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Abgtract. This article briefly describes the premises foe tpplication of the standard
direct cost calculation method in industry, thenskard single cost calculation method, the stages
of standard cost calculation per product and thieglation methods of standards per product.
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deviation of the costs of raw materials and othaterials as compared to the pre-established
standard costs.
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The standardthe reference standard measuring production efiicyein certain
given conditionsexpresses amounts or values scientifically estaddisboth based on
the data gathered previously, and on forecast elenwrrelated with the conditions in
which the activity of the enterprise is estimatedi¢velop in the futuréherefore, their
main function targets a future activity; that is why standards are used as a means of
measurement, control and management of a certauityac

Deviationsare central to the general outlook on managemeoating and on cost
calculation based on standard costs usage. Theydicative of the degree of organisation
of the activity, of the observance of technologideicipline, of the compliance or non-
compliance of the planned level with the productisapply and sale processes. That is
why, when making decisions regarding the managewofemeichine-building companies, it
IS necessary to be aware of all these deviatioms, this should be a starting point in
immediately informing decision makers within thespective companies on the
irregularities occurring in the production procé&hart 1).
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constant_claudiu@yahoo.com


https://core.ac.uk/display/7191549?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1

2 The standard single cost method and the efficiefaydustrial companies

Chart 1. Premises for the application of the standdeost method in industry

Rational organisation of the primary
documents flow as primary information Adequate organization of preventive and
bearers regarding production costs and outpft current control of production costs

Premises for the application of the standar-cost method in industry

Chart 2
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deviations from standard
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expenses centers
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Calculatingdirect production expensesn a company requires knowledge of the
technological process as well as of the productiomedule, as a quantitative forecast
aimed at determining physical production which muostobtained in order to reach the
turnover provided in the sales budget,dayne-year period of time

The next stage after designing the production adbed assessing it. Assessment
consists of standardising the expenses for produaircertain output and distributing
them to expenses centers - the main productiors,usutxiliary units and service units -

for certain accounting periods (quarters, months).

Chart 3. Stages in standard cost calculation perdurct

Stages in standard cost calculation per product l

| Establishing the technological proccess

— Establishing the production schedule

— Standardization of production expenses

— Alloting expenses by: . .
gexp y Determins for each center the level of activity
necessary for establishing the standards for direc
expenses

Checks on the time correlation of production with
sales

Direct production expenses include:
e consumption of raw materials and direct material;
» consumption of semi-finished products from own picithn;

 direct salaries and related social security andanekontributions.
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These calculation items account for almost 65%efdost structure.

Direct expenses are calculated by applying the odkethof balancing
guantities/amounts against prices or tariffs; watiply consumption or time norms and
standards with supply prices, with standard orddadised wage rates respectively and
the amount of production scheduled to be producéke respective unit.

According to the concept of the standard-cost neethamely the standard single
cost version, unitary production costs should Heutated in advance, and to this end,
pre-established amounts will be used. Expenseseffi@ently monitored during the
production process, so as to be able, by compansthnstandard costs, to establish the
deviations according to cost centers and causeasisnway the budget control of costs
will be possiblé.

The standard-cost method is part of the categomgathods of estimated calculation
and efficient monitoring of the production procesghich allows the possibility to
anticipate production costs before the start ofptteeluction process and before the budget
control of costs; this can be done by determinhey deviation of actual costs from pre-
established costs, according to types of deviaimh causes, while the production process
is under way. In this way, the standard-cost mettftets undeniable advantages in terms
of studying and analysing production efficiencycdn thus have an important role in the
company management, namely it could be an inveistigand forecasting instrument, a
strong and efficient tool that supports the deoisitaking process.

The basic concept of the standard-cost metiebers to the non-calculation of
actual cost given that the standard cost is considered atftieand, at the same time, a
real cost; therefore, any deviations of actual<@rstm the standard costs are considered
deviations from normal, and this is mirrored by fimancial results. Also the possibility
of calculating the actual costs of the production obtaed is not ruled out. This
calculation is made by adding or subtracting fréva $tandard cost, as the case may be,
the deviations taken over from management accagftishich will be monitored not
only according to cost centers and causes butaalsording to products. The calculation
model is as follows:

+
cu = CLEA
Q

(1)

lc. Sendroiu, Doctoral Thesis, Faculty of Economic StadiBucharest, 2005.

