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THE EVOLUTION OF ACCOUNTING AS A cm~'I'ROL DEVICE 

Books, chapters in books, and articles in periodicals dealing with 

standard cost accounting are fairly numerous. However, each of these seem 

to dea1 with one special methodology or with limited areas of the whole 

field of standard cost accounting. One is unable to find a pl&ee where he 

m<icy' get a complete view of the entire field of st8.ndard cost a,ceounting. 

For this reason it seemed e,ppropriate to study this li tere.ture and attempt 
I,. 

a brief coordine,tion of the material a,nd to make a comparison of the d:if'-

ferent methodologies which are called standard cost aceouriting. 

After some study it became apparent tha,t the principal differences 

were between. the theocy· and methods of basic stl3nda.rd cost accounting e.nd 

current sta.n.dard accounting. In order to keep the report within res.son-

able bounds, it was decided to investigate this a.re~, in soma detail and 

give only minor treatment to other matters related to the subject of stand-

ard cost accounting. Some treatment of other matters, although minor, 

seemed advisable in order to place the principal problems in their proper 

setting. 

Following the line of thoUi!;ht of placing the problem in its proper 

setting, it seemed aa.visa.ble, likewise. to outline very briefly the whole 

of accounting methodology leading tip to the development of standard costs. 

This introduction is, therefore, a brief statement of the evolution of a,11 

accounting as a control device; because out of all accounting. and because 

of its deficiencies as a cost control device. standard cost accounting was 

evolved. 

HISTORICAt. oosirs 

'rhe usua,1 methodology of e,ecounting. including cost accounting. is 
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that of reeordin« oal7 actual eosta, expenses, and incomes in the aeeotmts 

as the7 occur or accrue. !hia frequent17 is called the historical coat 

concept ot accounting. One use of these historical cos ta ia to stud.7 them 

for the purpose of comparln& the• with past costs and finding in arq wa:r 

possible the weak points in the finaaci&l. structure as shown b7 past his­

tor"7. !he figures theaaelTea point out no weak spots except perhaps a low 

groaa profit ratio and an inautficient net profit. It is neceaaary to go 

behind the figures in order to make reasonable decisions therefro•. 

When general accounting coats a.ad expenses are 

charged to natural accounts or accounts which show the kind of expense, 

such as rent, taxes, inauran.ee, etc. !here is no anal7sis b7 departments 

or tunct1ons of the ba.aineaa. 'fhe entire business is considered as ou 

!unction as far as the accounts are concerned. l'aturall.7, onl7 weakneH 

in. the structure ae a whole is evident. '?he place of weakness within the 

whole structure ia 1n no wise indicated; hence, adequate control of coats 

is limited. 

'!'he evident weakness of general accounting as a cost control deTiee 

led to attempts to break the natural expense accounts and primar.y cost ac-

counts down into the business tanctions or departments. When this is done, 

the procedure is called cost acccnm.Uq. Coat accounting 1M1' go flurther 

than tb.111. It~ attach the functional or departmental costs to the ma­

terials that paas through the tanctioue or departments. '!'hie aaaumes that 

the costs which go to make finished goods are "11t1clq" in nature. '.rhe;y 

adhere to the raw material an.d become a part of the cost of the finished 

goods. 

I 

l : -
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Coet aceoun.ting generall.7 recognizes two claadficat1ons of the aeth-

ods of manufacturing. resul Ung in two distinct a7atems of aeCUIIUl.a.tion. of 

coats. na.11el7, proceH co-at accounting and job order or lot cost aecoun.t-

ing. 

Process coat accounting is norma.1.17 found in. industries where 1 t is 

customa.17 to detennine the coat of production 1n. one or more manutacturia« 

departments tor a given period of time. rather than ascertaining the cost 

of each individual order. 'lhe time element and the departments iuolTed 

are emphasized, rather than the individual job orders. Costs 1n. ea.ch de-

partment are averaged b7 beinc totaled ud then d1'\l'ided. b7 the number of 

uni ts of output for the period to obtain unit coat. Ea.ch procesa has 

separate manufacturing accounts (Work in Process) to acOUJIUlate coat• for 

the pl'OC888. 

Job coat accoimting is a method of cost accounting that aecUIIUlatea 

118llufactur1ng costs b7 jobs as well ae b7 processes or departments. It 

accounting ia uaed primariq tolJbt_. plant•. small pl.a.a~•. and la.r'!) =:? 
~~ ______ _,_ 

plants that produce according to customer apecificaUona /rt ~ be noted. f P-~ 

~~t­
~""f-here that the applica~lon of expenaea to jobs in job cost accounting in­

volYea a new problem. Since costs are being aeC'UIIUJ.ated b7 joba or lota, 

certain expen.aea (direct expeaea) are 1clent1tia'ble with the joba or lots, 

while other tactor"7 expenses (indirect expenses) are ot such u.ture that 

the7 cannot 'be ao 1dent1f1ed. !'he gnera.117 accepted aoluticm ls to charge 

these indirect expenaea to accounts 11ol'llall7 called Burd.en Department I, 

Burden Deparblent II, etc. The burden accolUlta are then credited (and the 

Jobs charged) with an amount for each job, such &llOUD.t uaual.17 being the 

product of the direct labor hours aad the predetermined \nirden. rate. !hie 

1a unall7 k:a.owa aa burden. application.. There should 'be a burden account 
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for ea.ch production department because costs are best controlled. where they 

enter the line of production:. !his the7 do in depa.rtmen ts, ad there they 

are controllable . 

~ ~ . ~ ~ 
~. has .. 'been explalued-hodyeost a.eeounting brea.ka the costs for a bud- t/ 

ness as a whole down into smaller pa.rts•-as many pa.rt.a as there a.re depart- ·r, 
men ts er £unctions of a business. !'hie ia obviously sup~rior to general 

aeeounting as a c<>ntrol device. B3 comparison of these costs with past 

costs for the same departmeat, one can better lo·ca.te weak: s-pots in the com-

-- ·-+" pa.ny' s organization and take some steps to avoid future losses. f '1\-1"&0).~in=-
I...-

job cost accounting there 1fJa7 be a. eompariso:n with like jobs. ht past 

costs may likewise have been too high. A comparison of present costs with 
? ,;,it,(•. ::~ ,_·~- ·. ~·!'.'i ... )."'· 

past costs which were 11 out of li:a.e6 ie a poor eomparisonJ~1. 'supJri~r com-

parison, if not the best. would be to compare actual costs with an amount 

which represented what the costs should have been, i.e., with a. standard. 

'!'his is the idea. b-ehind staadard CO$t accounting. When a.etual eosts are 

compared with standard costs outside the dou'bl.e entr,- sy-stem, it is .aid 

that we h.e;ve cost standards t frequently referred to as budgeta.17 standards. 

W!hen the comparison is woven into the double ent17 s1stem, it is said that 

we have standard eost ,acc01U1t1Dg'. t£;.'~";\:{{:;1~i the accounting spte~ 

brings out the difference between actual and standard more or less auto ... 

me,tieal.ly-, al tho11gh futher analysis of these varia.t.i.ons is necessary be­
-, 

fore proper action can be taken.,,.) 
' ' ~,..r~ 

[ !his report 1s limited chi.e:(lJ tcr;;:1. Consideration Of the W~$ Stand-

ards are woven into the double ent17 system, 1.e., the aeeounting method-

ology 0£ different methods of standard cost accounting and the performance 

level at whieh such standaris should be set. :Sut since theory affects 

methodology, comparative theory is also studied. / 
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Generally. stanc!E,rds should be set on the basis of what costs of' ma.-

terial, labor. and overhead should.!! if the plant is operated as a. reason= 

ably efficient unit. The standards, which are determined before the begin­

ning of the period (:predetermined cos ts) , are used as /9, measure of efficiency. 

~-li:~}'fcly-; J~ may be said that standard cost.s a;:re scientifically predetermined 

costs of a product predicated upon the eon.eept of what the product should 
,~, r , .... ,{\. 

cost& I not what it is expected to cost, .guch predetermined costs being used 
C'.,/ L..., 

to price inventories and to analyze variations therefrom and to ferret out 

and explain inefficiencies and the reasons therefor 

Since the development of the idea o:f standard cost aceounting, a eon-

siderable difference of opinion has existed among cost accountants and writ­

ers on the subject as to the method of applying and computing standard eosts ~, 
__ J. 

Claims for each of the various methods have been made; some seem valid, 

others appear to lose sight of the principal objective, Le., to provide 

comparable statistics that measure \Vhat management needs to know. There is 

also considerable variation in the interpretation. meaning, and use of cer­

tain terms peculiar to standard cost aeeotmting. ~e following statements~ 
G 

(e,pl'{~mized £ram current books and. periodical~\ illustrate the existing con-

fusion. as to the meaning of standards and show the need for uniform methods 

in their determination: 

a. Standards represent ideal conditions of productive activity. 

b. StMdards are a .forecast of whe,t costs should be under normal 
operating conditions. 

e. Standards are representative of average cost conditions. 

d. Standards are predetermined costs representing budget fore­
casts o.f expected production and costs. 

e. Standards a.re a reasonable attainable expectation of' condi­
tions of plant oper-cl.tion. 



t. Staadards are replacement costs computed at the latest market 
or replaeemen t value .1 

SUMMAI« OF THE. FIELD OF STUDY 

6 

If.he following outline summarizes the va.ri&us aspects of standard costs 

that are discussed and compared hereia. 

a. Estimated Cost. Systems: 

lstimated oost systems are not considered standard eostsi however. 

they are discussed since they are frequently con:tused with standard costs 

because they are a. form of predetermiried co.sts. Inclusion herein is prime.-

rily to indicate the dif':feren.ees and to show wb:' they should not be classi­

fied as staadard costs. 

b. !!:! Stand.a.rd £2!! Controversi: 

There is controversy as to application of standards. A considerable 

group of writers and cost accountants feel that standards should be Current 

S tanda.rds, which are oos ts of production computed in advance. Current 

standards a.re set at what the costs should.!?! rather than at what the costs 

a.re expected to be. '?he standards a.re changed to meet current conditions. 

