Transparency Master 21-1

DIRECT MATERIALS VARIANCES

Brass Works, Inc. produces brass lamps and gift products. Engineers at Brass Works have established the following direct materials standards to produce a brass candelabra:


Direct Materials Standard:
1 pound of materials



at $5 per pound

During April, Brass Works used 1,050 pounds of direct materials at an actual cost of $5.40 per pound to make 1,000 candelabras.

Compute the following variances: (1) direct materials price variance, (2) direct materials quantity variance, and (3) total direct materials variance.
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DIRECT MATERIALS VARIANCES

Solution

Materials Price Variance



Actual 
Standard

Actual


Price/Unit
Price/Unit
Quantity Used


($5.40 
– 
$5.00) 
( 
1,050 
= $420 unfavorable




price variance

Materials Quantity Variance



Actual 
Standard

Standard


Quantity Used
Quantity
Price per Unit


(1,050 
– 
1,000) 
( 
$5 
= $250 unfavorable




quantity variance

Total Materials Variance


Price variance
$420 unfavorable


Quantity variance

250 unfavorable


Total variance
$670 unfavorable
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DIRECT LABOR VARIANCES

Brass Works, Inc. produces brass lamps and gift products. Engineers at Brass Works have established the following direct labor standards to produce a brass candelabra:


Direct Labor Standard:
2 hours at $10 per hour

During April, Brass Works used 2,380 hours of direct labor time to make 1,000 candelabras. The actual wage rate paid was $9 per hour.

Compute the following variances: (1) direct labor rate variance, (2) direct labor time variance, and (3) total direct labor variance.
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DIRECT LABOR VARIANCES

Solution

Labor Rate Variance



Actual 
Standard

Actual


Rate/Hour
Rate/Hour
Hours Worked


($9 
– 
$10) 
( 
2,380 
= $2,380 favorable




rate variance

Labor Time Variance



Actual 
Standard

Standard


Hours Worked
Hours

Rate per Hour


(2,380
– 
2,000) 
( 
$10 
= $3,800 unfavorable




time variance

Total Labor Variance


Rate variance
$2,380 favorable


Time variance

3,800 unfavorable


Total variance
$1,420 unfavorable

Transparency Master 21-5

OVERHEAD VARIANCES

At the beginning of the current year, Brass Works, Inc. estimated its overhead costs and normal capacity as follows:


Annual Fixed Overhead
$
90,000


Annual Variable Overhead
$195,000


Direct Labor Hours at 100%



of Normal Capacity
30,000
hrs.

During the month of April, Brass Works produced 1,000 candelabras. The standard direct labor time is 2 hours per candelabra. Actual fixed overhead costs were $7,500 and actual variable overhead costs were $16,000.

Compute the following variances: (1) variable overhead controllable variance, (2) fixed overhead volume variance, and (3) total overhead variance.
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OVERHEAD VARIANCES

Solution

Variable Overhead Controllable Variance



Actual 
Var. OH
Units
Standard

Var. OH
Rate/Hr.
Produced
Hrs/Unit)

16,000 
–
$6.50/hr.
(
(1,000 units ( 2 hrs./unit) = $3,000 






unfavorable

Fixed Overhead Volume Variance



Hrs. at 100% of 
Std. Hrs. for
Fixed OH


normal capacity 
Actual Production        Rate per Hr.


(2,500 hrs. 
– 
2,000 hrs.)
( 
$3/hr. 
= $1,500 







unfavorable


Note: 2,500 is 100% of the monthly normal capacity

Total Overhead Variance


Variable Overhead Controllable



Variance
$3,000 unfavorable


Fixed Overhead Volume Variance

1,500 unfavorable


Total Overhead Variance
$4,500 unfavorable


Note: The above analysis also shows that overhead was



underapplied by $4,500.
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VARIANCES

IMPACT ON COST OF GOODS SOLD AND GROSS PROFIT

REMINDER: In a standard cost system, journal entries to Cost of Goods Sold are recorded at the standard cost of units sold. Therefore, Cost of Goods Sold and Gross Profit must be adjusted to reflect actual costs when preparing an income statement.



Result When


Adjust Income Statement by


Favorable
Actual Costs are LESS
Reducing
Increasing

Variances
than Standard Cost
Cost of Goods Sold
Gross Profit

Unfavorable
Actual Costs are MORE
Increasing 
Reducing

Variances
than Standard Cost
Cost of Goods Sold
Gross Profit
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WRITING EXERCISE

Describe a nonmanufacturing business that could benefit from the use of standards. Also explain how standards would help that business control its operations.
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