
	×
	Standard price

	variance
	
	of input
	
	of input
	
	per input unit

	
	
	
	
	
	
	

	Direct
	=
	[2,600 yards − (3 yards × 1,000 units)]
	×
	$1.05 per yard

	materials
	
	
	
	

	efficiency
	
	
	
	

	variance
	
	
	
	

	
	=
	$420 F
	
	
	
	


(continued)  (10-15 min.)  E 22-18
Req. 2


	Price variance
	=
	   Actual price
	−
	  Standard price
	×
	 Actual quantity

	
	
	  per input unit
	
	   per input unit
	
	       of input

	
	
	
	
	
	
	

	Direct labor
	=
	($9.25 per hour
	−
	$9.75 per hour)
	×
	  1,400 hours

	price variance
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$700 F
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Efficiency
	=
	Actual quantity
	−
	Standard quantity
	×
	 Standard price

	variance
	
	of input
	
	of input
	
	  per input unit

	
	
	
	
	
	
	

	Direct labor
	
	
	
	
	
	

	efficiency
	=
	[1,400 hours
	−
	(2 hours × 1,000 units)]
	×
	 $9.75 per hour

	variance
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$5,850 F
	
	
	
	


(20-30 min.)  E 23-19
Req. 1
	Price variance
	=
	   Actual price
	−
	Standard price
	 ×
	 Actual quantity

	
	
	  per input unit
	
	 per input unit
	
	       of input

	
	
	
	
	
	
	

	Direct
	
	
	
	
	
	

	materials
	=
	($1.05 / Sf2
	−
	$1.10 / Sf2)
	×
	144,000 ft

	price variance
	
	
	
	
	
	

	
	=
	$7,200 F


	
	
	
	

	
	
	
	
	
	
	





	Efficiency
	=
	Actual quantity
	−
	Standard quantity
	×
	Standard price

	variance
	
	of input
	
	of input
	
	per input unit

	
	
	
	
	
	
	

	Direct
	=
	[144,000 ft  − (7 ft × 20,000 units)]
	×
	$1.10 per yard

	materials
	
	
	
	

	efficiency
	
	
	
	

	variance
	
	
	
	

	
	=
	$4,400 U
	
	
	
	



	Price variance
	=
	   Actual price
	−
	  Standard price
	×
	 Actual quantity

	
	
	  per input unit
	
	   per input unit
	
	       of input

	
	
	
	
	
	
	

	Direct labor
	=
	($13.50 /hour
	−
	$12.50 / hour)
	×
	  420 hours

	price variance
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$420 U
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Efficiency
	=
	Actual quantity
	−
	Standard quantity
	×
	 Standard price

	variance
	
	of input
	
	of input
	
	  per input unit

	
	
	
	
	
	
	

	Direct labor
	
	
	
	
	
	

	efficiency
	=
	[420 hours − (0.025 hrs. × 20,000 units)]
	×
	 $12.50 per hour

	variance
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$1,000 F
	
	
	
	


(continued)  E 23-19
Req. 1
The favorable direct materials price variance combined with the unfavorable direct materials efficiency variance suggests that managers may have used lower-quality materials.  The net effect is favorable.

The unfavorable direct labor price variance combined with the favorable direct labor efficiency variance suggests that managers may have used higher-paid workers who performed more efficiently.  The net effect is favorable.


(20-30 min.)  E 23-20
Req. 1
Although not required, it is helpful to begin by organizing the materials and labor data as follows:

Direct materials:
Actual price per foot

$1.05
Standard price per foot

$1.10
Actual quantity used

144,000 feet

Standard quantity allowed (20,000 × 7)

140,000 feet

Direct labor:

Actual price per hour

$13.50
Standard price per hour

$12.50
Actual quantity used

  420 hours

Standard quantity allowed (20,000 × 0.025)

500 hours

Now we can compute the variances:

(continued)  E 23-20
Req. 1
	Standard variable 

overhead rate
	
	Static budget variable overhead

	
	=
	

	
	
	Static budget quantity of allocation base

	
	
	

	
	=
	
	$5,500
	

	
	
	
	550 hours
	

	
	
	

	
	=
	$10 per direct labor hour


	Standard fixed 

overhead rate
	
	Static budget fixed overhead

	
	=
	

	
	
	Static budget quantity of allocation base

	
	
	

	
	=
	
	$22,000
	

	
	
	
	550 hours
	

	
	
	

	
	=
	$40 per direct labor hour


Variable overhead variances:

	VOH Spending variance
	=
	Actual overhead
	-
	[Actual hours
	x
	Standard price]    

	
	=
	$4,950
	-
	( 420 hours
	x
	  $10 )

	
	=
	      $750 F
	
	
	
	


	
	
	
	
	
	
	

	
	
	
	
	
	
	

	VOH Efficiency variance

=

[Actual hours

-

Standard hours allowed

] x

Standard price

=

(  420 hours
-

  500 hours )
x

  $10  
=

 $800 F


	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	(continued)  E 23-20
	
	
	
	
	
	


Req. 1

Fixed overhead variances:

	FOH Spending variance
	=
	Actual overhead
	-
	Budgeted overhead

	
	=
	$23,000
	-
	$22,000

	
	=
	      $1,000 U
	
	


	FOH Volume variance
	=
	Budgeted overhead
	-
	Applied overhead

	
	=
	$22,000
	-
	($40 x 500 hours)

	
	=
	      $2,000 U
	
	


Req. 2

The variable overhead spending variance is unfavorable because management spent more than budgeted for the actual production.

The variable overhead efficiency variance is favorable because management used fewer direct labor hours than standard and variable overhead is applied (incurred) based on direct labor.

The fixed overhead spending variance is unfavorable because management spent more than the amount budgeted for fixed overhead.

The fixed overhead volume variance is unfavorable because management applied less fixed overhead to jobs than was budgeted.
(10-15 min.)  E 23-21
Req. 1
	Standard variable 

overhead rate
	
	Static budget variable overhead

	
	=
	

	
	
	Static budget quantity of allocation base

	
	
	

	
	=
	
	$1,600
	

	
	
	
	1,600 hours
	

	
	
	

	
	=
	$1 per direct labor hour


	Standard fixed 

overhead rate
	
	Static budget fixed overhead

	
	=
	

	
	
	Static budget quantity of allocation base

	
	
	

	
	=
	
	$3,200
	

	
	
	
	1,600 hours
	

	
	
	

	
	=
	$2 per direct labor hour


Variable overhead variances:

	VOH Spending variance
	=
	Actual overhead
	-
	[Actual hours
	x
	Standard price]    

	
	=
	$1,900
	-
	( 1,400 hours
	x
	  $1 )

	
	=
	      $500 U
	
	
	
	


	
	
	
	
	
	
	

	
	
	
	
	
	
	

	VOH Efficiency variance

=

[Actual hours

-

Standard hours allowed

] x

Standard price

=

( 1,400 hours

-

  2,000 hours )
x

  $1  

=

 $600 F


	
	
	
	
	
	


	(continued)  E 23-21
	
	
	
	
	
	


Req. 1

Fixed overhead variances:

	FOH Spending variance
	=
	Actual overhead
	-
	Budgeted overhead

	
	=
	$3,300
	-
	$3,200

	
	=
	      $100 U
	
	


	FOH Volume variance
	=
	Budgeted overhead
	-
	Applied overhead

	
	=
	$3,200
	-
	($2 x 2,000 hours)

	
	=
	      $800 F
	
	


Req. 2
The variable overhead spending variance is unfavorable because management spent more than budgeted for the actual production.

The variable overhead efficiency variance is favorable because management used fewer direct labor hours than standard and variable overhead is applied (incurred) based on direct labor.

The fixed overhead spending variance is unfavorable because management spent more than the amount budgeted for fixed overhead.

The fixed overhead volume variance is favorable because management applied more fixed overhead to jobs than was budgeted.
 (15 min.)  E 23-22
Req. 1
	Houston Outfitters, Inc.