Actual costs are th.en compared with the standards which coupled with a de­

tailed analysis of the variations reveals ~ inefficiencies. Others (ap­

parently in the mincdty-) feel that the standards shoul.d be Ba.sic Standari.s. 

Ba.sic standards are intended to serve a.s a yardstick: or bench mark with 

which both actual costs and certain varia. tions can be compared. ~he ba.sie 

standard is set for the first or base year and is very seldom changed; 

therefore .. variances of actual costs from basic standards primarily indi-

eate trend. 

There is another area of controversy. t.Phis area. is with :respec.t to the 

l John G. )locker, Cost Aceount!,y, Second Edition. p. 554. 
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level o.f performance that shall be used to determine the stan~.rd burden 

rate. Should the level of performenee be: 

a. Expected ,A.etual, which is a level that represents the costs the 

business actually expects to incur over the next fisca,l period; 

b. Average Oapacitl ~ oft.en ref erred to as normal. which is generally 

considered to be a sta:tlstically computed figure representing the average 

or long-time performance covering the ensuing business cycle; or 

c. Practical Capacitz, occasionally referred to ,,i,s idea,1, which is a 

level based on the theoretical eape,eity of the pla.n.t adjusted for una:void-

8..ble dela:,ys t stoppages. etc .1' 

The discussion. of these various theories and methods are presented :ln 

chap ten as follows.: 

CHAPTER II 

CRAPTER III 

CHAPTER IV 

Estimated Cost Systems 

The Comparative Theory of Standard Costs 

?he Meehanies of Standard Costs and Illustrative 
Problem 

Comparative Summary and Conclusions 



CRAPffll II 

ESTIMATED COST ACCOUNTING SYSTEMS 

As previously stated, estim9,ted cost aceoUl'lting systems are often er­

roneously ela.ssii'ied as standa.rd. costs. The purpose of this chapter is to 

explain briefl7 the application of estime,ted coats and to ex:plaln wb¥ they 

are not ad.mi tted to the categor.r of st.'i!.nda;rd costs. 

Prior to the development of standard cost systems. a system of account­

ing was used. known. as estimated costs. Such systems are still being used 

and are particularly adapted to industries in which the element of style 

is predominant and in which. it h necessary to make samples, quote selling 

prices, e-11d take orders far in advance of actual manufacturing at prices 

which are based on the probable cost. 'l'he shoe and clothing industries 

meet all the prerequisites for use of estimated eosts. Manufacturers in. 

some other industries, such a.s chemicals, candy, s..n.d. paten.t medicines, have 

a product whieh is based on definite fomulas &'ld are able to make estimates 

of their costs from the formw.a. In all such instances. it is important 

that the estimates be proved as to their accuracy. An estir.1ated cost sys­

tem, also variouslJ known as specifications or formula cost systems, is a 

means of proving the aceunicy of estimated eosts or determining to what 

extent error has ente"'d into such estimate.s. 

ACCO~ING FBOCEDTJRE 

The general accounting procedure may be briefi;y outlined as follows: 

(1) The preparation of estimated cost sheets showing unit costs of the 

article to be manufactured, usu.ally detailed to show me,t.erials cost. labor 

costs, a.nil factory expense. Figure l is a typical estimated eost sheet. 

(2) The entry o:f actll'al. and estimated costs in the accounts. 

(3) o!t the end of the aecounting period, aeeounts having estimated 

costs therein. are adjusted to correspond to a.etwu costs, 



FIGt:m:m l 

ESTIMA'l'ED COSff sum 

Style M - 51 

Cutting !ailoring 
Depa.rtmaat Department !otal 

Materials 'Used $ 12.00 

Supplies· (Linings & Buttons) 

Labor 5 . 00 

Faeto17 Expense (6o% o:f' Labor) 3.00 

2.50 

10.00 

6.00 

$ 18,50 

$ 12.00 

2.50 

15.00 

9,00 

$ 3s.50 

9 
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Eatima.ted cos ta is not a distinct aeeountin8 a;ystem; 1 t is an added 

feature to the normal accounts. !he aecol1!lting procedure outlined aboTe 

wq be further explained b;y the following proforma. entries: 

(l) Materials 

(a) Purchase Dr. Direct llaterials $(Actual Cost) 
Cr. Toucher• Pa1able $(Actual) 

(b) Requisition. b;y cutt1ng department 

Work in Proeesa-llaterial $(Actual) 
Direct Material ${Actual) 

(2) Labor 

(a) Direct Work in Process-Labor 
Accrued P~roll 

(b) Indirect Manufacturing hpenae 
Accrued P~oll 

${Actual) 
$(Actual) 

$(Actual) 
$(Actual) 

(3) Manufacturing Expense 

Work in Proeesa--llfg. bp.$(Aetual) 
Kan.ufacturing hpenae $(Actual) 

(4) Finished Goods~The number of units completed are recorded on 

production reports priced a t estimated cost. 

Yiniahed Goode $(Estimated) 
Work in Process-Material $(Estimated) 
Work in Process-Labor $ (Estilll8.ted) 
Work inProceH-Mfg. hp. $(Estimated) 

When the above en~riea are posted to the accounts, the Work in Process 

account will have been debited with actual costs and credited with esti11&ted 

costs. The finished goods account will have been. debited with estimated 

costs. 

(5) Sales Accounts Rece1Table $(Selling Price) 
Sales $(Selling Price) 

Cost of Goods Sold $(Estimated) 
•1nished Goode $(Estimated) 

(6) At the end of the aceoun.ting period, a pbysieal inventory of Work 

i n Process is taken, Talued at estimated cost. !.'he 41fferenee between this 
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:pl'qsical. 1nven.tor;y and the l>ala.n.ce ot the Work la PrG"cess aeeoiants is pro­

rated to finished goods, work in p!\Oc.ess, and 00st <1f goods soli. J>nra­

tion is usual.17 made on the basis ot estimated costg m each aooount, or on 

-equivalent p-roduetion. quantity et eaeh. !he effect ef proration is to ad:-

Just all the aceomts .from estimated. eests to actual cost•. h"o.m this point. 

the records are handl:ed as any act-1 cost records w<>Uld be. J'ipre 2 ah,on 

the now of' aceouattnt data 1n the aeeo-W1.ts where es·ti.mat•d costs a.re '.being 

used. 

From the above, tt is elear that estimated costa are a torm ot pre­

determitt.ed costs. Bowever1 it must be realized that. al.though standard. 

costs are also predetermined. cos ts, the purposes of' tlte two: SJ'!ttems a.re 

very di!fereat. la. esUmated cost systems. the predetemined costs are &et 

a.s n.e.arl.¥ as possible to coin.elde with the actual costs when tbe comparison 

ts made a.t the end. of the period. In e;tandard cost systems~ predetermined 

costs are the costs that should be iacu;rred if the f:acto17 operated in a 

reasona.bl7 efficient manner a,n;d. are considered t0 be the true costs. At 

the end of the accounting period in e:stimate-d cost s7stems, the aeeoimtt 

are adjusted from estimated to actual costs. while ill standard ~osts the 

va.riati<">?ts a.re written o'ff to profit aad less. 

lfhe followi~ quotation emphasizes clearly the dlt"terenee·s between es­

timated and. standard c.o-st s7stems as to theory and purpose: 

'fb.e p'lU"pOse of an. e:stima.ting cost system is to discover errors 
in: the estimated costs and cau11& their correction. An. estimating 
eost s7stem, there.fore, aasumes that the aetu&l costs a.re the true 
eosts and that the estitnates should b& fitted to them. Standard 
eosts, on the other hand, ass~ that. the actual eosts are su'bje-et 
to error or ,are, susceptible t0 improvement and seek to point out 
the pl.aeefif where improvement caa be maa.l 

l W. :S. La.wreuee, ~ Aceoun:t!!§, p. 376. 



MAJEAU.LS 
(Ir actua I) cost actual cost ( 2} 

ACCRUED PAYROL 
(1)' actual co,;t 2 

MANUFACTU81NG EXP~NSE 
( J) ac+11td s~t actual cost !1l 

WORK IN PROCESS MATERIAL 
utimated cost actual cost I estimate~ .... 

WORK IN PROCESS LABOR 
actual cost 

(6) ,y 

§ 

~ORK IN ?ROCESS MFG. EXPENSE 
actua I cos-!: 

estimated coit 
e;thiated coat 

AOJU8TiENT ACCOUNT 
wariations frcm ~rocess accountG 

INVENTORY OF WORK IN PROCESS 
estimated cost-I 

' ) 

rorati on. adjusb letventory_ accounts ( 7) to actv.ia I 

EXPLANATION OF !~O!CATED ENTRUES 

1) To r@ecrd coste at actual 

4 To record cost of goods sold valued at estsmated cost 

21 To recor-,J costs transferred to process account.s at actua I 
3 To record goods fi~inhed, valuecl at estimated cost 

5 Tc record ending ~ork in process inventory valued at @~iimated cost 
6 To transfer re!l&&l'long balances of ,1ork in procen 1iceg1,1r;te at end of period to the adju~ii;li!~nt .account 
1 Tc record proratioui of variations .in the adjustmelllt lt«:eount to fir,ished 9cofi\c., c:ost ~f· li)oods sold, and w,ork in process inventory 

FIGURE 2 
DIAGRAM OF THE FLOW OF ACCOUNTING DATA IN PROCESS ACCOUNTS 

IN AN ESTIMATED COST SYSTEM 

1} 

~· 

N 
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Since the concept oi" estimated eost systems. is that the actual costs 

are the true eostst and adjustments a.re ma.de accordingly. they a.re n.ot de­

signed to provide data for cost control. However .. since the costs are pre­

determined, the entire tirm persrume-1 is certa.inl7 more cost conscious nd 

tmJ' large variation between the estimates and actual costs will certainly 

indicate the advisa.bilU,1· of a e&st investigatio-n. In estimated eost sys­

tems, cost analysis would eertain.17 'he limited as the records will ,a.ot auto ... 

matieally pro.vi.de the needed. information. If' such detailed analysis is de­

sired, cons1cierable subeidiary records would be necessary and would probably · 

indicate the.:aeed for a complete cost system. 
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CBAP'l'U III 

fiIE COMPARATIVE MORY OF S'l'Affl>Mm COS!S 

·fhe purpose of this chapter is to anal~e and explain the theory of 

standard cost aeeoim:ting with respect to basic and current stam.dards: also, 

to a.nal.7ze the theory of the various levels of performance which have been 

suggested for u.se in setting standartls. 

