
Cost Accounting – Acct 647

Cost Variances
Homework problems

Problem 1
Material and labor variances

The Marquis Company uses standard costing for the addition of materials and direct labor to production,
and the transfer of units of product from work-in-process to finished goods.

Marquis Company budgeted the following cost standards for the current year
Direct materials = 0.40 pounds per unit @ $2.00 per pound
Direct labor = 0.01 hours per unit @ $16 per hour

Actual production and costs were as follows
Units produced = 30,000
Direct materials used = 11,500 lbs.
Direct materials purchased on credit = 15,000 lbs. @ a cost of $35,850
Direct labor incurred = 350 hours at a cost of $5,200

1. Compute the materials price and quantity variances.
2. Compute the labor price (or rate) and efficiency variances.
3. Prepare journal entries for the purchase of materials and then the addition of materials to work in

process.
4. Prepare a journal entry(ies) for the addition of labor to work in process.
4. Prepare a journal entry(ies) for material and labor cost of 30,000 goods completed and transferred

to finished goods.
5. Prepare a journal entry(ies) for recognition of the material and labor variances, if not already

included in above journal entries.
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Problem 2
Labor variances

The Marquis Company uses standard costing for the addition of materials and direct labor to production,
and the transfer of units of product from work-in-process to finished goods.

Marquis Company budgeted the following cost standards for the current year
Direct labor = 2.5 hours per unit @ $30 per hour

Actual production and costs were as follows
Units produced = 10,000
Direct labor incurred = 27,350 hours at a cost of $790,000

1. Compute the labor price (or rate) variance
2. Compute the labor efficiency variance.
3. Prepare a journal entry(ies) for the addition of labor to work in process.
4. Prepare a journal entry(ies) for recognition of the labor variances, if not already included in above

journal entries.

Problem 3
Material variances

The Knapp Company has the following standards for materials: $5 per pound and 0.5 pounds per unit of
product produced.  During the past time period, the standard cost for actual quantity of materials used is
$20,000.

There is a $2,500 unfavorable material quantity (or efficiency) variance.  How many units of completed

product are produced?
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Problem 4
Labor variances

The Boyers Company uses standard costing for the addition of materials and direct labor to production,
and the transfer of units of product from work-in-process to finished goods.

Cost standards for the current year
Direct labor = 0.2 hours per unit @ $40 per hour

Actual production and costs were as follows
Units produced = 20,000
Direct labor incurred = 5,000 hours at a cost of $170,000

Required:
1. Compute the labor price (or rate) variance
2. Compute the labor efficiency variance.
3. Prepare a journal entry(ies) for the addition of labor to work in process.
4. Prepare a journal entry(ies) for recognition of the labor variances, if not already included in

above journal entry.

Problem 5
Labor variances

The Ruggles Company has the following standards for labor: $20 per hour and 0.01 hour
per unit of product produced. During the past time period, the actual cost for 4,000 hours used is
$90,250.

There is a $10,250 unfavorable labor rate (price) variance and a $2,500 unfavorable labor efficiency
variance. 

Required:
How many units of completed product are produced?
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Problem 6
Material, labor, variable OH & fixed OH variances

The Kevin Company produces doorknobs.  It estimates annual production at 420,000, with about 35,000
doorknobs expected to be produced each month.

Each doorknob has the following cost:
Direct material (brass) 0.50 pounds @$40 per pound $20.00 
Direct material (steel) 0.40 pounds @ $18 per pound $7.20 
Direct labor 0.09 hours @ $45 per hour $4.05 
Variable overhead $50 per DL hour $4.50 
Fixed overhead $80 per DL hour    $7.20 
   Total  $32.75 

Budgeted fixed overhead for the month is $252,000.

Actual results for May, 2014:
Production 38,000 doorknobs
Brass purchased 25,000 pounds
Brass purchase cost      $42 per pound
Brasse used 20,000 pounds
Steel purchased 25,000 pounds
Steel purchase cost      $19 per pound
Steel used 13,500 pounds
Direct labor used   3,000 hours
Direct labor cost      $52 per hour
Variable overhead $172,000
Fixed overhead $238,000

Required:
1. Compute all cost variances for material, labor, variable overhead and fixed overhead to explain the

difference between the static budget and actual results.
2. Prepare a journal entry (or journal entries) for the addition of all costs to work in process.
3. Prepare a journal entry (or journal entries) to record the completion of 38,000 doorknobs and their

transfer to finished goods.
4. Prepare a journal entry (or journal entries) for the recognition of all the variances, if not already

included in the above journal entries.
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Problem 7
Material, labor, variable OH & fixed OH variances

The Kevin Company produces doorknobs.  It estimates annual production at 480,000, with about 40,000
doorknobs expected to be produced each month.

Each doorknob has the following cost:
Direct material (brass) 0.55 pounds @$70 per pound $38.50 
Direct material (steel) 0.42 pounds @ $25 per pound $10.50 
Direct labor 0.12 hours @ $60 per hour $7.20 
Variable overhead $30 per DL hour $3.60 
Fixed overhead $90 per DL hour    $10.80 
   Total  $70.60 

Budgeted fixed overhead for the month is $432,000.