% Oprea Gilin, Gheorghe Carsteayvlanagement Accounting and Cost CalculatiatlasPress Publishing
House, 2003.

® Regulations for the application of Accounting Law: 82/1991 with subsequent modifications and
amendments.
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where:
Cu. —is the actual unitary cost;
Cts —the total standard cost;
A - deviations;
Q — production output obtained.

The main steps entailed by the application of taedard-cost method consist of
making the standard calculations per prodgetgulation, monitoring, analysing and
reporting the deviations of actual costsrom standard costs with a viewdadertaking
budget control; organising management accounting in accordanttettwé application of
the standard-cost methdd

Chart 4. Stages necessary for the standard calicgter product

—
r A

» Establishing quantitative standards for » Drafting the budget for the unit's
materials; indirect production expenses or

» Establishing quantitative standards for overheads;
manual work; » Drafting the budget for general

» Establishing value standards related to company management expenses
supply prices;

» Establishing standard wage rates;

| | -

Establishing the standards for direct expen Establishing the standards for indire |
expenses -overheads

Making calculations regarding the standard unitarst
per product or the unitary cost budget in the stmec
of calculation items specific to the respective pamy

MAKING STANDARD CALCULATIONS PER PRODUC

! Oprea Gilin, Gheorghe CarsteaManagement Accounting and Cost Calculatidribuna Economig
Publishing House, 2008.
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Establishing the standards regarding productiortscosquires establishing the
types and volume of standard production which shéesd to an optimal utilisation of
production capacity in machine-building companies.

The calculation, monitoring, analysis and reportirigactual cost deviations from
standard ones are made in an efficient way (daibekly, every ten days, etc.) according
to cost centers, calculation items and causes €aed according to products or their
component parts, if the case may be), with a viewrtdertaking the cost budget control
and adopting the decisions related to the valueagrament of the production process.

To this end, reports on deviations are being ddaftéhin the abovementioned
structure, and following data centralisation, aorén deviations at the level of the
company is obtained.

Advantages of applying the standard-cost method:

v' the unitary standard cost determined in advancernsidered a real cost and
consequently there is no need to calculate theahdost of the finished
production and of the unfinished production at &mel of each accounting
period, and deviations are considered deviatiom® fnormal and are directly
reflected by the company’'s financial results, hertbe advantage of
rationalising the calculation work;

v' finished and unfinished production can be discalifitem the standard cost
without eliminating the possibility of calculatiragtual unitary costs at certain
intervals, by distributing deviations to the fingsh and still unfinished
production according to certain conventional cidter

v'uses the classification of production expensesvat@ble and fixed expenses
(allows the analysis of costs in proportion witke ttolume of production and
the calculation of some indicators specific to filieect-cost calculation
method).

Efficient comparisons between actual expenses emdgiablished ones, taken as a
reference point, are the main characteristic osthadard-cost method (see Chart 4).

By applying the standard-cost method, the standangle cost version, the
practical value of the accounting information wilcrease and the organisation of the
economic activity will be implicitly improveddence the conclusion that the principle
of the objective/target-based management method caslso be used in calculating
pre-established values such as standard cosi®he main purpose of such a calculation
is to efficiently provide the information necesséoy budgeting, assessing, co-ordinating
and controlling the company’s activity.
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Chart 5. Advantages of applying the standard oosthod

Identification of balance point Consumption of material

Identification of optimal activity
point

Consumption of human live
work resources

Calculation of coverage factor

Calculation of the coeficient and
interval of safety

Given the above, accounting becomes, at the Idvabchine-building companies,
a useful management tool, as its main mission islamger about determining the
production cost alone; it also provides informatioecessary for controlling various
sectors of activity. In this way, management actiognmay monitor and check on
compliance with budget provisions and may proviffigient information on the level of
production expenses.

