Variance analysis


Operating statement) _ (absorption costing)
	
	Variance 

(Favorable or adverse)
	$

	Budgeted Profit
	
	xxx

	Sale  variance
	price
	xx

	
	volume
	xx

	Material cost variance
	Price
	xx

	
	usage
	xx

	Labour
	Rate 
	xx

	
	efficiency
	xx

	Variable overhead 
	Expenditure 
	xx

	
	efficiency
	xx

	Fixed overhead
	Expenditure
	xx

	
	Capacity
	xx

	
	efficiency
	xx

	Actual profit
	
	xxx

	
	
	


Operating statement for marginal costing
	
	Variance 

(Favorable or adverse)
	$

	Budgeted Contribution
	
	xxx

	Sale  variance
	price
	xx

	
	volume
	xx

	Material cost variance
	Price
	xx

	
	usage
	xx

	Labour
	Rate 
	xx

	
	efficiency
	xx

	Variable overhead 
	Expenditure 
	xx

	
	efficiency
	xx

	
	
	

	Actual contribution
	
	xxx

	
	
	

	Budgeted Fixed Cost
	
	(xx)

	Fixed overhead expenditure variance
	
	xx

	
	
	

	Actual Profit
	
	xxx


Material Cost variance

Price variance 

(STD price – Actual Price) x Actual usage or purchase

Usage variance

(STD usage – Actual material usage) x STD price

Labour cost variance

Labour rate variance

(STD rate – Actual rate) x Actual hour 

Labour efficiency Variance

(STD labour hours – Actual labour hour) x STD rate

Idle time

Idle time X STD labour rate ​= always adverse variance
If there is a budgeted idle time, there may be idle time variance.

Labour efficiency variance:
(Standard active working hours – Actual active working hour) – STD rate

Idle time variance

(STD idle hour – Actual idle hours) x STD rate

Variable overhead variance

Variable overhead expenditure variance

(Standard rate – actual rate) x Actual working hours

Variable overhead efficiency variance

(STD hour – Actual hour) x STD variable overhead rate

Fixed overhead variance (Absorption costing)

Fixed overhead expenditure variance

Budgeted fixed overhead cost – Actual Fixed overhead cost
Fixed overhead capacity variance

(Budgeted hours – Actual Hours) x STD overhead rate
Fixed overhead efficiency variance

(Actual hours – STD hours) x STD rate 
Fixed overhead volume variance

Capacity variance + Efficiency variance
(Or) 

(Budgeted hours – STD hours) x STD overhead rate

Marginal Costing

Fixed overhead Expenditure variance only

Sale variance

Selling price variance

(STD selling price – Actual selling price) x Actual sale unit

Sale volume variance (Absorption costing)

(Budgeted sale units – Actual sale units) x STD profit
Sale volume variance (Marginal costing)

(Budgeted sale units – Actual sale units) – STD contribution
Material Mixed Variance
When the materials are not mixed in standard proportions, and mixed variance measures whether the actual mixed is cheaper or more expensive than the standard mix. It is measure at input.
(Actual Quantity@ Actual Mix – Actual Quantity @ STD Mix) STD price

Material Yield Variance


There is a difference between what the input should been for the output achieved and the actual input.

(Actual usage (input) @ STD output (yield)

 – Actual usage (input) @ Actual output (yield))
                      X
STD Average-price

OR
For individual Material yield variance
(STD usage (Mix) for actual output (unit) – Actual input @ STD Mix) x STD rate

Planning and Operational variance

STD should not revise if variance arises from operational error.
In other words, operation managers should take responsibility for operational variance if it is within their control.

STD can only be revised when variances are not within the manager control or responsibility. It is a planning error.

Planning Variance

Original standard

V
Revised Standard

Operational Variance

Revised Standard

V
Actual Standard

Activity Base Costing Variance

Within an ABC system, efficiency variances for longer term variable overheads the differences between the level of activity that should have been needed and the actual activity level, valued at the standard rate per activity.

All overhead within the ABC system is treated as variable costs, varying either with production levels in the short term or with some other activity.

Expenditure variances are the differences between what expenditure should have been for the actual level of activity and actual expenditure.

Efficiency variances are the difference between the level of activity that should have been needed and the actual activity level, valued at the standard rate per activity. 
Other Control Model
Statistical control charts.


[image: image1]
Possible error and control action

1. Measurement error ;( misread, mis-recording or overlook) control action required to improve the accuracy of the recording system.

2. Out-of –date standard; Revised standard with up to date. Also consider learning curve affect.
3. Efficient or inefficient operations; inefficiency should be careful control to ensure not to repeated. For example, by stricter supervision or purchasing good quality of material or hiring skillful labour.

4. Variance within acceptable should be ignored.
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