Actual results for May, 2014:
Production 36,000 doorknobs
Brass purchased 30,000 pounds
Brass purchase cost      $74 per pound
Brass used 19,000 pounds
Steel purchased 25,000 pounds
Steel purchase cost      $27 per pound
Steel used 14,500 pounds
Direct labor used  4,500 hours
Direct labor cost      $57 per hour
Variable overhead $135,000
Fixed overhead $400,000

Required:
1. Compute all cost variances for material, labor, variable overhead and fixed overhead to explain the

difference between the static budget and actual results.
2. Prepare a journal entry (or journal entries) for the addition of all costs to work in process.
3. Prepare a journal entry (or journal entries) to record the completion of 38,000 doorknobs and their

transfer to finished goods.
4. Prepare a journal entry (or journal entries) for the recognition of all the variances, if not already

included in the above journal entries.
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Homework from textbook
Cost Management 2nd

by Eldenburg & Wolcott
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Cost Accounting – Acct 647

Sales & Contribution Margin Variances
Homework problems

Problem 8
Sales variances

The Dempster Security Company provides guard services to industrial and commercial customers.  For
19X1, Dempster budgeted operating income of $56,000, based on sales revenues of $432,000.  The
budget by customer type is given below:

Industrial Commercial Total
Sales in hours 12,000 24,000 36,000

Sales revenue $192,000 $240,000 $432,000
Variable costs  144,000  192,000  336,000
Contribution margin $48,000 $48,000 $96,000

Fixed costs  40,000
Operating income $56,000

Actual results by customer type are given below:

Industrial Commercial Total
Sales in hours 7,000 28,000 35,000

Sales revenue $105,000 $280,000 $385,000
Variable costs  52,500  229,600  282,100
Contribution margin $52,500 $50,400 $102,900

Fixed costs  40,000
Operating income $62,900

Required:
1. Compute all variances for each of the following:  sales revenue, variable cost, and

contribution margin.
2. Explain what has happened to create the $6,900 increase in operating income.

3. What do you recommend that Dempster should do in the future?
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Problem 9
Sales variances

The Dumpster Security Company provides guard services to industrial and commercial customers.  For
19X1, Dumpster budgeted operating income of $56,000, based on sales revenues of $432,000.  The
budget by customer type is given below:

Industrial Commercial Total
Sales in hours 18,000 23,000 41,000

Sales revenue $288,000 $989,000 $1,277,000
Variable costs  162,000  391,000  553,000
Contribution margin $126,000 $598,000 $724,000

Fixed costs  500,000
Operating income $224,000

Actual results by customer type are given below:

Industrial Commercial Total
Sales in hours 19,000 25,000 44,000

Sales revenue $301,000 $1,220,000 $1,531,000
Variable costs  192,000  600,000  792,000
Contribution margin $109,000 $620,000 $739,000

Fixed costs  500,000
Operating income $239,000

Required:
1. Compute all variances for each of the following:  sales revenue, variable cost, and

contribution margin.
2. Explain what has happened to create the $15,000 increase in operating income.

3. What do you recommend that Dumpster should do in the future?

166© 2014 by W. David Albrecht



Problem 10
Sales variances

The Dumpster Security Company provides guard services to industrial, commercial and residential
customers.  For 19X1, Dumpster budgeted operating income of $56,000, based on sales revenues of
$432,000.  The budget by customer type is given below:

Industrial Commercial Residential Total
Sales in hours 17,000 11,000 53,000 41,000

Sales revenue $357,000 $462,000 $477,000 $1,296,000
Variable costs  153,000  187,000   318,000     658,000
Contribution margin $204,000 $275,000 $159,000 $638,000

Fixed costs  450,000
Operating income $188,000

Actual results by customer type are given below:

Industrial Commercial Residential Total
Sales in hours 15,000 9,000 80,000 104,000

Sales revenue $341,000 $370,000 $649,000 $1,360,000
Variable costs  162,000  155,000  420,000   737,000
Contribution margin $179,000 $225,000 $229,000 $623,000

Fixed costs  460,000
Operating income $163,000

Required:
1. Compute all variances for each of the following:  sales revenue, variable cost, and

contribution margin.
2. Explain what has happened to create the $2,000 decrease in operating income.

3. What do you recommend that Dumpster should do in the future?
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Cost Accounting – Acct 647

Mix and Yield Variances
Homework problems

Problem 11
Mix and yield variances

The ABC company uses two types of labor to produce widgets.  The standard cost is 4 total hours, with
60% (2.4 hours per unit) being $42 per hour, and 40% (1.6 hours per unit) being $28 per hour.  Budgeted
production calls for 200,000 completed units.

For April, 2010, only 180,000 units were produced.  The mix of labor was 50%-50% with 4.3 total hours
being worked (2.15 hours per unit of the first type of labor, 2.15 hours per unit of the second type of
labor).  The actual labor rates for the period were $43 for the first type and $26 for the second type..

Compute the rate, mix and yield variances for widget labor. 
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Problem 12
Mix and yield variances

Adapted from Horgren’s Cost Accounting, problem 14-36.  Flavr-Wave Company makes candy. 
Their most popular product is the toe pop, a large lollipop shaped like a toe.  The direct materials used in
the toe pop are sugar, flavoring, and coloring.  For each batch of 100 pops, the budgeted quantities and
budgeted prices of direct materials are as follows:

Quantity for One Batch Price of input
Sugar 7 cups $1 per cup
Flavoring 2 cups $3 per cup
Coloring 1 cup $2 per cup

Changing the standard mix of direct material quantities slightly does not significantly affect the overall
and product, particularly for the flavoring and coloring.

In the current period, Flavr-Wave made 2,300 toe pops in 23 batches with the following actual quantity,
cost and mix of inputs:

Actual Quantity Actual Cost Actual mix
Sugar 165 cups $165   70%
Flavoring  45 cups $135   19%
Coloring     25 cups $  50   11%
Total actual 235 cups $350 100%

1. What is the budgeted cost of direct materials for the 2,300 toe pops.
2. Calculate the total direct materials efficiency variance.
3. Why is the total direct materials price variance zero?
4. Calculate the total direct materials mix and yield variances.  What are these variances telling you

about the 2,300 toe pops produced this period?  Are the variances large enough to investigate?
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