	Standard Cost Income Statement

	Month Ended May 31, 2012

	Sales revenue
	
	
	$540,000

	Cost of goods sold at standard cost
	
	$341,000
	

	Manufacturing cost variances:
	
	
	

	
Direct materials price variance
	$(1,100)
	
	

	Direct materials efficiency variance
	(6,100)
	
	

	Direct labor price variance
	4,200
	
	

	Direct labor efficiency variance
	(2,400)
	
	

	Variable overhead spending variance
	3,300
	
	

	Variable overhead efficiency variance
	1,400
	
	

	Fixed overhead spending variance
	1,400
	
	

	Fixed overhead volume variance
	  (8,100)
	
	

	Total manufacturing variances
	
	     (7,400)
	

	Cost of goods sold at actual cost
	
	
	$333,600

	Gross profit
	
	
	$206,400


Overall, Houston Outfitter’s management appears to have done a good job of controlling costs. Total manufacturing variances are favorable. 
 (20-30 min.)  E 23-23
Req. 1
	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Materials inventory (2,600 × $1.05)
	
	2,730
	

	
	
	Direct materials price variance
	
	130
	

	
	
	
Accounts payable (2,600 × $1.10)
	
	
	2,860

	
	
	
	
	
	

	
	
	Work in process inventory (3,000 × $1.05)
	
	3,150
	

	
	
	     Direct materials efficiency variance
	
	
	420

	
	
	
Materials inventory (2,600 × $1.05)
	
	
	2,730

	
	
	
	
	
	

	
	
	Manufacturing wages (1,400 × $9.75)
	
	13,650
	

	
	
	     Direct labor price variance
	
	
	700

	
	
	
Wages payable (1,400 × $9.25)
	
	
	12,950

	
	
	
	
	
	

	
	
	Work in process inventory (2,000 × $9.75)
	
	19,500
	

	
	
	     Direct labor efficiency variance
	
	
	5,850

	
	
	     Manufacturing wages (1,400 × $9.75)
	
	
	13,650

	
	
	
	
	
	

	
	
	Manufacturing overhead ($1,900 + $3,300)
	
	5,200
	

	
	
	     Various accounts
	
	
	5,200

	
	
	
	
	
	

	
	
	Work in process inventory [2,000 hrs. x ($1+$2)]
	
	6,000
	

	
	
	     Manufacturing overhead
	
	
	6,000

	
	
	
	
	
	

	
	
	Finished goods inventory ($3,150+$19,500+$6,000)
	
	28,650
	

	
	
	     Work in process inventory
	
	
	28,650

	
	
	
	
	
	

	
	
	Cost of goods sold
	
	28,650
	

	
	
	     Finished goods inventory
	
	
	28,650

	
	
	
	
	
	

	
	
	Manufacturing overhead ($6,000 - $5,200)
	
	800
	

	
	
	Variable overhead spending variance
	
	500a
	

	
	
	Fixed overhead spending variance ($3,300 - $3,200)
	
	100
	

	
	
	     Variable overhead efficiency variance
	
	
	600 b

	
	
	     Fixed overhead volume variance
	
	
	800 c


a $1,900 – (1,400 hours x $1) = $500  

b $(1,400 hours – 2,000 hours) x $1 = $600
c $3,200 – ($2 x 2,000 hours) = $800
(20-30 min.)  E 23-24

Req. 1
	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Materials inventory (144,000 x $1.10)
	
	158,400
	

	
	
	     Direct materials price variance
	
	
	7,200

	
	
	     Accounts payable (144,000 x $1.05)
	
	
	151,200

	
	
	
	
	
	

	
	
	Work in process inventory (140,000 x $1.10)
	
	154,000
	

	
	
	Direct materials efficiency variance
	
	4,400
	

	
	
	     Materials inventory
	
	
	158,400

	
	
	
	
	
	

	
	
	Manufacturing wages (420 x $12.50)
	
	5,250
	

	
	
	Direct labor price variance
	
	420
	

	
	
	     Wages payable (420 x $13.50)
	
	
	5,670

	
	
	
	
	
	

	
	
	Work in process inventory (500 x $12.50)
	
	6,250
	

	
	
	     Manufacturing wages
	
	
	5,250

	
	
	     Direct labor efficiency variance
	
	
	1,000

	
	
	
	
	
	

	
	
	Manufacturing overhead ($23,000 + $4,950)
	
	27,950
	

	
	
	     Various accounts
	
	
	27,950

	
	
	
	
	
	

	
	
	Work in process inventory [500 x ($10+$40)]
	
	25,000
	

	
	
	     Manufacturing overhead
	
	
	25,000

	
	
	
	
	
	

	
	
	Finished goods inventory ($154,000+6,250+$25,000)
	
	185,250
	

	
	
	     Work in process inventory
	
	
	185,250

	
	
	
	
	
	

	
	
	Cost of goods sold
	
	185,250
	

	
	
	    Finished goods inventory
	
	
	185,250

	
	
	
	
	
	

	
	
	Variable overhead spending variance
	
	750
	

	
	
	Fixed overhead spending variance
	
	1,000
	

	
	
	Fixed overhead volume variance
	
	2,000
	

	
	
	     Variable overhead efficiency variance
	
	
	800

	
	
	     Manufacturing overhead
	
	
	2,950


(15-20 min.) P 23-25A

Req. 1
	Great Fender 

	Standard Cost Income Statement

	Year Ended December, 31 2012

	Sales revenue (20,000 x $60)
	
	
	$1,200,000

	Cost of goods sold at standard cost
	
	   $185,250
	

	Manufacturing cost variances:
	
	
	

	Direct materials price variance
	$ (7,200)
	
	

	Direct materials efficiency variance
	4,400
	
	

	Direct labor price variance
	420
	
	

	Direct labor efficiency variance
	(1,000)
	
	

	Variable overhead spending variance
	750
	
	

	Variable overhead efficiency variance
	(800)
	
	

	Fixed overhead spending variance
	1,000
	
	

	Fixed overhead volume variance
	    2,000
	
	

	   Total manufacturing variances
	
	      (430)
	

	Cost of goods sold at actual cost
	
	
	   $184,820

	Gross profit
	
	
	$1,015,180

	Marketing and administrative costs
	
	
	   400,000

	Operating income
	
	
	$615,180


Problems

Group A

(60-75 min.)  P 23-26A
Req. 1

	Preston Recliners

	Flexible Budget For Actual Outputs

	Sales revenue (980 × $495)
	$485,100

	Variable manufacturing costs:
	

	Direct materials (5,880 yards × $8.80)a
	  51,744

	Direct labor (9,800 hours × $9.20) b
	90,160

	Variable overhead (5,880 yards × $5.00) a
	29,400

	Fixed costs
	

	Fixed overhead
	    60,000

	Total cost of goods sold
	$231,304

	Gross profit
	$253,796


a

	6,000 yards
	=
	6 yards per recliner

	1,000 recliners
	
	

	
	
	

	(6 yards per recliner) × 980 recliners = 5,880 yards.


b

	10,000 hrs.
	=
	10 hrs. per recliner

	1,000 recliners
	
	

	
	
	

	(10 hrs. per recliner) × 980 recliners = 9,800 hrs.


(continued)  P 23-26A
Req. 2

Although not required, it is helpful to begin the variance computations by organizing the data:

Direct materials:
Actual price

$8.60 / yd.

Standard price

$8.80 / yd.

Actual quantity

6,150 yards

Standard quantity (6 yards per recliner)

     × 980 recliners

5,880  yards

Direct labor:

Actual price

$9.30 / hr.

Standard price

$9.20 / hr.

