The General Variance Model
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Direct Materials
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· AQ = actual quantity
· AP =  actual price

· SP = standard price

· SQ = standard quantity allowed for the actual output of the period

· The direct materials price variance is calculated using the actual quantity purchased.
· The direct materials quantity variance is calculated using the actual quantity used in production.

· When the quantity of material purchased and used are the same, AQ x SP can be calculated once instead of twice.

Direct Labor
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· AH = actual hours
· AR =  actual direct labor rate
· SR = standard direct labor rate
· SH = standard hours allowed for the actual output of the period

         Variable Overhead
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· AH = actual hours (or whatever the overhead application base)

· SR = standard variable overhead application rate

· SH = standard hours allowed for the actual output of the period

Standard Costs and 

Performance Measures
Example: Speeds Inc. manufactures a popular jogging suit.  The company implemented a standard cost system and has determined the following standard costs for their jogging suits:

Standard Cost Card for Jogging Suits
	
	Standard Quantity

Or Hours
	Standard Price

Or Rate
	Standard Cost Per

Jogging Suit

	Direct materials
	3.5 yards
	$6 per yard
	$21

	Direct labor
	2.0 hours
	$18 per hour
	$36

	Variable overhead*
	2.0 hours
	$4 per hour
	$8

	Total standard cost per suit
	
	
	$65


*Overhead is applied on the basis of direct labor hours.

The following actual data refers to last month’s production:

Number of suits completed ……………………………………………. 5,000

Cost of material purchased (20,000 yards @ $5.40) ………………. $108,000

Yards of material used ………………………………………………..  20,000

Actual direct labor hours ……………………………………………..  10,500

Cost of direct labor (10,500 hours @ $20) ………………………...  $210,000

Variable overhead costs incurred ……………………………………. $40,950

Using the information presented above, compute the:

1. Materials price and quantity variances.

2. Labor rate and efficiency variance.

3. Variable overhead spending and efficiency variances.
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