Since the development of standard cost aecounting 1 there have been 

numerous writings on this subject. Unfortunately, in these writings there 

has been considerable controversy and consequently eontus1on as to termi-

nology and application. T'o date there ha.,re emerged some ba.sie principles 

upon which there is general agreement, but there are still some areas within 

which there is considerable eontroversy. 

(E,' · · ~ Standard cost accounting systems are distinguished from other cost ae-

\ V 
l counting systems primarily in that standard costs in addition to a.ctual /y ' 

/ costs are used in the aceounts. 'l'b.is is a basic concept of stand.a.rd cost 

{ accounting, while the coatrever.sy lies in the waw it should be applied in 
\__ 

A pr~cti~~. . 
j ..... ---"_ .. _, 
,/ The broad objectives of standard eost accounting have been very clearly 
f 
l ,, ·stated by 0:ne writer as follows: 

.)...· 
V l. To provide a means of measuring the ef'fioien:ey of operation;s not 

available under ordinaey cost procedure. 

2. 'fo faeili tate control by isolating en.d bringing to the attention 
of the adJniaistrative officials uauaual or '*below pa.r» performances 
for such action as may be advisable, neeessar.,r or possible . 'l'his 
procedure is sometimes said to be based on the ffpriaciple of exeep­
tions.n 

3. ~ obta.ia. su'bstsatially the same information with respect to 
c-osts as is ob,tained. under ordinary eo·st procedure but at a lesser 
accounting cost. 

!hese objectives are attained by determining in adva11ee a 
standard of measurement, by keeping the accounts in such a manner 



as to show varie..nees from the standard, and._analyzing the varia1nees 
to determine the ea11ses of the deviation:;'1"" 

Ulf!FORM AC-OOU!i!TING nmsus S1'ANDARD COS'? ACCOUNTING 

Th.ere are two concepts of the meaning of the term, us tand.ard cost 

accounting ,n that should be clea.rly understood. 

15 

(1) 'l'b.e term, nsta.ndard cost accounting, 11 is used at times to mean a 

standardized scheme of a.ceouats and methods of reeerding therein that has 

been accepted by- a particular indust17. In other words. when used in this 

sense i.t means a pattern. o:r copy whieh others follow or use a,s a guide. An 

example would be the uniform accounts and methodts agreed upon and used by 

the petroleum industry in the United States. A better terminology is 11 uni­

form cost systemsH (pattern. standards) rather than ttstruidard cost a.eeoun.t-

ing .11 Since thig concept is not really stanM,rd cost accounting under a:ny 

concept, it will not be discussed. :f11rther herein. 

(2) The term. II standard cost aceounting/1 is correctly used to mean 

the use of stand.a.rd easts (predetermin:ed costs) along with the use of ac-

tuaJ. costs in process or job cost a.ceoun.ting records. This seems to be the 

prevailing (and correct) usage of the term and will be discussed further. 

~Ul writers on the subjeet of standard costs agree that they are pre ... 

detendned costs. This does not mean that all cost figures prepared. in 

advance are a.dmi tted to the category of standard costs. Predetermined, 

costs may be estin1ated costs or sta.nda.:rd costs. Estimated eosts a.re pre-

d.etel'!llined -eosts that represent some avera~e of pa.st costs or an opinion 

of what actual cost:s will be. !hey a.re not based upon scientific methods 

of fact finding for the determination. of true costs. Estimated costs have 

been explained :t.n detail in Chapter II. 

l James L. Dohr & Rowell A. Inghram, 22s~ Aceoim.tin~. pp. lf45-6. 
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Standard costs are costs established by scientific methods which eon.-

sist of using past experience coupled with actual eXperiments as to pJwsi­

cal qu.anti ties :required. to produce t.he article tu question. Sueh e:xperi­

mellts include engineering tests and mes,suremen.ts as to qu.a.l.ity and C[Uaatity 

of material ·requi:re.d, time and motion stu.dies to determiae required time. 

with adequate consideration t:rom the engineering viewpoint of equipm~nt ud 

1,18;&.ufaeturi:ag facilities • 

. fhe Areas .2! Controversz. The a.speet o:r standard eosts upo.n whieh th& · 

principal differeaees of opinion seem to arise are twofold, namely: 

(1) mi.ether the standard. with respect t·o application, sh()uld be a. 

a. basic standard, or 

b. a current standard. 

(2) ffltether the stand.a.rd (b:adc or eurreat), with re·spee\ to level of , 

performance, should. be set at 

a. an expected aetll9.l. level, or 

c. practical ea.pa.city level. . 
I 

Ba.s.ic Standards. fbe eon.cept of ba.sie standards is that of measurtJJg 

all .-aria'ti.ons from a ba.se, which is a standard set the first feG..l' .] 1.l'he 

base or first 7ear standard mq be set at~ one of the three levels of 

p&rformance,. i .e. • expected actual. average capacity, or praettcal ea.J>a.e­

iV ~ !he most commoul.7 use! level for ba.sie stl!t:idal"d&J appears to be ex• 

pected actual. Once the base (or hasie) standard is set, it is verr seliom 

changed.. A ehaag& would ordinarily be :maie only when. specification.a or 

methods of ma.n'llfaeture were changed. B'.a,slc standards are often referred 

to as "boge7tt standards. '.Basie standards a.re intended to serve as a bench 
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mark or yardstick with whf,eh both actual and expected performance can 'be 

compared. They are somewhat analogous to the base upoa whieh a. prtce inclex 

number is computed. ''fhe results reduce actual costs, expected costs, a:ad 

the variations \etween them to peTCen.tage relatives with the bade standard 

as the bas-e. 

J3asic standard c0c:et .figures do not displace actual cast figures in the 

accounts and financial, statements. Basie standards occasionally are ea.rried 

outside the aeeoun.ts; however, they-~ be, and general.17 are, introduced 

into the accounts as iadicated in Chapter IV. 

When basic sta.ade.rds a.re used, it is necessary to compute an expected 

actual also, the reason 'bei~ that the basic standard (after the first year) 

does not represent what pe:rtormaae& :ror the eurr&nt period ought to be 'but 

serves anly as a. base trom which to measure tl"eud. ltmt.agement US'Mlly re-

q;u.ires that a qmta be set up for the current year and wants to know the 

variation or deviation therefrom. Baste etanda.Tds alone will not provide 

sueh data; therefore-. ·expected actual must be predetermined :Qlld comparisons 

made in regard thereto. In baste. standard co.st aeeouats. the variations 

between actual an.d ~xpeeted aetua.l are noT.ma.117 expre$sed u apereentage 

of the basic standard.. Actual costs. likewise .. al"e exp·ressed as percent-

ages of the basic standard and are al.so compared with the expected actual 

to find out how much actual performan.c& has deviated from what was expected 

and with the basic standard to determine trends: from perf.o• to period. 

'?his latter compa.rtaon woul.4 n.ot be po.sdble ia current standard. costs, a.s 

it is a .changing standard. 
_,,,-

(= Curnmt Standards. Curren.t staudards are generally regarded. as the 

true or real costs to be carried through the accounts. an.d into the :fina.a­

eial. s.tatem:eats. Sueh standards are revised frequently to reflect eb:ang~s 

in. methods, specitieatioas, and priee9.l_~e standard: ts i-eeomputed ea.eh 

fr 
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year. and chaages ma;y be made dving the ;vea.r it eondition.s require it. 

Since current standards are regarded as the trae costs, they replace actual 

costs in the accounts: the difference between ac·tua.l and mu-rent s·ta:ndards 
(,\ 

show up as varia. tion:s • which a.re closed to profit and loss • J Once eurrea t 
I' 

standards as a s7stem .1$ decided upon., the level of per.formanee to be used 

in setting the standard must be decided upoa. t.Phe level of performance mq 

be expected a.ctus.l, average capaei ty. or pra.ctieal capaei t7. !he praetieal 

eapaei't7 level of performance is. being used more and more, with the result 

that many· writers and others assume a. practical ca.paeit7 level of perform-

a.nee when theT use the tem, curreu.t standards. 

r." s-LEVlilt,S OF PEUOmfA.WCE 
I 

J' !he level o.f performance implies more than mere price.s. It refers to 

all the elements ef perfo.rm.ane-e which would include: rate of production~ 

prices pa.id :tor labor, materials, and services; quantities of material, 

labor~ ete. ; and other costs~~:~-,, 

.!he 'tllr$e le'fels previousq mentioned ( expected actual. average capac­

ity, and pmctieal cape.cit;,) are genanll.ly recogab:ed by most writers on 

; .. , '* ' standard costs. t·Row~e'r·, ·,there is disagreement a.s to the meaning and use-
... ._.·~-=---:~· .): 

fulness of each. and it must be admitcted that there :is overlapping of mean­

ing which prevents a clear-cut differentiation of meaning. The bade stend­

a.rd, when originaJ.17 determined, Jna7· be bated upon any one of these three 

levels~ or ia some cases a combination thereof. S1milarl7, CUl'rtmt stand ... 

a.rd·s JAa.1' be set at 8111' one 0£ the three levels or a combination thereof; 

however., as p.reviousl7 ment:loned, s.ome writers consider current ataude,rds 

as set only at the practical level. !his is not in eonf'orad. ty with the 

ma.jorlty of writers. therefore, it is telt tha.t current standards ls 

general.ly U11derstood to be a. .separate s7stem as opposed to 'hasi:e ·sta:ada.rda. 

and e1 th.er s,1stem may- be $et at one of three levels or a. combination thereof. 
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· / lh:J?eete! Actual Level. '!he expected a.ctn.al level is one tha.t repre-
.J 

... .I-;. sents the costs the 'buiness aetuall.7 expects to iueur if the anticipated 
(/ 

prices are paid for materials and eemees and the usages thereof corra-

:spond. to that be11eved neeessa.r, to produce the pl.aaned vol'ame of' go:ods. 