Actual quantity

9,600 hours

Standard quantity (10 hrs. per recliner

     × 980 recliners

9,800 hours

Now we can compute the variances:

Price Variances:

	Price variance
	=
	 Actual price
	−
	Standard price
	×
	Actual quantity

	
	
	 per input unit
	
	per input unit
	
	of input

	
	
	
	
	
	
	

	Direct materials
	=
	 ($8.60 per yard − $8.80 per yard)
	×
	6,150 yards

	price variance
	
	
	
	

	
	=
	$1,230 F
	
	
	
	

	
	
	
	
	
	
	

	Direct labor
	=
	($9.30 per hour − $9.20 per hour)
	×
	9,600 hours

	price variance
	
	
	
	

	
	=
	$960 U
	
	
	
	


(continued)  P 23-26A
Req. 2

Efficiency Variances:


	Efficiency
	=
	 Actual quantity
	−
	Standard quantity
	×
	Standard price

	variance
	
	 of input 
	
	of input 
	
	per input unit

	
	
	
	
	
	
	

	Direct materials
	=
	     (6,150 yards − 5,880 yards)
	×
	$8.80 per yard

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	     $2,376 U
	
	
	
	

	
	
	
	
	
	
	

	Direct labor
	=
	     (9,600 hours − 9,800 hours)
	×
	$9.20 per hour

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	     $1,840 F
	
	
	
	


For manufacturing overhead:
	Standard variable 

overhead rate
	
	Static budget variable overhead

	
	=
	

	
	
	Static budget quantity of allocation base

	
	
	

	
	=
	
	$30,000
	


	
	
	
	6,000 yards
	

	
	
	

	
	=
	$5 per yard


	Standard fixed 

overhead rate
	
	Static budget fixed overhead

	
	=
	

	
	
	Static budget quantity of allocation base

	
	
	

	
	=
	
	$60,000
	

	
	
	
	6,000 yards
	

	
	
	

	
	=
	$10 per yard


(continued)  P 23-26A
Req. 2

Variable overhead variances:

	VOH Spending variance
	=
	Actual overhead
	-
	[Actual yards
	x
	Standard price]    

	
	=
	$39,360
	-
	( 6,150 yards
	x
	  $5 )

	
	=
	      $8,610 U
	
	
	
	


	
	
	
	
	
	
	

	VOH Efficiency variance

=

[Actual yards
-

Standard yards allowed

] x

Standard price

=

( 6,150 yards
-

  5,880 yards )

  x

     $5  

=

 $1,350 U

	
	
	
	
	
	


Fixed overhead variances:

	FOH Spending variance
	=
	Actual overhead
	-
	Budgeted overhead

	
	=
	$62,000
	-
	$60,000

	
	=
	      $2,000 U
	
	


	FOH Volume variance
	=
	Budgeted overhead
	-
	Applied overhead

	
	=
	$60,000
	-
	($10 x 5,880 yards)

	
	=
	      $1,200 U
	
	


(continued)  P 23-26A
Req. 3

The variances computed in Requirement 2 suggest that the managers have done a reasonable job controlling materials and labor costs.  The favorable direct materials price variance and direct labor efficiency variance help offset the unfavorable direct labor price variance and direct materials efficiency variance.  Managers have done a poor job controlling overhead costs as evidenced by the fact that all of the overhead variances are unfavorable.

Req. 4

The standard costing system:

· Help management plan by providing unit amounts for budgeting.

· Help management control by setting target levels of performance.

· Help motivate employees by serving as performance benchmarks.

· Provide unit costs managers can use to see sales prices.

· Simplify record keeping and reduce clerical costs.

(30 min.)  P 23-27A
Req. 1
	AllTalk Technologies

	Income Statement Performance Report

	Month Ended January 31, 2012

	
	Actual Results at Actual Prices
	Flexible Budget Variance
	Flexible Budget for Actual Number of Output Units
	Sales Volume Variance
	Static (Master) Budget

	Output units 
	 
10,000

	            0
	 

10,000

	    2,000  F
	      8,000


	Sales revenue
	$246,000
	$6,000 F
	$240,000
	$48,000 F
	  $192,000

	Variable expenses
	  104,500
	  4,500 U
	  100,000
	  20,000 U
	   80,000

	Contribution margin
	$141,500
	$1,500 F
	$140,000
	$28,000 F
	$112,000

	Fixed expenses
	    54,000
	1,000 U
	  53,000
	           0
	  53,000

	Operating income
	$87,500
	$500 F
	$87,000
	$28,000 F
	$59,000


(continued)  P 23-27A
Req. 2

Selling 2,000 units more than the static budget level of 8,000 units increased AllTalk’s operating income by $28,000.

Req. 3

AllTalk’s static budget variance is $28,500 favorable, meaning that its operating income is higher than expected per the static budget.  

Reasons why the income statement performance report provides more useful information to AllTalk’s managers than the simple static budget variance are:

* A favorable sales volume variance reveals whether profits 
  increased due to more units being sold.
* A favorable sales revenue flexible budget variance means the  

  sale price was higher than planned.

These variances suggest that the marketing department did a good job. They sold more units than expected and sold them at a higher price than expected.

 (45 min.)  P 23-28A
Req. 1

Although not required, it is helpful to begin the variance 
computations by organizing the data:

Direct materials:
Actual price………………………………………

   $0.17 / lb.

Standard price…………………………………...

   $0.25 / lb.

Actual quantity………………………..…………
       10,000 lbs.

Standard quantity (62,900units × 0.2 lb./unit)        12,580 lbs.

Direct labor:

Actual price ($30,300 ÷ 202,000 min.)………….

$0.15 / min.

Standard price……………………………………..

$0.12 / min.

Actual quantity…………………………………….

202,000 mins.

Standard quantity (62,900 units × 3 mins./unit)

188,700 mins.

Now we can compute the variances:

(continued)  P 23-28A
Req. 1

Price Variances:

	Price variance
	=
	Actual price
	−
	Standard price
	×
	Actual quantity

	
	
	per input unit
	
	per input unit
	
	of input

	
	
	
	
	
	
	

	Direct materials
	=
	   ($0.17 per lb. − $0.25 per lb.)
	×
	10,000 lbs.

	price variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$800 F
	
	
	
	

	
	
	
	
	
	
	

	Direct labor
	=
	($0.15 per min. − $0.12 per min.)
	×
	202,000 minutes

	price variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$6,060 U
	
	
	
	


Efficiency Variances:


	Efficiency
	=
	Actual quantity
	−
	Standard quantity
	×
	Standard price

	variance
	
	      of input 
	
	     of input 
	
	per input unit

	
	
	
	
	
	
	

	Direct materials
	=
	       (10,000 lbs. – 12,580 lbs.)
	×
	$0.25 per lb.

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$645 F
	
	
	
	

	
	
	
	
	
	
	

	Direct labor
	=
	     (202,000 mins. – 188,700 mins.)
	×
	$0.12 per minute

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$1,596 U
	
	


(continued)  P 23-28A
Req. 2
	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Materials inventory (10,000 x $0.25)
	
	  2,500
	

	
	
	
Direct materials price variance
	
	
	800

	
	
	     Accounts payable (10,000 x $0.17)
	
	
	1,700

	
	
	
	
	
	

	
	
	Work in process inventory (12,580 x $0.25)
	
	  3,145
	

	
	
	     Direct materials efficiency variance
	
	
	645

	
	
	     Materials inventory
	
	
	2,500

	
	
	
	
	
	

	
	
	Manufacturing wages (202,000 x $0.12)
	
	24,240
	

	
	
	Direct labor price variance
	
	  6,060
	

	
	
	     Wages payable (202,000 x $0.15)
	
	
	30,300

	
	
	
	
	
	

	
	
	Work in process inventory (188,700 x $0.12)
	
	22,644
	

	
	
	Direct labor efficiency variance
	
	  1,596
	

	
	
	     Manufacturing wages (202,000 x $0.12)
	
	
	24,240


Req. 3

	
	
	


Variable overhead variances:

	VOH Spending variance
	=
	Actual overhead
	-
	[Actual min.
	x
	Standard price]    

	
	=
	$10,000
	-
	[(202,000 /3)
	x
	  $0.15 )

	
	=
	      $100 F
	
	
	
	


	
	
	
	
	
	
	

