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I. Flexible (Viarioble) Budgets
A. Budgets that can be adjusted for changes in the level of activity encountered by the firm (os opposed to static budgets

that are only useful only ot a fixed (static) level of activity.
1. Flexible budgets are used in conjunction with static budgets to identify:
a. sales volume variance: the difference in operating income (net income) between the flexible-budget amounts and
the static (master) budget amounts while halding selling prices and vorioble costs constant;

Sales Volume Variance = (Flexible-budget units sold - master-budget units sold)(budgeted LICM)

b. flexible budget variance:the difference between actual operating income (net income) and flexible budget operating
INCOME;

Flexible-budget Variance = Actual Operating Income - Flexible-budget COperating Income

Mote: All variances must be lobeled as faworoble (F) or unfovorable (L)

2. When using these varionces to evaluate manogerial performance it is important to distinguish between:
a. Effectiveness:the degree to which o manager has achieved o predetermined ob jective
b. Efficiency: the degree to which a manager moximizes gutputs with a given number of inputs

IT. STANDARD COSTIMG

A. A flexible-budgeting system that utilizes predetermined per unit standard costs for Direct Material (M) Direct Labor (DL)
and Variable OverHead (VOH)

Direct Material Format

Actual Costs incurred  Flexible-budget bosed on  Flexible-budget based on Flexible-budget bosed on

For purchases Act purchases @ S5td § Act Qty produced® 5td §  Std input allowed for
and Std § Act output & Std §
(At Qty Purchased)(Act §) (Act Qty Purchased)(S5td §) (At Qty used)(5td §)  (5td Qty for units
T X produced)(Std $)
Price Variance Efficiency Varionce
A S (Act Q) AQ (5td §)

Direct Labor and Variable Overhead Format

Actual Costs Incurred Flexible-budget based on Flexible-budget based on
Act Gty used in production Std input allowed for
Act output @ S+d &

(Act Qiy)(Act §) (Act Qry)(5td §) (Std §)(5td Qty)
w w
Price Variance Efficiency Varionce

AL (Act Q) AQ(5td §)
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Fixed Overhead Format

Actual Costs Incurred Flexible-budget Master (Static) Budget
Act output x Application Rote

——
4 \,—/"’/” Sales s

Flexible-budget Variance Volume Variance

Maoster-budget Variance

B. Standord Costing Journal Entries

Record Direct Materials Purchased and Isolate DM Variances:

Stores (Act @) purchosed)(Std $). . RN

DM § Variance (U} [AS (Act Q)] . UULL
DM § Variance (F)[ A% (Act ] FFFF*
Accounts payable (Act Q){Act $) T

Record Direct Materials Used In Production:
Work in process (5td @ for units produced){Std $).—.. MO0

DM Efficiency Variance (U) [A Q) (Std $)] UUUU*
DM Efficiency Variance (F) [ A Q (5td §)] FFFF*
Stores (Act () used in production)(Std $). ... MR

Record Direct Labor Cost and Tsolate DI Variances:
Work in process (Std Q) for units produced)(Std §)........ X

BL £ Voriance (U) [A$ (Act Q)] oo Luu*

bL Efficiency Variance (U) [ AQ (5td $)] — LU
DL § Variance (F) [A$ (Aet Q)] oo FFFF*
bL Efficiency Variance (U) [ A Q (5td $)] —————. FFFF*
Payroll Payable (Act C¥Act $)0 . T

RECORD VARTABLE OVERHEAD AMND ISOLATE VARLAMCES (three steps):
1. Becord VOH Incurred:
VOH Control (Act QW At $)eeeeeee AN

Accourts poyoble and other credits.. ... MO

2. Record VOH Applied to WIP:
WIP (5td Q for units preduced)(Std $) XK
VOH Applied.. . B

3. Isolate VOH Variances for the period:

VIOH Applied {5td Q) for units produced)(Std §). .. XXX

VOH £ Varionee (N [ A S (Act Q)] e Uuu

VIOH Efficiency Variance (U) [ AQ (Std §)] e LU
VOH § Varionce (F) [A$ (Aot Q)] e FAFF*
VIOH Efficiency Variance (U) [ AQ (5td $)] . FFFF*
VOH Cortrol {acthual amounts) ..o KKK

Record Fixed Factory Overhead and Isolate Variances: (fwo steps)
1. Becord Actual FOH:
Fixed ChverHead (FOH) Contral (Actual amounts incurred) xooex
Various Accourts (ot actual billed amowrts)__. X
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2. Isolate FOH Variances:
FOH Applied (application rate)(level of activity])...__. XX

FOH Budget Variance (Actual Cost - Flex-budget cost) (U)  UULILF
FOH Volume Varionce (Flex-budget - Moster Budget) (L) UUUL*
FOH Budget Variance (Actual Cost - Flex-budget cost) (F).— FFFF*
FOH Volume Variance (Flex-budget - Master Budget) (F)... FFFF*
FOH cortrol (actual amounts)..ooee ete sy

Allocate Variances [Variances may be allocated to imentory accounts and CO'5 or allecoted directhy to £05]

* Two occounts of the same type will not occur simultanegusly; they are depicted here to illustrote handling for
fovorable (F) and unfovorable (U) variances

C. Criteria for Selecting Stondards
1. The nature of the standords selected ond utilized by the firm in a stondard costing system can hove profound affects
on those employees striving fo attain them. To the extent that the standards are viewed as unobtainable or not

realistic they will not have a motivating influence on managers or other employees. The following is a list of types of
standards sometimes utilized in proctice-
a. Perfection Standards-(AKA ideal, maximum efficiency and theoretical standard) Those standards obtainable onby in
a “perfect emironment”; should be used only in those circumstances where they may provide
a psychological motivation
b. Currently Obtainable Standards: Standords that ore difficult but obtoinable. These stondards take into account
normal spoilage, breakdowns, abserteeism ete.; are more widely occepted as realistic by employees (especially if employees are
imsolved in there creation) and therefore generally provide the most motivation. Most widely used in practice.

0. Irvestigation of Factors Underlving Variances:
1. The decision to investigate the underlying couses of variances must be made bosed on the size of the vorionce without

regard to whether a particular varionce is fowsrable or unfovorable.

Summary of Absorption Costing Systems

Actual | Mormal | Standord
Type of Cost Absorption Costing Absorption Costing Absorption Costing
Balance in WIP Balance in WIP Balance in WIP
Direct Materials (Act Q) Act) (Act Q)(Act §) (Std Q for Cutput){StdE)
Birect Labor (Act Q)(Act) (Act G Act) (Std Q for Output){5td$)
Vioriable Chverheod (Act Q) Act) {Activity level)(Appl. Rate) (Std Q for Cutput){SHdE)
Fixed Cherhead (Act Q)(Act) {Activity level)(Appl. Rate) (Std Q for Output)Std$)