Su.ch sta.nda.rd doea not divrtlge all iuftieieneiea {au.oh as idle ea.pa.cit,' 

due to production leas than eapa.eiq) but does divulge vat"ia.tions or i:aef-

ticien.eies from the expected. Variances from such standard will normally 

be due to failure to achieve the volume expected. prices paid for ma.ter­

ials and servic'&'s different from expected. or efficiency in the prod.uetion 

process n-ot as expected.. These "fariances ean Nf'lect pertorma.nee above or 

below the standard. hence. mq be debt t or oredi t 'balances. 

i..ver§e C~itz. 'fhls level, often referred ·tG as the l'lorma.l level,. 

h generally considered to be a.. statiatiea'.l.17 computed figl.U."e :representing 

th& average or long-time pert'ormaitee. It is intended to be the average 

covering an entire business eyele, th.ereb7 tending to level the seasonal 1 

.cyclical., and other erratic nucttiations. It 1s th.e actual lev.el expect&d 

to l)e atta.iu.ble over one or more operatir.ag c7cles. Variati..ons from sueh 

standards will be due to eutput, prices, or pertoma.nce "£tic hmey lei:ng 

above or below the long-time average • 

.Practical. CaJ>!1!itz. ffhis level is referred to by some writers a.s the 

ideal level.. !his Gltvlausl7 is a. m1su:se of terms, since *!deal" m-eans the 

best or highest level of performaaee. Ideal level. if the correct use of 

the word "ideal.It ts usedt more nearly meaus theoretieal ea.pa.ei v. J?Taeti­

cal ca.pa.et t.1 looks to the plant rather than to time for determination of' 

the level of performance. lfo d&te.rmine practieal ca.pa.ct v, 0:ne rout begin 

wt th theore tica.1 plant eapaei ty (ideal) and a.djus t it tor unavoidable <le• 

etc. 
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It is often said to be the rate at which the pltm:t can, ope~te most 

economicall.7. lt is us•lly regarded a.a approxlma.tel7 85 per een.t ot theo­

retical. ea.paei ty. 

Some writers {very mu.eh in the !lin~rit3) ha.ve advoeated the use .of 

theo·retieal capacity as the level at which. to set the standard, ma.inta.ining 

that no cost of idleness should be capitalized in the cost of finished. 

goods. Such a. level appeal"il to be absurd, for of what value b a :measure 

of something that is pmctiea.lly unaveidable? It oal7 tel').ds t<> cover up or 

hide the Nal va.riation9 a.bout which management should be infc:>rmed.. 

The decision. as to whether to use ba.sie or current stand.a.rd• rests with 

:management. .low:ever i since management generally relies heavily on the a.c­

coun. tant. concerned, his views mul 1'$ellngs will probably be the deciding 

factor. Consequently. it is of utmost impor-tance that the aecount:mt have 

the proper perspective of standard costs and not lose sight of the two 

primar,y objectives., namely: (1) that the purpose of standard costs 1.s to -­

provide ~emen.t with a mes.sure that points out only those in.eff'icienetea 

and losses that are eontrolla"ble • e.nd ( 2) 1 t should 'U.ee the- most eeo.nomieal 

and efficient method of doing thi.s. 'f., 
,,- :"!:~( 

/ As between current .and basic stendards, the former is the 11Wat eo,m.- -~ 
~ I. 

monly used. The choice between the two probal>l7 will "be me.de after eon- V 
. 'fa..yA-

sidering the f ollewing ideas: (<.~ _s 

(l) fhe one that furnished management with the most eorreet 0J1d 

useful da·ta. 

(2) Type and size o-f iudust17. 

(3) Ana.l3"sis desired 07 management. 

(4-) Possibility of educating ma»:agement in regard to the system. 



(5) Value to mana.gement t·o know the fixed expenses of idle 

capacitJ-. 

(6) Managerial pref'erenee tor variances in. absolute (current 

s~) or ratio form ,(basic standard). 

*v1 t (7) lfeed 'or deatre for trend indieators (baB1e standard). 
,---------··--· ~-...-J - . . . . 

!be current tread appears to 'b:e ill favo.r of current atam.d&rd 
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set at 

the praetl.eal. ea.pa.city level. A:rq higher capaeit7 standard results in vari­

ances which are partlr the result of' acts 'beyond the control ot management. 

It is also :tel t that the standard should be attainable. ( J'rom the aecount.­

ing standpoint. ~ writers prefer practical ea.pa.city because, with thit, 

methodolog, the un.a.vo,idable loss h ca.pi talisecl and the avoidable loss ia 

not capitalised. Such level (practical eapa.eit7) brings to the attention 

of niana.gement the loss due to idle capacity as well as the variances in.di-

ca.ted for other levels'. 

'fhe a't'erage capacit7 level has little value for eoatrol over unused 

ca.pa.ei ty loss , because 1 t doe a not indicate· what should oe accomplished 

during ~ particular time • !'here is• also. the dii"ficul tJ' of giving deti-

n1 te meaning to the concept of average or normal. !formal methods are used 

principally for overhead costs because there is need for some method that 

will minimize the effect of fluet•ttons of such costs on the end cost o-f 

the product due to seasonal. and eycltea.l changes iD. output and cost. 

J'rom a practical. viewpoint it maJ' be stated that the level to be used 

should be the oae that will provide managemen.t with statistical intorma. ... 

tion (analysis of variations) that will enable them to make the correct 

decision the greatest D.l1mber of times. Proof of one to the exclusion of 

the others would be hard to show. However. the practical level. appears to 

offer the most tor management pUf'p()ses. 
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:SWXHllTS 

lfhera is some confusion as to the relationship between budgets and 

sta.n~d costs. :Soth, of eourset imply the predetermina.tion 0£ costs. !he 

principal difference lies in the scope of the term:s. A bud.get comprises 

the setting or predetermin.ing of objectives, costs, production$ etc~, based 

primarily on a sales :forecast for the year. !he budget eo"ters the whole 

and gen~rally represents. the eXpected or goal. Standard costs for burden 

~ be on part of the 11uoget. './:b.e;r are concerned. only with the production 

department expenses. Standa:rd costs &re eoneerned only- with the faetor.v 

and ~· be set at the s&<.me price and production level or at a di:ffe:ren.t 

level from the budiet. Therefore. it mt:;ey" be seen that~ al though the two 

are rel,9,tad somewhat, the:- are distinctly diff'e:rent. 



CIAPTD IV 

troduei:og standard costs u.to the a.ecoats, are not subject to controversy. 

fhis point has been b.dice.ted in the precedtag chapters. There are. how ... 

ever, a. n1Ullb~r of minor 11arlation.s J-ega.rditJ« the methods of recording stand­

ard oosts in. the acco:urtt:g. !'he more representative ones are discussed in 

this eh.apter. 

COS! S'l:A.NDAtmS 

termined eosts a.re not j'ourna.U.z-ed or entered into the accounts but are 

carried outside the regular aee()un.ts. The di:f'fe.rences or variations are 

analyzed to a great extent in a manner similar to other methods. 'Both eur­

rent standards- and basic stanclanls ~ be h.andled in this manner, that is. 

outside the regular a.ecollllts. llowever, siaee current sta.ndards are .gen-

eral.ly considered. to be the true costs to 'be carried m the accounts, carry­

ing them outside the aceouats would be somewhat inconsistent. 

BASIC Lsr.Al'UWIDS 

hl" baste standard costs, there ls a. fairly well-accepted method of 

htreduet:ton of the standard iato the aecounts. ~e aetual eomts are car­

ried through the accounts in the- usual manner* baste standards being iatro-

6:nced into certa.in aceomts in add! tion to the actlliSl costs. t'fhs following 

list of accounts is :representative of those showing both aetua.l and. the 

Wo:rk in Pnce.ss--Labor 
Work in l?rocna--Bu:rden 
Work b Process-Ma.tei-ial. 
J'1n.1shed Good.$ 
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Usually-., each produet has the a'bove four a;eeouts. It there are many prod­

. ucts. a subs!diaq ledger is advisable. In these aecoun.ts the basic stand-

a.rd is used primarily a.s a method of" Yal'Oing the in-ventories a.no. cost of 

goods as shom in J'igu.re 3. file calculation. of the amoU?1ts in the illus-

tra.tion is as follows: 

Work ilt Proeess debits are at actual cost ($570.00) and also a..t stand­

ard cost ($4oO .00); then the actual is divided by the standard ·to obtain 

the variance rate of 142.5~. '!he credits indicate that 10 utd.ts of Prod-

uet I have been :£1111.shed. In respect to Product I, the s ta.nda.rd et1>st of 

material nm:u used ts $100.00. fte variaace rate (11+2.5i) is carried from 

the debit to the c-redi t side. !he staada:rd .cost of Prod.uet I material 

($100 .00) is then mu1 tiplied by the variance rate to obtain the actl:utl cost 

figure of $142.50, which is eatered on the credit side as shown. Both 

costs (actual and .standard) are transferred to the finished go.ods aeeouut 

a.s shown. !he same procei,:u,e is followed 1n valuing the cost of goods sold 

an.d the finished goods. The basic standard cost is not carried beyond the 

finished good.s aecowt and ioes not show up in the f'inan:cia.l statements. 

Figure 4 shows the now of .accounting data. through a factory 'U.sing basic 

atanda.ri. costs. 