Production costs can be monitored through the wadewy system, using the
standard-cost method; one of the following versicas be usedstandard-partial cost,
standard-single costandstandard-double cost

Object and unit of calculation

At present, production cost is calculated as eo rafi two quantifiable values:
production expenses expressed as a value ancbtihécpion output obtained in the interval to
which the expenses incurred refer, expressed thraugrtain measurement unit (Chart 6).
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Chart 6. Manner of calculating production cost.

\

Cost calculation .
Production expenses

Object of calculation - > e

Production output '

Calculation unit
_/

In order to set the two elements of the ratio ulyitey the calculation of the
unitary cost of production, one should know, ondhe hand, the means of collecting and
distributing expenses needed for production, nartieyaccounting and cost calculation
method, and on the other hand, the object of catmn, based on which the
respective expenses are collected and distribatgadvyell as the calculation unit as a
production measurement unit representing the olojecalculation (see Chart 7).

Chart 7. Object of calculation

whole production at company level

Unfinished production

Finished production }

production in a certain unit/workshop

a product or a group of products

Object of

calculation a work or a service

a semi-finished product, a part, a unit

a certain operation

An order, a series or a product batch

2
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Cost bearers as calculation objects, in the comegaaperating in the machine-
building industry, can be either intermediate pafj with the following specification:

« intermediate cost bearers are specific only to certain calculation methodd an
refer, for instance, to the operation time of a hiae, to a concrete activity
undertaken as part of the production process, ¢osa center or may simply
have a conventional nature;

« final cost bearers are related to production as a whole, to the pridadype,
the manufacturing technology, the way producticorignised etc.

It's worth mentioning thatat present, production expenses are influenced by
aspects related to the quality or type of products obtained, because the object of
calculation may be detailed depending on the qualit products or their type, if the
products that are being manufactured come in vadoalities and types.

Chart 8. Activities that determine the object dtotation

determine/ the object of calculation

In calculating the unitary cost of production, aftellecting production expenses
on the final bearers, seen as calculation objests,important role is held byhe
calculation unit (a homogeneous measurement unictwlexpresses the amount of
production that represents the object of calcul@tim which the respective production
can be expressed and which is an object of calonlaBoth natural and conventional
measurement units can serve as calculation utizgsivorth mentioning that at the level
of the same machine-building compamye or more measurement unitsn be used as
calculation units, depending on the variety of nfaotured productdyut using the same
calculation unitfor homogeneous produtts

! C. Sendroiu, Doctoral Thesis, Academy of Economic Stugiesharest 2005.
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When production homogeneity cannot be achievedctwishould allow for the
possibility to measure it based on the conventiomedisurement units, due to diversification
according to kinds, types, sizes, quality, etcwien production cost should be calculated at
certain levels, or at the level of the entire conypan the absence of natural homogeneity,
conventional, calculation-wise homogeneity willdoeated for the sake of calculatiomhich
will be used to measure the respective producticadequate measurement units, known as
calculation units of conventional naturén the case of machine-building companies,
examples of such units are the following: naturehsurement units of a certain product seen
in relation with an essential qualitative or funogl characteristic of the product, for instance,
a ton of finished product of a certain concentrati useful substance, ton/axle; value units,
such as expenses for a 10 lei turnover; variousvaguce figures obtained following
calculation based on elements whose size can lgendeéd, which are common to all
products and which express quantitative relatiansarftity of raw material consumed,
number of machine operation hours, etc.), valyarioe relations that exist between products
and which make them equal in terms of calculation.

In conclusionthe machine building companies use:
« physical and natural calculation units, such adegmpiece, etc.;

« conventional calculation units, such as “expensea fL0O lei turnover”.

Methods of cost calculation in industry — Short
comparative analysis

When establishing the object and unit of calcutatio be used in a machine-
building company one should also establish the adsththat can be used to collect
production expenses according to types, categandsost centers and to distribute them
on the final cost bearers (finished products, woseyvices, etc.) obtained from the
respective cost centers, as well as the methodsftary cost calculation.

