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Learning Objectives

• Understand the meaning of standard cost and standard costing

• Difference between standard cost and estimated cost

• Difference between standard costing and budgetary control

• Explain objectives, advantages and limitations of standard costing

• State preliminaries to establishment of standard costing

• Compute and interpretate Direct Material Variances



Concept of Standard Cost

• Standard cost is a pre-determined cost

• Standard cost is built up by correlating standard quantity and price

• Standard cost makes controlling through variance analysis

• Standard cost helps on valuation of stock



Concept of Standard Costing

• A technique of applying standard cost



Modality of Standard Costing

Step 1: Standard cost

Step 2: Actual cost
Step 3: Variance

Standard > Actual (Favorable)

Standard = Actual 

Standard < Actual (Unfavorable)

Step 4: Possible Causes

Unavoidable Causes

(Revise Standard)

Avoidable Causes

Step 5: Responsible Authority
Step 6: Corrective Action 

for Future  Period
(Source: Author)



Objectives of Standard Costing

• To assist in setting budgets and evaluating managerial performance

• To control and in need of corrective action

• To provide a prediction of future costs

• To provide target to achieve performance



Advantages of Standard Costing

•Valuable guide to management in the formulation of

production and price policies

•Help in controlling function

•Help to increases efficiency and productivity all around.

•Help the management in cost reduction

•Helpful to prepare budget easily

• Facilitates delegation of authority and responsibility



Limitations of Standard Costing

• Setting of standard is a very difficult task

• High degree of technical skill

• Costly and expensive for small concern

• Standard must be revised from time to time

• Uncertainties - determination of correct standard



Difference between Standard and 
Estimated Costs

• Estimated costs - past experience; Standard costs are determined on

a scientific basis

• Standard - what cost 'should be’; Estimated cost - what cost 'will be'

• Standard cost - cost control tool; Estimated cost - operating function



Difference between Standard 
Costing and Budgetary Control



Preliminary Conditions for 
Introduction of Standard Costing

• Establishment of Cost Centre

• Determination of Quality of Standard

• Setting of Standards



Variance Analysis

• Direct Material Variances

• Direct Labour Variances

• Overhead Variances



Direct Material Variances

Source: Dangol & Dangol, 2019



Material Cost Variance

• Material Cost Variance = Standard Cost – Actual Cost

• Material Cost Variance = (Standard Quantity  Standard Price)

– (Actual Quantity  Actual Price)



Material Price Variance

• Material Price Variance = (Actual Quantity  Standard Price) 
– (Actual Quantity Actual Price)

• Material Price Variance = Actual Quantity (Standard Price – Actual Price)

• Possible causes
• Material quality
• Change in market forces
• Uneconomical size of purchase order
• Emergency purchases
• Failure to obtain discount
• Change in transportation cost, duty, insurance etc.
• Changes in supplier
• Block purchase
• Inaccurate standards



Material Usage (Quantity) Variance

• Material Usage Variance = (Standard Quantity  Standard Price) 
– (Actual Quantity  Standard Price)

• Material Price Variance = Standard Price (Standard Quantity – Actual Quantity)

• Possible causes
• Material quality

• Inefficient or careless handling

• Change in design of product

• Inefficient and inadequate inspection of raw materials.

• Theft or pilferage of materials.

• Efficiency of employees

• Defective machines and tools

• Inaccurate standards



Material Yield Variance

▪ Material Yield Variance = Standard Rate per Unit of Yield 

X (Actual Yield – Standard Yield)

▪ Material Yield Variance = Standard Rate of Standard Mix 

X (Total Standard Quantity – Total Actual Quantity)



Material Mix Variance

• Material Mix Variance = Total Actual Quantity (Standard Price of Standard Mix 

– Standard Price of Actual Mix)
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