!he usual procedure in. current standard co.st~ is to enter the actual 

coats (except possibly materials) up to the process accounts. From this 

point the accounts show onl.1' staadalt'd c:oste. The three methods 11eted b_e­

lesw are q'lOted from a manual 011 advanced cost b7 George ff. l'ewlov-e or the 

TJ'niverslty of 'fe:xas: 

Method A--Charge Work in Process with the actual eosts ot produe­
tton f"or the perlod., credit with the standard cost of the pNduet 
completed.. and debit (o,- credit) with the net variation between 
the a.ct:ual. and standard eost of the ·equiTal.ent production.. 



Added to 
Process 

Inventoey 

Inventoey 
30 Units 

FIGUml 3 

WO'.RK n~ PROCESS--MATERIAL AND FINISHED GOODS ACCOUNT 
n.r:usTRATllfG BASIC S'J:AJ:mum COS1l'S 

aet'U.l!U. stand.a.rd rate actual stan.dard rate 

150.00 100.00 1~ Finished Go-odsc 
l>roduet I 
10 units 142.50 100.00 142.5'1' 

420.00 
570.00 

j00.00 
400.00 

Inventory-
140 down 

142.5 

427.50 300.00 142.5 

FilftSW1lD GOODS--PRODUC! I 
actual standard rate 

Sold 
701J..oo 660.00 140.0 20 Un.its 

427.~o 
;10.00 

actual 

497.20 

J00.00 142,!2 
400.00 142.5 

standa.l'd rate 

440.00 113.o% 

From .Process Inventory-
10 units down !f.97 .30 440.00 113.0 

Mat'l 142.50 100.00 142.5 
!c:abor 96.00 80.00 120.0 
Jmrden 22.00 4o.OO lJO.O 

994.50 ~80.00 113.0 994.50 SS0.00 113.0 



~(ll w:AL ;Jl rCE5S 
1:= (1) i 

FIN'I$HED GOODS 
- > 

LABOR 

BtmllEN 

GD , ADI 1 EXPEJlSI 

S1iLLING EXPUSE 

(2) > LABOR Ill rCl!SS , (4) 

BURDEN IN PROCESS 
(3)~ 

Explanation: 
Black lines indicate actual costs. 
Red lines indicate standard costs. 
(1) Transfer of materials to process account. 
(2) Transfer of factory labor to process account. 
(3) Burden application. 
(4) Transfer of finished goods to inventory account. 

6 

(5) To record cost of goods sold and thence t o profit and loss. 
(6) Transfer of general administrative and selling expenses to profit 

FIGURE 4 

FLOW CHART OF FACTORY USING BASIC STANDARD COSTS IN JOB COST RECORDS 

and loss. 

N 
O"\ 



Method B--Cl1arge 'Jfork in Process with the standc1,rd costs of the 
equ.iva.lent production tor the period (diverting d.ifferences between 
the actual and s trulMrd cos ts to variation aceowts) and eredi t 
with the standard costs of the produet completed. 

Method C--Oha.rge Work in Process with the actue1 and st~.ndarc1 co~ts 
of the equivalent production and credit with the actual and stand­
ard costs of the product completed (using accounts with two debit 
and two credit n1oney columns). 
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Fi~es 5, 6 * and 1 show in ehs,rt form the :tlow of aceoun ting data in 

the is.eeounts using eaeh of the three methods eJq?la.in.ed above. 

The :following problem he,.s been de-signed to show some of the differ-

enees 'between current struidard eosts and bade standard costs. and to n-

lustrate some of the differences in meeha.nies :involved. It purpo~ely has 

been ma.de as simple as possible in order to illustrate the differences :ln.,. 

volved without illust:ra,ting the complexities. !he plan is to present the 

solution under the two methods (basie and current) simll taneously oo the.t 

differences may be observed more easily .. Entries are lreyed fer ready :ref-

e1·ence. Comments relative to various points are made throughout the prob-

lem. 

The assumed plan of production may be charted as :follows: 

~e data given for the problem a.re talrulated :tor easy reference. In 

some insts..n.ces the da;ta vary somewhat from what woul<l appear to be normal; 

however, such deviations are :introduced for simpl:i.:fteation or to illus-

trate clearly some particular point. Basic standard is assumed. to ha;ve 

been set some time in the past, presuma,bly a.t expected. actual.. Current 

standard. is s;et at practical eapa.ci t7 level. Aetua.l is shown by unit cost 

£or simplif'ica.tion. 



MATERIALS 
Standard , 

FACTORY L.A:BDR 

G1llPlJRAL 1T01!Y IDEJISE 
Materlals 

la or 
Factory Expense 

ToP.&L •• 
mmmu.L Allll1S:m4TIYI EXPENSE 

To P & T, .. 

FIGURE 5 

FLOW CHART OF ACCOUNTING DATA IN' A FACTORY USING 
Cu.BRENT ST.ANDABD COSTS IN PROCESS ACCOUNTING 

METHOD A 

F 

N 
Oil 



liATllRI~S M.ATERI.AL VARIATION WORK IN PROCESS 
Actual Price I I Standard l ' 

