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Learning Objectives

• Compute and interpretate Direct Labour Variances



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)



Variance Analysis

• Direct Material Variances

• Direct Labour Variances

• Overhead Variances



Direct Labour Variances

• Standard Wage Rate per Period (Hour, Day, Week, Month), SR

• Actual Wage Rate per Period (Hour, Day, Week, Month), AR

• Total Allowed Standard Time, ST

• Total Actual Time Taken, AT

• Standard Output

• Actual Output



Direct Labour Variances

(Source: Dangol & Dangol, 2019)



Direct Labour Cost Variance

• Labour Cost Variance = Standard Labour Cost – Actual Labour Cost

= (Standard Hours  Standard Rate per Hour) –

(Actual Hours Actual Rate per Hour)



Direct Labour Rate Variance

• Labour Rate Variance = Actual Hours (Standard Rate per Hour –

Actual Rate per Hour)

• Possible causes

• Change in market forces

• Change in basic wage structure or change in piece-work rate

• Workers grades and rates of pay different from those specified

• Guaranteed wages

• Overtime amount paid

• Inaccurate standards



Direct Labour Efficiency Variance

• Labour Efficiency Variance = Standard Rate per Hour (Standard Hours

Allowed/Produced – Actual Hours Worked)

• Possible causes

• Lack of proper supervision or inefficient/untrained workers

• Poor working conditions

• Delays due to waiting for materials, tools, instructions

• Machines breakdown, defective machines, tools

• Material quality

• Change in production design, schedule, quality

• Newly appointed works

• Incorrect standards



Direct Labour Idle Time Variance

• Actual hours worked = Actual hours paid

• Actual hours paid > Actual hours worked

• Idle Time = Difference between actual hours worked and paid 

(Actual hours paid > Actual hours worked)

• Idle Time

• Normal idle time (Tea break) – unavoidable

• Abnormal idle time – shortage of material, electricity break down, 

machine break down – Avoidable



Direct Labour Idle Time Variance

• Labour Idle Time Variance = Standard Labour Hour Rate

 (Actual Hours Worked – Actual Hour Paid)

or,

• Labour Idle Time Variance = Standard Labour Hour Rate

 Idle Time Hours

• Always shown as unfavorable (UF) or adverse (A)



Direct Labour Yield Variance or
Direct Labour Sub-Efficiency Variance

• Labour Yield Variance = Standard Rate per Unit of Yield (Actual Yield – Standard Yield)

or,

• Labour Yield Variance = Standard Rate of Standard Mix (Standard Hours – Actual Hours

Worked)



Direct Labour Mix Variance

• Labour Mix Variance = Total Actual Hours Paid (Standard Rate of Standard Mix –

Standard Rate of Actual Mix)

• Labour Mix Variance = Total Actual Hours Worked (Standard Rate of Standard Mix

– Standard Rate of Actual Mix)
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