	VOH Efficiency variance

=

[Actual min.
-

Standard min. allowed

] x

Standard price

=

[ ( 202,000
-

188,700 ) /3 ]
  x

     $0.15  

=

 $665 U


	
	
	
	
	
	


(continued)  P 23-28A
Req. 3

Fixed overhead variances:

	FOH Spending variance
	=
	Actual overhead
	-
	Budgeted overhead

	
	=
	$30,500
	-
	$25,284

	
	=
	      $5,216 U
	
	


	FOH Volume variance
	=
	Budgeted overhead
	-
	Applied overhead

	
	=
	$25,284
	-
	(62,900 x $0.42)

	
	=
	      $1,134 F
	
	


__________

Flexible budget overhead for 62,900 coffee mugs:



Variable overhead (62,900 units × $0.15 / unit)

$ 9,435


Fixed overhead (60,200 units × $0.42 / unit)

  25,284*


Total flexible budget overhead

$34,719
*Note that to get the budgeted fixed overhead, one must

 multiply the $0.42 fixed overhead per coffee mug by the  

 static budget output of 60,200 mugs.
Req. 4

	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Manufacturing overhead ($10,000 + $30,500)
	
	40,500
	

	
	
	     Various accounts
	
	
	40,500


	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Work in process inventory [62,900 x ($0.15+$0.42]]
	
	35,853
	

	
	
	     Manufacturing overhead
	
	
	35,853


(continued)  P 23-28A
Req. 4

	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Finished goods inventory
	
	61,642*
	

	
	
	
Work in process inventory
	
	
	61,642


*$3,145 + $22,644 + $35,853 = $61,642
	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Variable overhead efficiency variance
	
	   665
	

	
	
	Fixed overhead spending variance
	
	5,216
	

	
	
	     Variable overhead spending variance
	
	
	   100

	
	
	     Fixed overhead volume variance
	
	
	1,134

	
	
	     Manufacturing overhead ($40,500-$35,853)
	
	
	4,647


Req. 5

Hiring more-skilled, higher-paid labor led to an unfavorable direct labor price variance.  Given the unfavorable direct labor efficiency variance, it does not appear that these more-skilled workers performed efficiently.

The overall net effect is unfavorable, thus management’s decision was unwise.
 (20 min.)  P 23-29A
Req. 1
	Java

	Standard Cost Income Statement

	Month Ended July 31, 2012

	Sales revenue (62,900 × $3)
	
	
	$188,700

	Cost of goods sold at standard cost
	
	
	

	(62,900 × $0.98)
	
	$61,642
	

	Manufacturing cost variances:
	
	
	

	Direct materials price variance
	$(800)
	
	

	Direct materials efficiency variance
	(645)
	
	

	Direct labor price variance
	6,060
	
	

	Direct labor efficiency variance
	1,596
	
	

	Variable overhead spending variance
	(100)
	
	

	Variable overhead efficiency variance
	665
	
	

	Fixed overhead spending variance
	5,216
	
	

	    Fixed overhead volume variance
	  (1,134)
	
	

	    Total manufacturing variances
	
	$10,858
	

	Cost of goods sold at actual cost
	
	
	 $72,500

	Gross profit
	
	
	 $116,200

	Marketing and administrative costs
	
	
	 115,000

	Operating income
	
	
	  $  1,200


(45-60 min.)  P 23-30A
Req. 1 
Although not required, it is helpful to begin the variance computations by organizing the data:

Direct materials:
Actual price
 
 $0.21 / part
Standard price

$0.16 / part
Actual quantity

210,000 parts
Standard quantity (107,000 cases x 2 parts/case)

214,000 parts
Direct labor:

Actual price

$8.15 / hr.

Standard price

$8.00 / hr.

Actual quantity

1,640 hrs.

Standard quantity (107,000 cases x 0.02 hours)

2,140 hrs.

Now we can compute the variances:

Price Variances:

	Price variance
	=
	Actual price
	−
	Standard price
	×
	Actual quantity

	
	
	per input unit
	
	per input unit
	
	of input

	
	
	
	
	
	
	

	Direct materials
	=
	 ($0.21 per part − $0.16 per part)
	×
	210,000 parts

	price variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$10,500 U
	
	
	
	

	
	
	
	
	
	
	

	Direct labor
	=
	($8.15 per hour − $8.00 per hour)
	×
	1,640 hours

	price variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$246 U
	
	
	
	


(continued)  P 23-30A

Req. 1
Efficiency Variances:


	Efficiency
	=
	Actual quantity
	−
	Standard quantity
	×
	Standard price

	variance
	
	of input 
	
	of input 
	
	per input unit

	
	
	
	
	
	
	

	Direct materials
	=
	     (210,000 parts − 214,000 parts)
	×
	$0.16 per part

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$640 F
	
	
	
	

	
	
	
	
	
	
	

	Direct labor
	=
	        (1,640 hours – 2,140 hours)
	×
	$8.00 per hour

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$4,000 F
	
	
	
	


Req. 2

Variable overhead variances:

	VOH Spending variance
	=
	Actual overhead
	-
	[Actual hours
	x
	Standard price]    

	
	=
	$8,000
	-
	( 1,640 hours
	x
	  $9 )

	
	=
	   $6,760 F
	
	
	
	


	
	
	
	
	
	
	

	
	
	
	
	
	
	

	VOH Efficiency variance

=

[Actual hours

-

Standard hours allowed

] x

Standard price

=

(  1,640 hours

-

  2,140 hours )

x

  $9  

=

 $4,500 F


	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


(continued)  P 23-30A

Req. 2
	
	
	
	
	
	
	


Fixed overhead variances:

	FOH Spending variance
	=
	Actual overhead
	-
	Budgeted overhead

	
	=
	$30,000
	-
	$32,980

	
	=
	     $2,980 F
	
	


	FOH Volume variance
	=
	Budgeted overhead
	-
	Applied overhead

	
	=
	$32,980
	-
	($17 x 1,640 hours)

	
	=
	     $3,400 F
	
	


Req. 3

HearSmart’s management knew that using higher quality materials would result in an unfavorable direct material price variance.  They hoped these materials would result in more efficient usage than “standard” materials.  The result was an overall unfavorable direct material flexible budget variance.
Problems

Group B

 (60-75 min.) P 23-31B
Req. 1
	Relaxing Recliners

	Flexible Budget for Actual Outputs

	Sales revenue (955 x $505)
	$482,275

	Variable manufacturing costs:
	

	     Direct materials (5,730 yards × $8.90)a
	50,997

	     Direct labor (9,550 hours × $9.00) b
	85,950

	         Variable overhead (5,730 yards × $5.30) a
	30,369

	Fixed costs
	

	     Fixed overhead
	  60,255

	Total cost of goods sold
	$227,571

	Gross profit
	$254,704


	a

5,850 yards
	=
	6 yards per recliner

	975 recliners
	
	

	
	
	

	(6 yards per recliner) × 955 recliners = 5,730 yards.


b

	9,750 hrs.
	=
	10 hrs. per recliner

	975 recliners
	
	

	
	
	

	(10 hrs. per recliner) × 955 recliners = 9,550 hrs.


(continued)  P 23-31B
Req. 2
Although not required, it is helpful to begin the variance computations by organizing the data:

Direct materials:
Actual price

$8.70 / yd.

Standard price

$8.90 / yd.

Actual quantity

6,000 yards

Standard quantity (6 yards / recliner) × 955 recliners     
5,730 yards

Direct labor:

Actual price

$9.10 / hr.

Standard price

$9.00 / hr.