I Usage 'Y" 
1 

standard 

RACTOBY LABOR 

-1 

GEl!EBA!, FACr EXPEllSE VARIATIONS 
Activity \ 
Expense 
Effieienc-

~~~--T=o~PL.!.....~&~L~,'--~> 
GENERAL ADMINISTRATIVE EXP. 

S]LLING EXPENSES 
To P.L&j,_. 

FIGURE 6 

FLOW CHART OF ACCOUNTING DATA IN A FACTOFY USING 
CURRENT STANDARD COSTS IN PROCESS ACCOUNTING 

METHOD B 

Standard , 

I\) 

"° 



MATERIALS 

FACTORY LABOR 

GENERAL FACTORY EXPENSE 

GENERAL ADMINIS~TIVE EXPENSE 

SELLING F.XPENSE 

WORK IN PROCESS 

' F~ct9xy E,cp. @ St. 

To P. & L. 

ToP.&L. > 

FIGURE 7 

FINISHED GOODS 
Actual , 
Stand.a.rd 

Explanation: 

Bla,ck--Actual Costs 
Red-~Sta.nda.rd Costs 

(Mote--Under this system 
variations~ be computed 
outside the accounts; in­
ventories and statements 
would be at actual.) 

FLOVI CHART OF ACCOUNTING DATA IN A FACTO:RY USING 
CUPJl.ENT STANDARD COSTS IN PROCESS ACCOUN'TING 

METHOD C 
1..,,.1 
0 
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&ta_for the problem.: 

(a) Beginn:ing Inventories: 

(l) :Raw kterials:--lone 

( 2) Work in. F:roeess--20 uni ts completed in Department A antl 

ready to enter Department Jl. !he following tabulation 

sbo,rs the cotts incurred in Department A on the Vlork in 

Process Inven.tory. 

:Basic Stan.dard Current Standard 

Material. 11.xn 
Labor 
Burden 

40.00 
30.00 
20.00 

50.00 
32.00 
2,.00 

(3) Finished Go-ods--Protlu.ct I 50 ,mi ts 

Cost 525.00 

(b) Purchases: 

Purchased 2,000 units Material nxn at $ .26 

(c) Work started (Put in. process): 

Actual 

50.00 
32.00 
2$.00 

610.00 

In Process !--Material for 100 units of Product I. 
(See next page. tabulation of cost da.ta,) 

(d) $ales-. 

75 units of Product I 8,t $20.00 per 'Ullit. 

(e) Un.its finished (!o .finished goods); 

110 uai ts of J>roduet i 

(:£) Endi.IXg inven:tories: 

(1) Material nx11 900 ,m;its 

(2) Work in Proeess--10 units completed in. Depal:'tment A 

and ready to enter Department 13 

(3) Jinhhed. Goods--i5 nni ts of Product I 



Ou.tUU1111 "J: S'lAID.UU> 
(Set at 

Pmc ti.cal Ca.pa.c1.t7) 
Units Frice 

01" OJ." 
lours Rate Amount 

hterial. "X" 10 .a, 2.50 

Labor: 

llepartmen t JJ. 2 .80 1.60 

Department J ; 1.10 j.JO· 

lhu•aea: 

l)epartmen. t A 2 .10 l.4o 
(Fixed .50) 
(Var. .20) 

Jlepartmen t l! 3 t.10 
(J'ixei .75) 
(Var. .35) 

3.30 

Total.a 12.10 

Possibl' lours At Praotleal Capaei tl': 
Department A ... ""¢?50 
».partmea\ 1-400 

'l'A!ULATIOB OJ' UN?TS COSTS 
FOlt TD ILtUSftAT!VE PR0'.8LEM 

llASXO S!AbTDAm> mECfED AC'l'TJAL 

Uni ts Pri ee TJ'ai tfJ Price 
or or or or 

H<>ure !late Amount Ilove Jlate Amount 

10 .20 2.00 10 .25 

2 ,75 1.50 2 .825 

3 l,.00 3.00 3-1/4 1.10 

2 .50 1.00 2 .75 
(Fixed .35) 
(Var. .15) 

J 1.00 3.00 3-1/4 1.12 
{flxed .70) 
(Var. .30) 

10.50 

ACTUAL 

Units Price 
or OJ!' 

lours late Amount 

11 .26 2 .. 1G 

2 .. ;o 1.so 
3-l/4 1.16 3.77 

2 .95 1.90 
(Fixed. .50) 
(Tar .• 45) 

'3-1/4. 1,078 
{Ji:iced .72) 

J.854 

(Var. .35s) 

14.1$4 
.. 

\.,,I 
I\) 
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Journal Entries and Le!Ger ,!!?.92un,ts 

!he journal. entries on the following pa.gas are ao arranged that they 

~ be: readily eompe,red. Since the problem is being illustrated with two 

solutions. there will be two journal entries and two aecou.n ts where the1~e 

would normally be one. Ea.ch entry is numbered for cross reference, and vJill 

be made on corresponding sections of eaeh page. For ext:!tmple, entry n:n.mber 

2b (1>--'basie standard) and 2c (c--curren.t standard) will be found in. th-e 

same relative pod tions on the next two pages. ate. ~hese same nllltlbers 

will be noted in the ledger accounts showing tlle data posted thereto. 



BASIC STANDARD COST DTRIES 

At Actual 
Debit Cr.edit 

At Bade 
Debit Credit 

Ent!7 l'b--To record the beginning inventories; credit not shown 9,a 

the beginning inventory is a,ssume.d to be on. the books. 

Work in froeess-... &teria.l 11 X" 
Work in Proeees--tabor 
Work 1n Process-·Bu.rden 

Finished Good.a 

50.00 
32.00 
2S.OO 

610.00 

4o.oo 
30.00 
20.00 

525.00 

(.Note in basic standard cost the accomts show b0:th actual and ba.sic 
standard costs as previously explained.) 

llmtrz 2b--a:tto record the :purchase of 2,000 units Raw kterial nxt1 a.t $ .26. 

Raw Material nxn 
Vouchers Payable 

.oo 
520.00 

Ent:q Th--To record requisition tor Material 11 :X11 for 100 t1.11its for 
Product I • 

Work in. Process-Material nxn 
llaw Material 11 xi-i 

2s6.oo 200.00 

(Actual 1100 uai ts 1~ .26) 
(ll2sic 1000 ,mits @ .20) 

286.00 200.00 

lntq 4b--ifu reoord direct labor nusedn . oa 100 uni ts completed in 
Department A. 0,nd. 110 'Wl.its completed in Department '.B. 

ili&rk in Proeess--Labor 
Accrued ?ayroll 

Computation: 

DepartmM t .A--100 wits 
Department B--110 units 

At Aetual 
Hours Rate Amount 
200 ,90 $180.00 
357.5 1.16. 414,19 

$594.70 

At liasie 
Hour$ Rate Amount 

200 .75 $150.00 
330 1.00 ~.00 

$ S0.00 
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CUlU?D'l! S!'AID11m COS! ENTRIES 

At .Actual 
Debits Credits 

At Current 
Debi ts Ci-edit9 

ln.tq ,le,--ffo record the beginning invento.ries; credit not shown as the 
beginning inven:to17 is assumed to be on the books. 

io:rk in Proees:s--l>epartmeat A 
Work in Proceas--Depa.rtment]) 

11nisbed Goods 

ll0.00 
aone 

(lfote that in current. standard the inventories are norma.117 carried -.t 
staadard.) 

lint;;: 2-c--,:tc, record the purchase of 200 units or Raw Material 11 :X" at$ .26. 

Raw Material tfJtll 520.00 
Vouchers PB.¥a.ble 52().00 
(Frequentl7 the price variation is taken out at this poiat.) 

En.ttz Jc-fo record requisition tor material nrt for 100 units of 
Product I. 

Work in lroeess--Department A 
Material. Variation 

Raw Material. u~ 

Co~utation1 Aetua;l--1100 units © .26 ... $2S6 .00 
Standard 1000 © .2; ~ 

Variatien ~ 

Entq 4c 

Work in. ;froeess--Department A 
Wolk in Pl'Qcess--Department :a 
Labor Variatio·n 

Acern.ed Pap-oll 

Computation: 

591!.70 

Actual Labor Cos ts 
Curr.ant Standard 

Department A--100 tJ ® 2 hrs = 200 hrs ® .$0 • l6o. 00 
Department ll--110 V 13 3 hrs • 330 hTs @ l .10 • 363 .00 

Yarie.tioa 

250.00 

16o.oo 
363.00 

594.70 

,5;23.00 
'71.10 
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JASIC STANDP,.RD COST ENTRIES (Continu.ed) 

Factor.y Jurden 
;.11:Lscella:neous Accotu1ts 

t'Jo:rk in Process--lh.u-den 
Depa.rtmen t A 
Department :S 

i'a.etoey Burden. 

Computa tioru. 

At Actuel 
Debits Credits 

575.40 

190.00 
.3s5.40 

575.40 

575.40 

At l3asie 
Debi ts Credi ts 

100.00 
330.00 

430.00 

Jepartment A--100 uni ts 200 hrs ® 
Department l'--110 units 357 .5 hrs @ 

AT :BASIC 
200 lg\ .;o = 100 .oo 
330 1.00 3)._0.0Q 

It:30.00 

En try I!?--To record 110 uni ts completed .s.nd tran.sferred to finished goods. 

Finished Goods--Product I 
Woik in :?roeess-Material 
Work in Process-Labor 
'tlork in Proees~-Eurden 

Computation,: 

Material 
Labor 
Burden 

110 U 
110 
110 

@ 2.00 
4.50 
4.00 

1506,gg 

AT: BASIC 
220.00 
495.00 
440.00 

1155.00 

3os.oo 
6os.s5 
590.01+ 

1155.00 
220.00 
495.00 
4~-0.00 

A'? ACTUAL 
220.00 x 140% 3os.oo 
495.00 123 60S.85 
·q}.f.o • 00 134 . l . 59Q . o4 

150b.$9 



At Aetual 
Debits Crooitg 

Fa.etocy· Burden, Departr:ient A 
Factory Burden, Department 13 

ltiscellatteous Acoount9 

190.00 
385.40 

575.40 

l!lntr,.6c--'To appl1 bUTden a.t the current standard rate. 

Work in 3?rocess--Depa.rtment A 
Work in Process--Departinent B 
Unabsorbed Burden 

~actoq Burd.en 

Computation: 

Actual. Burden Costs 
Standard Burden 

72.40 

Department. A-200 hours ® $ .70 = $140.00 
Department B--330 hours @ 1.10 • _ j6 3. OQ 

Unabsorbed 

575.40 

37 

At ::Basie 
Debi ts Credi ts 

140.00 
363.00 

_203@ 
.7 . 

Entry 6ac--To trans.fer Department A process costs on 110 units 
to Department B at stand.a.rd. 

\fork in Process--l)epa,rtment A 
Work in Process--Department :B 

Computation: Material 1100 U ~ 
Labor 220 bra© 
Burden 220 hrs @ 

.25 = $275,00 

.80 = 176.00 
• 70 = 1.6···.;4 • .PO. • · o;.oo 

605.00 

_!ntrz Je--To record 110 units completed and transferred to Finished Goods. 

.Finished Goods 1331.00 
none in Process--Departmel:!l:t JI 1331.00 

(110 u:aits completed at standard cost of $12.10) 



At Actual 
Debits Credits 

Entq 81>--!?o record the sale of 75 -units of Product I. 

AccoUllts Reeeiva.ble 
Gross Profit 
Fi.ni shed Goods 

1500.00 
515,,63 
984.37 

Basic Cost--75 uaits@ $10.5() = $737.50 . 
Actual Oostr-$787 .;ox 125 (variance rate) = $9!4.37 

At 'lta.s!e 
Debi ts Credi ta 

1s1.;o 

Cost o.f Sales aecount omitted as it would add nothi»g to the 
problea for illustrative purpose·s. 
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At Actual 
Debi ts Credi ts 

At ilute 
De'bl ts Credits 

-.t:q 8e--'l'o :reeorii. the sale of 75 units of Produet I. 

Accounts :Receivable 
Gross frofi t 
Finished G-ood-s 

(75 units at current sta.nda.Td cost of $12.10 = $907.50) 

Co-st of Sales aeeoim. t omitted as it would a.dd nothing to the 
problem for illustrative purposes. 



BASIC S'?AIDARD ACCOUWTS 

RAW 11.A'f.lRIJL llJ:1t 

(2b) 2000 t1 $520.00 l(Jb) 1100 U t2s6.oo 

1.AC'lORI BUIUJD 
(5b) 575.4o 1(6b) 575.40 

WORK II P:&,CISS--MA.'l'DIAt 'X" 
Actual Standard :Bate Actu&l Standard Rate 

{lb) Inv . $ 50.00 $ iw.oo 1~ (71>,)•in.Gda. $30!.00 $220.00 140.' 
(31>) 286.00 200.00 i~ *336.00 i24o.oo 

,on Ilf PlDC'.ISS--LABOR 
Actual Standari. late Actual Standard. !&te 

(lb) lnT. $ 32.00 $ 30.00 1o6.67 (7) Vin.Gds. $6o8.85 $495,00 12~ 
(4b) Mo 11,gQ .00 t~~ 0 $510.00 

womc IX PB>CESS--BUJIDII 
4ctual Standard Bate Actual Stand.a.rd Rate 

(lb) Inv. $ 28.00 $ 20.00 1~ (71>)r1n.Gds. $590.04 $lJlffi.OO 134.1~ 
