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Learning Objective 1: Distinguish a static budget . . . the master budget based 
on output planned at start of period from a flexible p p p
budget. . . the budget that is adjusted (flexed) to 
recognize the actual output level
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Learning Objective 2: Develop a flexible budget. . . proportionately increase variable costs; 
keep fixed costs the same and compute flexible-budget variances . . . p p g
flexible-budget variance the difference between an actual result and 
a flexible-budget amount…
sales-volume variances each sales-volume variance is the difference 
between a flexible-budget amount and a static-budget amount

[EXERCISE][ ]

[SOLUTION]

5



Learning Objective 2: Develop a flexible budget. . . proportionately increase variable costs; 
keep fixed costs the same and compute flexible-budget variances . . . p p g
flexible-budget variance the difference between an actual result and 
a flexible-budget amount…
sales-volume variances each sales-volume variance is the difference 
between a flexible-budget amount and a static-budget amount

[EXERCISE][ ]

[SOLUTION]

5,100 – 5,000 = 100 units x $7* = $700F
Unit CM = (60,000 – 15,000 – 10,000)/5,000 = $7
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Flexible-Budget-Based Variance Analysis
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Columnar Presentation of Variance Analysis (Direct Costs)
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Summary of Levels 1, 2, and 3 Variance Analysis
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Variance Analysis Template
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Learning Objective 3: Explain why standard costs are often used in variance 
analysis. . . standard costs exclude past inefficiencies y p
and take into account future changes

A t d d i   f ll  d t i d  i  t   tit  th t i  d   b h k f  j d i  • A standard is a carefully determined, price, cost, or quantity that is used as a benchmark for judging 
performance. It is usually expressed on a per-unit basis.

• A standard input is a quantity of input such as 2 pounds of raw material for each completed unit.

• A standard price is the price a company expects to pay for a unit of input, such as $10 per direct labor 
hour.

A t d d t i  th  t th   t   it f fi i h d d t t  t th  • A standard cost is the cost the company expects a unit of finished product to cost the company.

• A standard can be thought of as a budget for one unit of product.

St d d   d i  i  l i  h  t  d t• Standards, as used in variance analysis, have two advantages:
• They seek to exclude past efficiencies
• They take into account changes expected to occur in the budget period.

Standards also simplify product costing  enabling the company to cost a product immediately upon its • Standards also simplify product costing, enabling the company to cost a product immediately upon its 
completion.
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[SOLUTION]
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Learning Objective 4: Compute price variances. . . each price variance is the 
difference between an actual input price and a budgeted p p g
input price and efficiency variances. . . each efficiency 
variance is the difference between an actual input 
quantity and a budgeted input quantity for actual output q y g p q y p
for direct-cost categories

[EXERCISE]

[SOLUTION]
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Learning Objective 5: Understand how managers use variances. . . managers use 
variances to improve future performance

Learning Objective 6: Perform variance analysis in ABC systems. . . by comparing 
budgeted costs and actual costs of activities

Learning Objective 7: Describe benchmarking and explain its role in cost management. . . 
benchmarking compares actual performance against the best levels 
of performance
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The following is United Airline’s benchmark cost comparison with its 8 The following is United Airline s benchmark cost comparison with its 8 
competitors.  Calculations are based on available seat miles (ASM).
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