Actual quantity

9,350 hours

Standard quantity (10 hrs. / recliner × 955 recliners

9,550 hours

Now we can compute the variances:

Price Variances:

	Price variance
	=
	 Actual price
	−
	Standard price
	×
	Actual quantity

	
	
	 per input unit
	
	per input unit
	
	of input

	
	
	
	
	
	
	

	Direct materials
	=
	 ($8.70 per yard − $8.90 per yard)
	×
	6,000 yards

	price variance
	
	
	
	

	
	=
	$1,200 F
	
	
	
	

	
	
	
	
	
	
	

	Direct labor
	=
	($9.10 per hour − $9.00 per hour)
	×
	9,350 hours

	price variance
	
	
	
	

	
	=
	$935 U
	
	
	
	


(continued)  P 23-31B
Req. 2

Efficiency Variances:


	Efficiency
	=
	 Actual quantity
	−
	Standard quantity
	×
	Standard price

	variance
	
	 of input 
	
	of input 
	
	per input unit

	
	
	
	
	
	
	

	Direct materials
	=
	     (6,000 yards – 5,730 yards)
	×
	$8.90 per yard

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	     $2,403 U
	
	
	
	

	
	
	
	
	
	
	

	Direct labor
	=
	     (9,350 hours – 9,550 hours)
	×
	$9.00 per hour

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	     $1,800 F
	
	
	
	


For manufacturing overhead:

	Standard variable 

overhead rate
	
	Static budget variable overhead

	
	=
	

	
	
	Static budget quantity of allocation base

	
	
	

	
	=
	
	$31,005
	

	
	
	
	5,850 yards
	

	
	
	

	
	=
	$5.30 per yard


	Standard fixed 

overhead rate
	
	Static budget fixed overhead

	
	=
	

	
	
	Static budget quantity of allocation base

	
	
	

	
	=
	
	$60,255
	

	
	
	
	5,850 yards
	

	
	
	

	
	=
	$10.30 per yard


(continued)  P 23-31B
Req. 2

Variable overhead variances:

	VOH Spending variance
	=
	Actual overhead
	-
	[Actual yards
	x
	Standard price]    

	
	=
	$40,200
	-
	( 6,000 yards
	x
	  $5.30 )

	
	=
	      $8,400 U
	
	
	
	


	
	
	
	
	
	
	

	VOH Efficiency variance

=

[Actual yards

-

Standard yards allowed

] x

Standard price

=

( 6,000 yards

-

  5,730 yards )

  x

     $5.30  

=

 $1,431 U


	
	
	
	
	
	


Fixed overhead variances:

	FOH Spending variance
	=
	Actual overhead
	-
	Budgeted overhead

	
	=
	$62,255
	-
	$60,255

	
	=
	      $2,000 U
	
	


	FOH Volume variance
	=
	Budgeted overhead
	-
	Applied overhead

	
	=
	$60,255
	-
	($10.30 x 5,730 yards)

	
	=
	      $1,236 U
	
	


(continued)  P 23-31B
Req. 3
The variances computed in Requirement 2 suggest that the managers have done a reasonable job controlling materials and labor costs.  The favorable direct materials price variance and direct labor efficiency variance help offset the unfavorable direct labor price variance and direct materials efficiency variance.  Managers have done a poor job controlling overhead costs as evidenced by the fact that all of the overhead variances are unfavorable. 

Req. 4  

The standard costing system
· Help management plan by providing unit amounts for budgeting.
· Help management control by setting target levels of performance.
· Help motivate employees by serving as performance benchmarks.
· Provide unit costs managers can use to set sales prices.

· Simplify record keeping and reduce clerical costs.

 (30 min.)  P 23-32B
Req. 1

	Network Technologies

	Income Statement Performance Report

	Month Ended July 31, 2012

	
	Actual Results at Actual Prices
	Flexible Budget Variance
	Flexible Budget for Actual Number of Output Units
	Sales Volume Variance
	Static (Master) Budget

	Units 
	

10,500

	           0
	 

10,500

	    2,000 F
	8,500

	Sales revenue
	$269,500
	$7,000 F
	$262,500
	$50,000 F
	$212,500

	Variable expenses
	  141,500
	  5,000 U
	  136,500
	  26,000 U
	  110,500

	Contribution margin
	$128,000
	  2,000 F
	   126,000
	    24,000 F
	    102,000

	Fixed expenses
	   57,000
	   1,000 U
	   56,000
	            0
	    56,000

	Operating income
	$  71,000
	$  1,000 F
	$  70,000
	$  24,000 F
	$  46,000


(continued)  P 23-32B
Req. 2

Selling 2,000 units more than the static budget level of 8,500 units increased Network’s operating income by $24,000.
Req. 3

Network’s static budget variance is $25,000 favorable, meaning that its operating income is higher than expected per the static budget.
Reasons why the income statement performance report provides more useful information to Network’s managers than the simple static budget variance are:

· A favorable sales volume variance reveals whether profits increased due to more units being sold.

· A favorable sales revenue flexible budget variance means the sale price was higher than planned.
These variances suggest that the marketing department did a good job.  They sold more units than expected and sold them at a higher price than expected.
(45 min.)  P 23-33B
Req. 1

Although not required, it is helpful to begin the variance 
computations by organizing the data:

Direct materials:
Actual price………………………………………

   $0.17 / lb.

Standard price…………………………………...

   $0.25 / lb.

Actual quantity………………………..…………
       10,000 lbs.

Standard quantity (62,500 units × 0.2 lb./unit)        12,500lbs.

Direct labor:

Actual price ($25,740 ÷ 198,000 min.)………….

$0.13 / min.

Standard price……………………………………..

$0.11 / min.

Actual quantity…………………………………….

198,000 mins.

Standard quantity (62,500 units × 3 mins./unit)

187,500 mins.

Now we can compute the variances:

(continued)  P 23-33B
Req. 1

Price Variances:

	Price variance
	=
	Actual price
	−
	Standard price
	×
	Actual quantity

	
	
	per input unit
	
	per input unit
	
	of input

	
	
	
	
	
	
	

	Direct materials
	=
	   ($0.17 per lb. − $0.25 per lb.)
	×
	10,000 lbs.

	price variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$800 F
	
	
	
	

	
	
	
	
	
	
	

	Direct labor
	=
	($0.13 per min. − $0.11 per min.)
	×
	198,000 minutes

	price variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$3,960 U
	
	
	
	


Efficiency Variances:


	Efficiency
	=
	Actual quantity
	−
	Standard quantity
	×
	Standard price

	variance
	
	      of input 
	
	     of input 
	
	per input unit

	
	
	
	
	
	
	

	Direct materials
	=
	       (10,000 lbs. – 12,500 lbs.)
	×
	$0.25 per lb.

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$625 F
	
	
	
	

	
	
	
	
	
	
	

	Direct labor
	=
	     (198,000 mins. – 187,500 mins.)
	×
	$0.11 per minute

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$1,155 U
	
	


(continued)  P 23-33B
Req. 2

	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Materials inventory (10,000 x $0.25)
	
	  2,500
	

	
	
	
Direct materials price variance
	
	
	800

	
	
	     Accounts payable (10,000 x $0.17)
	
	
	1,700

	
	
	
	
	
	

	
	
	Work in process inventory (12,500 x $0.25)
	
	  3,125
	

	
	
	     Direct materials efficiency variance
	
	
	625

	
	
	     Materials inventory
	
	
	2,500

	
	
	
	
	
	

	
	
	Manufacturing wages (198,000 x $0.11)
	
	21,780
	

	
	
	Direct labor price variance
	
	  3,960
	

	
	
	     Wages payable (198,000 x $0.13)
	
	
	25,740

	
	
	
	
	
	

	
	
	Work in process inventory (187,500 x $0.11)
	
	20,625
	

	
	
	Direct labor efficiency variance
	
	  1,155
	

	
	
	     Manufacturing wages (198,000 x $0.11)
	
	
	21,780


Req. 3

Variable overhead variances:

	VOH Spending variance
	=
	Actual overhead
	-
	[Actual min.
	x
	Standard price]    

	
	=
	$8,500
	-
	[(198,000 /3)
	x
	  $0.18 )

	
	=
	   $3,380 F
	
	
	
	


	
	
	
	
	
	
	

	VOH Efficiency variance

=

[Actual min.