(6b) -i!o~ .14o 430.00 i~.l 3 .lio $450.00 

Actual Stand.a.rd Bate Actual Stand.a.rd Jtate 
(lb) Inv. $610.00 $525.00 ll~ (6') Sale $9~.37 787 ,50 125~ 
(~) Ma,. 3os.oo 220.00 140 

Labor 6os.s5 495.00 123 
Burden 590. o4 44o. 00 !3!L_l 

$2116. g9 $1686. 00 l25J 

GJiOSS PJIOJ'I! 

(Sb) Sale o~ 75 Uni ts 
ot Product I $515.63 



(2c} Pur. 2000 U 

(3e) 

(4.e) 

(5c) Dept A Actual 
(5c) Dept B Actual 

(6c) 

(le) Inv. 20 tJ 
( j'c) Material 
(4c) Lab&r 
(6c) ;Burden 

Inv. Vlork in froeess 10 tr 

$ 36.001 
LA'BOR VABIA'fIOB 

$ 71-.701 
FACm llUlUllllN' 

$ 190 .00 (6e) 
3~-~ . 
~. 

$ 72.lfol 

A A--womr II' PJIOCESS 
$· 110. 00 ( 6ae) !o Dept B :Pl'()cesff 

250.00 
160. 00 InventoTy t'IM!n· 
140.00 
660.00 

55.00 

(Gae) From Dept A Proc. $ ..• 00 (Te) :lfo Fin. Gds. UO 'O' 
(4e) Labor 363 . 00 
( 6c) :Bw."den · ;§:t,,OQ 

1331.00 

{le) .Inv. 50 U 
(le) Finished 110 U 

$ 605.00 (Sc) Sale 75 U 
1331.00 

$ 2t6.oo 

575.~ 

5f5Jio 

$ o;.oo 
5;.00 

·,so.oo 

$1331.00 

$ 907 .50 



ILL USTRA'l'IVJ: PROBL:IM 

COMPARA.'l'Iff !llUL BALAlfCJ: (PARTIAL) 

BASIC STAIIWU) .ACCOUBTS 
.lt Actual .lt Jasie 

Debit Credit Debit Credit 

bw Material "X" $ 23~.00 

Material Variation 

Labor Tariation 

Unabsorbed Burden 

Work in Process: 
Ila terial. "X" 
Labor 
Burden 

In Dept A 
ln Dept B 

'l'otal Work: in 
ProceH Ianntoey 

J'inished Goode 
Invento17 

Gross Profit 

28.00 
17.85 
13.36 

58.85 

1132.52 

515.63 

20.00 
1.5.00 
10.00 

lt-5 .00 

s92.50 

CUBllll!' 
S'rAlfllAm) ACCOUNTS 

Debit 

$ 2314..00 

36.00* 

71.70* 

72 .lto• 

55.00 
none 

55.00 

1028.50 

Credit 

592.50 

-Wormally closed to Prof'i t and Loss ae a loss ( if' debits) for the period. 

I. stud¥ of the abon trial. balance will reTeal eonsiderable differ-

ences between t he two methoda; theae differences mq be m:unma.rhed &s 

follows: 

(1) lnTentoey Taluation.a 

a. Basic Standard--Talued at aet"08l coat. 

'b. Current Standa.rd-Talued at standard.. 

(2) Groaa Profl t 

Dif'terence due to Taluationa of both beginning and ending in­
Tentoriea of work in process and finished goods; also different 
valuations of cost of goods sold 



(3) Variations 

a. :Basie Stand.ard--not carried to variation. accounts. profit and 
loss, or finau.eial statements. 

b.. Currant Standa.rd--Taria.tions are segretated in aepante vari­
ation aeeount.s and elt'>sed to profit and loss. Fiwmeial 
statement valuations· ot inventories at standard. 

Variation Analysi~ 

On the next pe.ge is an anal7sis of the current stauur-d variation ae:­

CO'Wlts. !he material variation of $36.00 ha.a 'bean analyz.ed to show the 

excess qw.mtity used. :in this ca.se 100 ,mits. !he value o.f this usage 

analysis is to bring it to the attention of management. Investigation will 

revee1 the eause of the excess usage and will usu.ally be foU11d to be dt.1.e to 

spoilage, waste,. defective materials~ theft, or aome other sim11ar cause 

which can be remedied. !he· price ~iation. indicate13 to maaagem~nt that 

the purchasing ilepartment bas not come Up to the sta.adard in respect to 

pri.ee. 

Ls:bor has been analyz.e.d to show loss due to produe·tivity of workmen. 

This anal7s1s plaees responsibility. Me...~ement will want to krl.ow why pro­

ductivitT is not up to standard. !his variance (labor ef:flcieD.C7) mq bee 

due to waiting tor materials, working on def.eetive materials. using det'ee:-

ing. etc. 'fhe wage :rate variation iml:tca:tes tha.t the price variation with 

respect to standard is out of line. !t'his variation ms.7 be due ta union 

activit¥. labor shortages. etc. 

siderable information of a statistical nature. Aet1Vity variation btdi-

cates the fixed expens~ or tt idle ca.pa.ei ty •11 'Phis is one of the most val.u­

ahle anal.pas provided~ current standards (at practical capaett7) and is 

n.gt provided by basic standards. Expense variation indicates to ~ment 



AIJLlSIS OF VARIATIONS 
CtmHIII! S!Al'DAlIDS 

Mate:dals 
Material Usage Variation 
(~umitity-100 uni ts over@ 25¢) 

Material Priee Variation 
(Prtee--1¢ over on 1100 units) 

Labor 
Department A 
Labor Efficiency Variation (None) 

iJlage h.te Variation 
(10¢ over for 200 hours) 

Department a 
Labor lilf:fieiency Va.ria.ti&n 
(!ime-27.5 hrs over·¢ $1.10) 

t7age Bate Variation 
(6¢ oval"' tor 357 .5 hrs) 

Of: LilOl VARIA!IOll LOSS 

h114en. 
~partmen;t A. 
Burden lft'1c1ency Variation (lrone) 

Act1v1,y Variation 
(l'o.ssible hrs- 250 less actual 
hours 200 e .50) 

Expense Variation. 
(Actoo.l 190.00 lese budgeted 
of 16;.00) 

Department 13, 
J:urdsn l.ffiei&ney Vari:,, ti -on 
(27.5 hours® $1.10) 

Activ1 ty Vartatictn 
(42.; hourg ® .75) 

Expense Variation 
(;Budgeted 425 .13 less 
act,ual $385.40) 

:Of B'CJlllDlN VARU~IO!l LOSS 

Taria tion J'rom 
Sttmdard 

Over Under - . 

$2;.00 

11.00 

20.00 

30.23 

21.lJ.5 

39.73 

lfet Variation 
Jtrom Stau:dard. 
Over V'ttder -

71.70 

72 .llo 



the excess (over or under stimdard) of variable eosts whieh are generally 

controllable. A va:dation of any consequence should lead to an investiga­

tion and corrective mea,eures. :Burden efficien:cy variatioa primarily ex ... 

plains that part of burden balance that 1 s due to the vaxia tion from stand­

ard of the direct labor hours if burden is applied on this basis. 

:Basie standard varia ti.on an.al7si s is generally expressed: in percent­

ages 0£ the basic standard. 'l'he analysis usually eon9ists of the follow­

ing: 

(1) Actual is compared with the ba.sie standard to show trends 

therefro,xn • 

(2) The actual costs are compared. with expected actual to indie9.te 

varfa,tio.ns between them for cost control p'Ul'poses. such varia­

tions generally being expressed as a percentage of the basic 

s ta.nd~,rd. 

The analy.sis shown on the following page by 110 means exhausts the all­

alytical. possibilities; however. only those analyses that will presumably 

aid management need be made. It is important to note that the variations 

a.re expressed in pe.reen.tage relatives (dollar amounts shown here for elar­

i ty) which. it is sometimes asserted. will not be confusing once management 

gets accustomed to them a.nd understands their meaning. 

!he labor cost ratio o.f 120 per eent in Department A is of limited 

significance bf it.self. It is used to compare the t~nd o:f this perform­

ance with previous performance. For instance, if the labor cost ratios ran 

110, 112., 115, 118, 120, it is clearly evident that the t~nd of le,bor 

costs is definitely and steadily upwM'd. The labor eost ratio is further 

analyzed into .(1) tha labor output ratio and (2) the hour pay ratio. '!'be 

labor output ratio of 108-1/3 per eent in Depi;.,rtment A indicates that actual 



Ma:terials 
MaterbJ.s Use Ratio 

Materials Cost Ratio 
~oti'\l Material Variation 

Labor 
Depa.rtmen. t A 

Labor Output Ratio 

Hour Pay Ratio 
Labor -Cost Ratio 

Labor Output :Ratio 

Hour l0 e;y Ra u.o 
Labor Cost Rat_io 

Burden 
Depa.:rtmen t A 

:Burden Rate ia. tie 
:Burden. Cost Ratio 

Burden Ti:me Ratio 

Burden Rate Ratio 
:B-urden Cost l?atio 

AlfAtl'SIS OF VARIATIONS 
BASIC S1.l'ANDARDS 

Variation between 
basi e and ttetu.a.1 
per cent dollars 

110 

~ 

100 

120 
120 

1og-1/3 

100 

l.08-1/3 

108-J/ll 
116.s 

20.00 

66.oo 
s6.oo 

30.00 
30.00 

27.50 

27.50 

Variation between 
expected end actual 
I!er een.t tielle;rs 

113 

10:2.5 
11s.5 

100 

110 
110 

100 

106-1/2 
106-1/2 

100 

14o 
14o 

100 

26.00 

11.00 
37.00 

15.00 
15.00 

21.16 
·~ 

lf.(l.00 
·45.oo 



is lOB-1/3 per cent above basic standa,:rd. which b co:nsiltered as 100 ner . £ 

cent. Tb.is lOS-1/3 :pe.r cent t when compared with previous performances. in.­

dieates the trend in this particular aspect of labor costs. !'he other per­

eentages are read in a similar manner. 1'he analyses in :Basie Standards 

appear to be soraewha,t vague as to usefulness . Very little under.standa.ble 

info.rmation as to their use and interpretation: is available, probably be­

cause the use of basic standards appears to have been limited and is on the 

decrease. 

It is beyond the scope of this study to explain in detail the deriv~-

tion o.f these percentages. Reference is made to Basie Sta.n.d..':l,rd Costs by 

Erie A. Orunman, publi.she:d by !he American. Institute Publishing Company. 

Inc., of New York. 

In summarizing and comparing the analysis provided by eaeh of the two 

methods, one must keep clearly in mind what will be of most value to man-

agement ~ A casual study o-f the two sets of analyses may lead one to be­

lieve they are somewhat simUa.r in analysis results. This eerta.inl;r is. not 

true when one .recalls that the point (standard) from which m$as'\ll'ement of 

variations is made in. each ease is .eoasidera.bly different. In setting the 

standard lies the heart of variation analysis. Measurement from an ineor-

:reet standard tells us little; in fact, it may be worse than no information 

at all. It ls believed by the writer that the practical capacity (current 

standards) concept of sta:nde,rd costs provide:s the most usotul and aeonorn:1-

caJ. methods to arrive at c!Iid analyze variations in costs. 



6RAPTER V 

COMP.IRA!IVE StlMM'.ARf AND COifCLUSIOJfS 

Sin.cs the development and use of standa,rd eosts is relatively new, one 

1s confronted with differences ia the iaterpretation and. use of terms, and 

wi.th some differences of opinion eon.earning method&log;y and principles. 

Such differences ue, nf course, to be .expected along with the development 

of :a new idea. Such difference• are eonddsrably less serious the..n in th:e 