-

Standard min. allowed

] x

Standard price

=

[ ( 198,000

-

187,500 ) /3 ]

  x

     $0.18  

=

 $630 U


	
	
	
	
	
	


(continued)  P 23-33B
Req. 3

Fixed overhead variances:

	FOH Spending variance
	=
	Actual overhead
	-
	Budgeted overhead

	
	=
	$32,100
	-
	$26,910

	
	=
	     $5,190 U
	
	


	FOH Volume variance
	=
	Budgeted overhead
	-
	Applied overhead

	
	=
	$26,910
	-
	(62,500 x $0.45)

	
	=
	     $1,215 F
	
	


__________

Flexible budget overhead for 62,500 coffee mugs:



Variable overhead (62,500 units × $0.18 / unit)

$ 11,250



Fixed overhead (59,800 units × $0.45 / unit)

  26,910*


Total flexible budget overhead

$38,160
*Note that to get the budgeted fixed overhead, one must

 multiply the $0.45 fixed overhead per coffee mug by the  

 static budget output of 59,800 mugs.
Req. 4

	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Manufacturing overhead ($8,500 + $32,100)
	
	40,600
	

	
	
	     Various accounts
	
	
	40,600


	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Work in process inventory [62,500 x ($0.18+$0.45)]
	
	39,375
	

	
	
	     Manufacturing overhead
	
	
	39,375


(continued)  P 23-33B
Req. 4

	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Finished goods inventory
	
	63,125*
	

	
	
	
Work in process inventory
	
	
	63,125


*$3,125 + $20,625 + $39,375 = $63,125
	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Variable overhead efficiency variance
	
	630
	

	
	
	Fixed overhead spending variance
	
	5,190
	

	
	
	     Variable overhead spending variance
	
	
	3,380

	
	
	     Fixed overhead volume variance
	
	
	1,215

	
	
	     Manufacturing overhead ($40,600 - $39,375)
	
	
	1,225


Req. 5

Hiring more-skilled, higher-paid labor led to an unfavorable direct labor price variance.  Given the unfavorable direct labor efficiency variance, it does not appear that these more-skilled workers performed efficiently.

The overall net effect is unfavorable, thus management’s decision was unwise.
(20 min.)  P 23-34B
	McKnight

	Standard Cost Income Statement

	Month Ended July 31, 2012

	Sales revenue (62,500 x $5)
	
	
	 $312,500

	Cost of goods sold at standard cost
	
	$63,125
	

	Manufacturing cost variances:
	
	
	

	Direct materials price variance
	$  (800)
	
	

	Direct materials efficiency variance
	(625)
	
	

	Direct labor price variance
	3,960
	
	

	Direct labor efficiency variance
	1,155
	
	

	Variable overhead spending variance
	(3,380)
	
	

	Variable overhead efficiency variance
	630
	
	

	Fixed overhead spending variance
	5,190
	
	

	   Fixed overhead volume variance
	  (1,215)
	
	

	   Total manufacturing variances
	
	    4,915
	

	Cost of goods sold at actual cost
	
	
	     68,040

	Gross profit
	
	
	 $244,460

	Marketing and administrative costs
	
	
	 110,000

	Operating income
	
	
	 $134,460


(45-60 min.)  P 23-35B
Req. 1

Although not required, it is helpful to begin the variance computations by organizing the data:

Direct materials:

	Actual price…………………………………………….
	$0.21/part

	Standard price…………………………………………
	$0.16/part

	Actual quantity………………………………………..
	193,000 parts

	Standard quantity (108,000 cases × 2 parts/case)
	216,000 parts


Direct labor:

	Actual price……………….……………………………..
	$7.15/hr.

	Standard price…………………………………………..
	$7.00/hr.

	Actual quantity………………………………………….
	1,760 hours

	Standard quantity (108,000 cases × 0.02 hr. /case)
	2,160 hours


Now we can compute the variances:
Price Variances:

	Price variance
	=
	Actual price
	−
	Standard price
	×
	Actual quantity

	
	
	per input unit
	
	per input unit
	
	of input

	Direct materials
	=
	 ($0.21 per part − $0.16 per part)
	×
	193,000 parts

	price variance
	
	
	
	

	
	=
	$9,650 U
	
	
	
	

	
	
	
	
	
	
	

	Direct labor
	=
	($7.15 per hour − $7.00 per hour)
	×
	1,760 hours

	price variance
	
	
	
	

	
	=
	$264 U
	
	
	
	


(continued)  P 23-35B
Req. 1

Efficiency Variances:


	Efficiency
	=
	Actual quantity
	−
	Standard quantity
	×
	Standard price

	variance
	
	of input 
	
	of input 
	
	per input unit

	
	
	
	
	
	
	

	Direct materials
	=
	     (193,000 parts − 216,000 parts)
	×
	$0.16 per part

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	      $3,680 F
	
	
	
	

	
	
	
	
	
	
	

	Direct labor
	=
	        (1,760 hours – 2,160 hours)
	×
	$7.00 per hour

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	  $2,800 F
	
	
	
	


Req. 2

Variable overhead variances:

	VOH Spending variance
	=
	Actual overhead
	-
	[Actual hours
	x
	Standard price]    

	
	=
	$12,000
	-
	( 1,760 hours
	x
	  $11 )

	
	=
	   $7,360 F
	
	
	
	


	
	
	
	
	
	
	

	
	
	
	
	
	
	

	VOH Efficiency variance

=

[Actual hours

-

Standard hours allowed

] x

Standard price

=

(  1,760 hours

-

  2,160 hours )

x

  $11  

=

 $4,400 F


	
	
	
	
	
	

	
	
	
	
	
	
	


(continued)  P 23-35B
Req. 2
Fixed overhead variances:

	FOH Spending variance
	=
	Actual overhead
	-
	Budgeted overhead

	
	=
	$30,000
	-
	$29,400

	
	=
	        $600 F
	
	


	FOH Volume variance
	=
	Budgeted overhead
	-
	Applied overhead

	
	=
	$29,400
	-
	($15 x 1,760 hours)

	
	=
	     $3,000 F
	
	


Req. 3

SoundSmart’s management knew that using higher quality materials would result in an unfavorable direct labor variance. They hoped these workers would result in more efficient usage than "standard" materials. The result was an overall unfavorable direct material flexible budget variance.
Continuing Exercise

(15 min.) E 23-36
Req. 1
Actual quantity

500 lawns

Standard quantity  

 440 lawns

Direct labor:

Actual price

$20.00 / hr.

Standard price

$15.00 / hr.

Actual quantity

900 hrs.

Standard quantity (500 lawns x 2 hours)

1,000 hrs.

Price Variances:

	Price variance
	=
	 Actual price
	−
	Standard price
	×
	Actual quantity

	
	
	 per input unit
	
	per input unit
	
	of input

	
	
	
	
	
	
	

	Direct labor
	=
	($20 per hour − $15 per hour)
	×
	900 hours

	price variance
	
	
	
	

	
	=
	$4,500 U
	
	
	
	


Efficiency Variances:


	Efficiency
	=
	 Actual quantity
	−
	Standard quantity
	×
	Standard price

	variance
	
	 of input 
	
	of input 
	
	per input unit


	Direct labor
	=
	     (  900 hours    −  1,000 hours  )
	×
	$15.00 per hour

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	     $1,500 F
	
	
	
	


(continued) E 23-36
Req. 2
	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Wages (900 x $15)
	
	13,500
	

	
	
	Direct labor price variance
	
	4,500
	

	
	
	     Wages payable (900 x $20)
	
	
	18,000


	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Work in process inventory (1,000 x $15)
	
	15,000
	

	
	
	     Direct labor efficiency variance
	
	 
	1,500 

	
	
	     Wages
	
	
	13,500


Req. 3
The unfavorable direct labor price variance combined with the favorable direct labor efficiency variance suggests that managers may have used more higher-paid workers who performed more efficiently.  The net effect is unfavorable.
Continuing Problem

(20-25 min.) P 23-37
Req. 1

Direct materials:
Actual price ($81,450 / 90).……………………

   $905 per pk.