past , sad eonsequently it h· reasona.bl.$ to assllme tha.t in the near tuture 

one will see a more definite cqsWliBation ef the vari&llls coacepts. 

!he areas of disagreement have been discussed fully in the previous 

cha;pters and are S1Dll1ll8,l'ized and compared on the next two pages in tabulated. 

form. 

COlfCLUSIOH 

!hie stud3' ts baaed who:ll)r ou references to periodicals anti texts 

written on standard eosts. Such a broad review of literature written over 

the past twenty-fi:ve years certainly ~ints to; a need for more def!ni teneas 

and consistency in terminology a.11d methodology, especial.17 for the 'benefit 

of the student. 

There has been considerable writing on the various aspects of' the 

subject of standard eosts, but no effort to prepare a comprehensive 0::verall 

ots,tement or discussion of the subject that would give a picture of the 

whole. 'lo date most writings have beea cone·erniug "parts" and 9 eoatro• 

versial area.en rather tha.n a compNhens:tve discUS'sion of the ttwhole ,ff In 

order to udersta.n.d the parts as th.q relate to one another, one must have 

a good perspeetive of the whole. 

With respect to basic standards, there needs to be more elarif1cat1on 

of the meaing. ealculatio.n, and interpretation of the r&sultmtt va.rta:Uens. 



ITEM OtnUUlllfT STAND.AW)S 

Financial Stetements 
l • Ja.l&."1.ce Sheet U$ed for :Balance Sheet val:u.ations 

2. Frofi t and Loss Used for Profit and Losa valuations 

Revision. 
1. Price Revised to reneet ove:ral.l price ebanges 
2. Qwm.ti tJ o;e- \1me Rensed to reneet ch.an.gas in met.hods and 

epeoitications of man:uta.etu.ring 

Use to measure "V'aria.ticn. 'between. actual and 
what performance should be. also idle 
capa.c1t.Y 

llesUlts Us'Qal.17 exp~ssed 1n dollars 
Compa:r:isone Current standard with 

1. Actual 

In the a.ccoun.ts liepla.cas a.ctue.l cos ts 

Level at which set Me.;v be 
l. Aotusll.1 expected. 
2 • 1.f o rrna.l 
3. Ideal. 

Miscellaneous Shows expense of idJ.e capaeit~ and uot 
tread 

:rlGUPll B 

OOMtWSOlf mm BESPEC!P "PO ~ICAflON 

BASIC S~.A.Rl)S 

lfot used </or :Balance Sheet 
valuations 

Kot u;eed :for Prc:fi t and Loaa 
valuation.a 

VerT seldom revi$ed 
Revised to reflect ehP..nges in 

method.a and speeifiea.tions of 
mMutaeturlng 

As a yardjt!ck or measure from a 
:f'f.xed base 

Usually expre$sed in per cent 
Bas! e , tan.a.a.rd with 

1.. Actual 
2. E;x:pected actual 

Both actllal and baid.e standard 
costff are entered 

Maw be 
1. Aetllally expeeted. 
2. formal 
J. Ideal 

5hows trend and n.o t expense of 
idle ea.paetty 

¥ 
\,0 



Ima EXPECTED ACTUAL N'ORMAL 

:Production 
( qua.n ti ty) Actu.elly expected Long time average 

Prices .Anticipated or expected tong Ume average 

Variation d:'ae to-- l. Actual volu.me different l. Output volu.me above or 
from expected below normal 

2 • .:.\ctual prices different 2. Actual prl,ces above or 
:f'rom expected belcnv normal 

J. Etfieiency of production J. Performance efficiency 
different from expected · above or below normal 
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'!'his is important aot merely from· the viewpoint of the student-; how eaa 

management, for instance, bene:ti t from a maze or percentage t'lgur~s 1mles~ 

they have been properl1 educated as to their meaning. !he advocates of 

such standards should feel this re-sponsib11.it7 and provide more readily 

Ul'lderstood information thereon. 

'l!b.ere is definitely a need fer more agreement and. less disagreement 

such as would come a.bout b;y mo·re litemtllre in the realm of standari eosta 

with a view to presentation of an overall perspective and toward. a better 

c~stallization ot the meaning and use of t.erma. 
r 

(~ Standard costs developed primarily beea.use of the desire of management 

to be informed when. costs a.re out of line and where such variations occur 

so that they could effectively eontrol costs. If standard eosts a.re to 

meet this test, such :figures mu.st effectively measure what management wan.ts 

to kn.ow. !herefore1' it is important for the cost accountant. to see the 

need fro-m management's point of" view. The need is to de'\1i.se a s1stem of 

standards that will inform management when ,costs are out of line, where 

they are out of line. and W'hl'· )It is apparent that many writers a..:nd a.d-
i;.----

vocates of some of the various method-s of computing sta.t:tdards lose sight 

of just v,h,a t should be measured and in:diea ted to ma.na.gamen t . 

An analysis ef the two types of standards. i.e., current and basic., 

in view of what management needs to know indicates to the writer that cur-

rent standards more aearly meets the need. Of what significant value to 

management is it to know, for example., that labor cost-s of Prod.uot A are 

150 per cent of what they were five ;ears ago? Does this tell management 

whether labor is efficient or not and ii' not. wl:w"? '!'he obvious answer is 

no. It is true that trend is indicated, bu:t it must be a.dtnitted that th~ 

in.crease tn9¥ be wholly due to changing value of the dollar. 
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~rough current standard costs set at practical ea.pact ty\ management 

is informed of the variations between what the product should have cost and 

what it actually did cost. Is this 0£ value to management? '!he obvious 

answer is 7es • Is it unreasonable for management to ask and want to mow 

of sueh va.riatio,ns'f Certainly management does aot expect costs to be below 

a certain level; out should they be a.'bove a, eertain level, mau..gement has 

a right to kn.ow a.bout it. as well as the reasons therefor. Current stand-

ards, if properly set and amu7zed. will revea1 these variations to manage-

ment in -such a IIU!l.ftner that effective cost ,control can be used. lt is &f no 

value to k::now that costs are higher than some previous period; the important 

point is, are they above what they should be. and why. 

With respect to the various suggested levels of :performa.nee for stand-

a.rds,. it is obvious that the con-eept of what management needs to mow is 

frequently lost sight of. An.other importaat point to be observed is that 

~ment should be provided with a correct measure, for it is frequently 

true that incorrect info.rmation is of less val~ thq no inf'ormatlo!L 

Standards ineorreetly set a.re dangerous to management, since a decision 

based on them may be wholly ineorreet and fintl!l!.eial.11' diaa.strous to the 

firm. 

In determining a level of performance at whieh to set a ste.ndard. there \ 

\ are two possibilities to 'be explored. One possibill ty is 'based on the 

theory of past and/or future parforma.nee. The advocates of normal or 

a,rerage eapacit7 look to the a,rera.ge production over a. period of time that 

supposed.17 eovers a ®mplete business cycle. 'l'he advocates of expected 

actual level o:f performance look to the immediate fiscal period for the 

level of performance. :tn e1ther ease the level d.oee not consider the plant 

eapaeity; hence, the expel\se of idle capacity is inadeqa,ate13" measved. 

\ 
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A.loo, varie,tions may or may not be indicated when actually the exact oppo-

site is correct. due to current con.di tion.s being different :f'rom the average, 

The other possibility is to look to the plant and analyze 1 ts potentiali-
(/ 

ties. <,.!or example~ in a plant where the machine. from an engineering view-

point, is capable of :producing 5,000 'Wlits per month. certainly that is the 

theoretical capa.ei ty. ' Some writers use the term. ff ideal level ,n to mean 

practiea.1 capacity. which~ i:f' common usage of the term, n1d.ea1,t1 is ae-

eepted. means that the standard. level should be this theoretical capacity, 

Such a level is certainly impmet:leal, but when adjusted :tor una.void.a.ble 

delG.ys. etc., to a practical capaei ty level. a. performance leTel is attained 

which when properly used will reveal ve.riations to management which are cor-

reet and of value. Assume, further. that the ma.chine mentioned above can 

be expected (b;v management) to produce 4,900 units (practical ca.pa.city) a.nd 

that for a particular month the a.etual produetion was 4,500 uni ts. Which 

analysis would provide management with the most useful data, the variation 

in eosts between 4;500 and 5,000 units or between 4,500 and 4,900 units? 

It would seem that the knowledge o:f the 100 units cost varia.tion between 

practical capacity and ideal eapaci ty would b:e o:f no value; in fact• if 

included. it would tend to hide the variations th.at should be revealed. 

Why and or wh.'l.t use would a measure of th.at which is not pra.etically pos-

sible be of value to managemen.t? 'l'he answer appe9.rs to be none. If pro-

d:aetion were al,1rays at 4,900, management we.uld have no cause to worry~ only 

when it is 'below that figure would they want the nbel111 to ring. It there­

fore ~ppears to th~w.ri.ter that the praetic::tl eapaeity level of performance 

is the one that most nearly meets the test of what nml'la.gement need.s in 

standard costs. 

('.fhe current trend. among writers seems to be tow~,rd current standard 



costs, using the practical ca.pa.city level of performance iui the most de­
.°\ 

sirabl.e.) Mor* thinking and writing in. the future. keeping 11! mind. (l) the 

needs o.f management and (2) the basic reasons for the development of stand-

a.rd costs, would result in more ~eement and a better understanding. with 

a. consequent beneti t to the student, management, and t;h.t) a.ceounting pro-

tession in geneTal. 
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