Standard price…………………………………...

   $900 per pk.

Actual quantity………………………..…………
       90 packages
Standard quantity (14 pkgs × 12 jobs) ………        168 packages
Direct labor:

Actual price……………………………..………….

$125 per hr.

Standard price……………………………………..

$120 per hr.

Actual quantity(100 hrs. x 12 jobs)…………….

1,200 hours
Standard quantity (90 hrs. x 12 jobs)…….……

1,080 hours
For Direct materials:
	Price variance
	=
	Actual price
	−
	Standard price
	×
	Actual quantity

	
	
	per input unit
	
	per input unit
	
	of input

	
	
	
	
	
	
	

	Direct materials
	=
	   ($905 per pk. − $900 per pk.)
	×
	90 pkgs.

	price variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$450 U
	
	
	
	

	
	
	
	
	
	
	



	Efficiency
	=
	Actual quantity
	−
	Standard quantity
	×
	Standard price

	variance
	
	      of input 
	
	     of input 
	
	per input unit

	
	
	
	
	
	
	

	Direct materials
	=
	       (   90 pkgs.     –   168 pkgs.  )
	×
	$900 per pk.

	efficiency variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$70,200 F
	
	
	
	


(continued) P 23-37
Req. 1

For Direct labor:
	Price variance
	=
	Actual price
	−
	Standard price
	×
	Actual quantity

	
	
	per input unit
	
	per input unit
	
	of input

	
	
	
	
	
	
	

	Direct labor
	=
	($125 per hr. − $120 per hr.)
	×
	1,200 hours

	price variance
	
	
	
	

	
	
	
	
	
	
	

	
	=
	$6,000 U
	
	
	
	



	Efficiency
	=
	Actual quantity
	−
	Standard quantity
	×
	Standard price

	variance
	
	      of input 
	
	     of input 
	
	per input unit

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Direct labor
	=
	     (  1,200 hours   –   1,080 hours  )
	×
	$120 per hour

	efficiency variance
	
	
	
	

	
	=
	$14,400 U
	
	


Req. 3
	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Work in process inventory (168 x $900)
	
	151,200
	

	
	
	     Direct materials efficiency variance
	
	
	70,200

	
	
	     Materials inventory
	
	
	81,000


	Journal Entry

	DATE
	ACCOUNTS AND EXPLANATIONS
	POST.

REF.
	DEBIT
	CREDIT

	
	
	Work in process inventory (1,080 x $120)
	
	129,600
	

	
	
	Direct labor efficiency variance
	
	14,400
	

	
	
	     Manufacturing wages (1,200 x $120)
	
	
	144,000


Ch 23: Apply Your Knowledge 

√

Decision Cases

Decision cases start on next page.

(40-50 min.)  Decision Case 23-1

Req. 1

	Movies Galore

	Income Statement Performance Report

	Month Ended July 31, 2010

	
	Actual Results at Actual Prices
	Flexible Budget Variance
	Flexible Budget for Actual Number of Output Units
	Sales Volume Variance
	Static (Master) Budget

	Output units (DVD movies)
	    82,000   a
	

-0-

	        82,000  a
	     16,000  U
	   98,000   b

	Sales revenue
	$1,640,000
	
$
0
	$1,640,000
	$320,000U
	$1,960,000

	Variable expenses:
	
	
	
	
	

	Cost of goods sold
	   775,000
	45,000F
	820,000 c
	160,000F
	980,000

	Sales commissions
	77,000
	13,200F
	90,200 c
	17,600F
	107,800

	Shipping cost
	43,000
	2,100F
	45,100 c
	8,800F
	53,900

	Fixed costs:
	
	
	
	
	

	Salary cost
	311,000
	10,500U
	300,500
	0
	300,500

	Depreciation cost
	209,000
	5,000F
	214,000
	0
	214,000

	Rent cost
	129,000
	20,750U
	108,250
	0
	108,250

	Advertising cost
	       81,000
	  12,500U
	        68,500
	

0
	       68,500

	Total costs
	  1,625,000
	  21,550F
	  1,646,550
	  186,400F
	  1,832,950

	Operating income
	$     15,000
	$21,550F
	$      (6,550)
	$133,600U
	$   127,050


__________

a    Actual number of movies = $1,640,000/$20 = 82,000 
 

b    Static budget number of movies = $1,960,000/$20 = 98,000

	c
	Variable costs
	=
	Static budget amounts
	×
	82,000 actual movies

	
	
	
	98,000 movies
	
	


(continued)  Decision Case 23-1

Req. 2

The large unfavorable sales volume variance certainly requires investigation. The roughly 16% (16,000/98,000 = 0.163) shortfall in sales volume led to a $133,600U sales volume variance for operating income. Thus, the primary reason for the disappointing income is lower than expected sales volume, not rising costs. 

Managers also will want to investigate all significant flexible budget variances. For example, a “5% variance from standard” investigation rule would suggest investigating the favorable sales commissions variance and the unfavorable advertising and rent variances. Considering the poor sales volume, both the sales commissions and advertising variances are of concern. Actual sales commissions were 4.7% of sales, versus a budget of 5.5%, which should be explained. The large unfavorable flexible budget variance for advertising may reflect higher advertising costs in an effort to stimulate sales but, if so, the ad campaign does not appear to have been successful. Management should also investigate the favorable cost of goods sold variance. It is just over 5% ($45,000/$820,000 = 0.0549) and it is a relatively large dollar amount. Movies Galore may have tried to save money by skimping on the quality of the DVDs, perhaps exacerbating the unfavorable sales volume 

(continued)  Decision Case 23-1

variance. Alternatively, they may have found a way to acquire the same quality goods at lower cost.  If so, management would need to know whether that can be continued in future.

Req. 3

Movies Galore’s management did a good job of controlling costs. Operating income would have been $21,550 less than it actually was if the company had not kept operating expenses below flexible budget levels.

Perhaps management could have better anticipated the shortfall in customer demand and taken steps to offset it, such as reducing  prices to stimulate demand. But the fall in sales may have been related to any number of other factors, such as competitive pressures, fewer exciting new releases, etc. A concern now is whether Movies Galore will have the right DVD product mix in place to take advantage of the pent-up demand for DVD movies with any new DVD format.

Students’ responses to Reqs. 2 and 3 will probably be less detailed.

(20 min.)  Decision Case 23-2
Although not required, it is helpful to begin by organizing the materials and labor data as follows:

Direct materials:

	Standard price per pound…………………………….
	$1.50

	Actual quantity used…………………………………..
	   390 lbs.

	Standard quantity allowed (2,000 × 0.20)…………..
	   400 lbs.


Direct labor:

	Standard price per hour………………………………
	$8

	Actual quantity used…………………………………..
	  72 hours

	Standard quantity allowed (2,000 × 0.03)…………..
	  60 hours


Req. 1

Now we can compute the variances:


	Efficiency
	=
	Actual quantity
	−
	Standard quantity
	×
	Standard price

	variance 
	
	of input
	
	of input
	
	per input unit

	
	
	
	
	

	Direct materials
	=
	             (390 lbs. − 400 lbs.)
	×
	$1.50 per lb.

	efficiency variance
	
	
	
	

	
	
	
	
	

	
	=
	$15 F
	
	

	
	
	
	
	

	Direct labor
	=
	            (72 hours − 60 hours)
	×
	$8 per hour

	efficiency variance
	
	
	
	

	
	
	
	
	

	
	=
	$96 U
	
	


(continued)  Decision Case 23-2
Req. 2

Under the existing standards, the new system results in a small  favorable materials variance of $15. This is likely a result of less waste with the new system’s made-to-order approach. However, the unfavorable direct labor efficiency variance indicates that employees are less efficient when making shakes to order. This may be due to employees (1) taking longer to set up the machine and then clean it out after each order, and (2) waiting for customers to choose from the variety of flavors available. While the new system may help differentiate Scoopy’s from its competitors, management may have underestimated the system’s cost. Moreover, the $96 unfavorable direct labor variance is 20% over the standard cost allowed ($480 = 60 hours × $8/hour). As this exceeds the 5% unfavorable efficiency variance that your superiors tolerate, your performance evaluation could be hurt by the new system.

(continued)  Decision Case 23-2
Req. 3

DATE:


_______________

TO:



Scoopy’s National Office

FROM:


_______________

SUBJECT:

“Made-for-You” system

I am happy to report that the “Made-for-You” system test generally is working well. Customers like being able to customize their shakes, employees have accepted the new system, and the new system reduces materials waste. However, labor is not as efficient under this system. Under the existing direct labor standard, we are experiencing unfavorable labor efficiency variances of about 20% of standard cost allowed. The national office should address this issue to avoid unfairly penalizing staff and management.

I suggest that you consider whether additional training is needed to improve labor efficiency in preparing customized orders. Alternatively, the new system may call for a reevaluation of existing materials and labor standards. Scoopy’s may be able to tighten standards for direct materials, but should consider relaxing standards for direct labor.

√

Ethical Issues

(20-30 min.)  Ethical Issue23-1

The first ethical dilemma involves confidentiality of firm information. Under the IMA Standards of Ethical Conduct for Management Accountants, Lane should not disclose confidential firm information except when authorized. Consequently, Lane must obtain permission from the controller to disclose company data.

Henderson Benchmarking depends on companies’ willingness to provide their data, which Henderson aggregates and sells, often to these same companies. Reputable benchmarking firms assure the companies providing data that only aggregate data will be sold—not individual company data. Lane must be certain that Henderson Benchmarking Associates provides these same assurances. Because Henderson Benchmarking is a new firm, it does not have a track record of maintaining client confidentiality. Lane will have to evaluate:

· the confidentiality risk compared to the value of the potential alternative sources of benchmark data,

· Henderson’s offer to initially provide the industry benchmark information at no cost, and

· the quality of Henderson’s information, since it is a new firm.

If Lane can get company permission to disclose the data, along with the necessary assurances from Henderson, then she may ethically provide the data.

(20-30 min.)  Ethical Issue23-2

The second ethical dilemma involves competence and integrity. Lane must apply her professional knowledge to competently determine the standard costs. The integrity standard means that Lane should not subvert Outdoor Living’s legitimate and ethical goals.
Lane’s standard cost decisions are especially important this year because these standards will be the basis for the continuous improvement policy that will apply for three more years. However, Lane’s immediate responsibility is to establish standards that are consistent with company policy. The appropriateness of the continuous improvement policy is a separate issue. Following Jacobs’ suggestion would circumvent the intent of the continuous improvement policy.

Jacobs may have a legitimate concern about maintaining the quality of the Teak line, or he may be more concerned about his future performance evaluations. Lane should suggest that Jacobs talk to his own superior about his concerns. To show some understanding for Jacobs’ concern, Lane may offer to speak with the controller about the feasibility of reducing standard costs by 10% each year for 3 years in a row.

Student responses may not be this complete. The above responses are intended to serve as a basis for class discussion.
√
Fraud Case 23-1

Solutions:

1. Customers will be more comfortable, and more willing to spend, whether for themselves or for others, if they know they can return a product hassle-free, no questions asked.  This kind of policy can increase sales volume, but comes at a cost.  A looser return policy leaves the company more vulnerable to this kind of theft and fraud.  A business must weigh carefully the costs and benefits of such a policy, and be able to revise the policy as necessary.

2. Theft of inventory can be detected through a physical inventory count, or other procedures which compare the stock on hand to the inventory records.  When missing stock is identified, the inventory account is reduced and a loss is recorded.   Losses due to theft, spoilage, damage, etc., are referred to as “shrinkage,” and are considered a normal recurring cost of business for companies that carry extensive merchandise inventory.

√

Team Project 23-1

(30-60 min.) 

Req. 1

Lynx will need standards that will enable the company’s managers to compute:

· Direct material price and efficiency variances for individual direct materials, including:

–
glass

–
wood

· different types of hardware, such as door handles, and  window cranks

–
and so on.

This will require price and quantity standards for each individual type of direct materials.

· Direct labor price and efficiency variances. Lynx will need different price and quantity standards for each different type of direct laborer—for example, skilled versus unskilled labor.

· Manufacturing overhead flexible budget variance. Ideally, Lynx should have separate standards for certain individual overhead items such as utilities, indirect materials, indirect labor, etc. However, developing such detailed standards may be too costly for the value of the information they provide, so Lynx may decide to combine some or all of the overhead items into a single manufacturing overhead standard, as in the chapter. 
(continued)  Team Project 23-1

· Lynx may decide to compute a manufacturing overhead production volume variance. However, this variance is not very helpful for controlling business operations, so Lynx may decide not to compute this variance.

· Lynx should develop non-financial standards for key factors such as quality (number of defects) and on-time delivery.

Req. 2

a.
Three alternative approaches to setting standards include:

· Engineering analysis/time and motion studies 

This approach reveals the minimum amount of direct materials, direct labor, and manufacturing overhead resources required for production. Using this information, the engineers may be able to suggest reorganization of plant layout or changes in the production process to increase efficiency. Lynx’s own engineers or outside consultants could perform this analysis.

· Continuous improvement standards
Lynx would begin with its historical data-based standards. The company would then reduce these standards incrementally every quarter or year, yielding ever-tighter standards.

(continued)  Team Project 23-1

· Benchmarking
Benchmarking standards are based on “best practice.” Best practice can be defined as either internal (within the company) or external (based on other companies). Internal benchmarks are standards from the best practice within the company. If this plant is not the most efficient in the company, then benchmarks could be adopted from the most efficient of the company’s other plants.  External benchmarks require standards based on the “best practice” of other companies. Lynx might be able to obtain benchmark data from industry trade publications or from consultants. Or Lynx might enter into a partnering relationship with another company such as Anderson Windows or Peachtree Windows, where the partner companies exchange benchmark information.

b.
Evaluation

· Engineering analysis/time and motion studies

This approach usually allows for unavoidable waste and spoilage, but it could result in tight, or difficult-to-achieve, standards. Employees who believe that standards are not attainable may be demoralized. If Lynx uses outside consultant engineers, this is a costly approach. However, the analysis usually identifies opportunities for increasing production efficiency, which should make the company more profitable.

(continued)  Team Project 23-1

· Continuous improvement standards

The ever-tightening standards will give employees incentives to increase efficiency. This approach is inexpensive, because it starts with the existing historical data-based standards, and then simply requires that these costs be reduced by certain amounts each quarter (or year). A problem with this approach is that after some point, further reductions may not be possible. Management must be careful not to make demands that employees believe are unattainable.

· Benchmarking

Using “best practice” as a standard gives employees incentives to increase efficiency. Employees should see these standards as attainable, because other plants have attained these standards. Internal benchmark information is easier and less expensive to obtain. External benchmark data are inexpensive if obtained from industry trade publications or from partnering relationships, but can be expensive to obtain from consultants.

(continued)  Team Project 23-1

c.
MEMO


DATE:


_______________


TO:



Controller, Lynx Corporation


FROM:


_______________, Management Consultants


SUBJECT:

Standard Costs


First, we recommend that Lynx move from its historical data-based standards to adopt new standards based on:



1)
Engineering analysis/time and motion studies,



2)
Continuous improvement goals, and/or



3) 
Benchmarking.


Any of these three approaches will provide incentives to reduce costs and increase operating efficiency. Without more information on the costs of each approach, we cannot definitively recommend a single method.


However, we suggest that Lynx examine trade publications for relevant benchmark data, and explore the possibilities of partnering with other manufacturers to obtain external benchmark data. If benchmark data are too costly or impossible to obtain, then we recommend conducting time and motion studies in order to set tight, but achievable, standards. In future years, these standards could form the baseline for continuous improvement adjustments that would give employees incentives to increase efficiency.


Student responses may be less complete and will differ widely.

√

Communication Activity

Student responses will vary.
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