These interdependent procedures used in manageaeotnting for collecting
production expenses on cost bearers and on casrgedepending on the possibilities of
identifying them the moment they are made, andsifiduting them on cost centers and
on final cost bearers, as well as of calculating @imitary cost of products, works and
services resulted from the production processirataded in various calculation systems
which, if taken separately, make up the cost catmn method

! Oprea Gilin, Gheorghe Carsteavlanagement Accounting and C&alculation Tribuna Economig
Publishing House, 2008.
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In the methods used at present in the machineibgilthdustry, namely the
method on orderandthe global methadcost calculation represents the economic model
which mirrors, in terms of values, the company’sdurction process. The role of cost
calculation is to faithfully reflect the companysoduction process from the point of
view of value, therefore the model of productiorstcoalculation, irrespective of the
calculation method applied, should be designeduoh s way to reflect the production
process within the circuit of values, while takingp account the time factor and the need
for information.

The calculation method is applied in the companigth individual or serial
production where the organisation of productiormiade by orders, as is the case of
companies operating in the machine-building industr

Chart 9. Method on orders- organisation

Object of order is: Object of order is:

Finished products batch Finished products or components of
the finished product

A special case is that of companies with seriadpetion. In this case an order
may include various parts that can be assembledsjp@a a finished product. These
particular aspects imposed by the object of caliuiadetermine the application of the
method on orders, either in theithout semi-finished productsiersion or in the with
semi-finished productsversion.

Within those companies where production is orgahise the “with semi-finished

products” version and where this version is appliectost calculation, the model of the
unitary cost calculation is as follows:

cu, g+ 3ch,, +3ch

Cu=2= 2
u 9 (2)
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where:

Cu, - unitary cost of a component part (part, semsfied product etc.) p =1 lak;
g — consumption of parts;
Chy, — direct assembling expenses;

Ch, - indirect assembling expenses.

Chart 10. Influence of the technological processhencalculation methods

| Particular aspects 1
) <
Technological process . :
Final bearer is the product

Order is used to monitor and register
Calculation method costs

Determining and assessing
unfinished production

N\

Particular aspects determined by the technologicalrocess on the calcualtion method

The calculation method on orders involves estainigsiwo types of calculations
necessary to determine production cost:

* ante-calculations;
« calculations related to actual costs;

Orders are launched in the manufacturing processirwthe machine-building
companies for amounts/ quantities that are manufedtduring an accounting period of
one month. Therefore cost calculation is periodical

If products or semi-finished products, parts, aggtes and ensembles that are
included in an order are delivered by batches, glathem in stock or to the customer,
before the whole number of products ordered is Hemtured, they will be assessed
either at a pre-established cost or at the actstl af similar products manufactured in
the previous accounting period.
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The global method of management accounting and costalculation is
applicable only within machine building companiésttfocus their production on one
single type of product; their production is calle@mmogeneous production.

Within the machine-building companies, this methcah be applied in the
auxiliary sections or workshops which have a homeges production, in the sense that
one and the same product is the constant outpihiegbroduction process taking place in
these sections and which have an independent segam.

This leads us to the conclusion that all productapenses are identified on the
product resulting from the manufacturing processtherefore they are direct expenses.

Total or integral costs represent the concept Uyidgrthe global method of cost
calculation, and the calculation object or the dosarer is the finished product as a
concrete material result of the manufacturing pssce

The concept underlying this method is the following
v/ all production expenses are collected on one stmgécenter;

v' at the end of the accounting period, in order foutate the unitary cost, the
simple division procedure will be applied, makingatio of the total expenses
collected and the production output obtained.

The model for calculating the actual unitary cest i

Cu="= (3)

In which:
Cu —is the unitary cost;
Ch — production expenses according to calculationstd” (i = 1 to n);

Q — production output obtained.

Calculation of standard costs for materials

In order to improve the calculation of expenses faw materials and direct
materials, in the context of applying the standaogt method in the machine-building
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companies, one needsdalculate, ahead of the start of products manufacting, the
level of these expenses necessary for obtainingdheduled production.

The calculation item Raw materials and direct materiélincludes the costs of
raw materials and direct materials used in the ywbthanufacturing, taken over from the
“table of product componerits

.Raw materials and direct materials " general @akon model:

Ch,; = jZ::leij P, 1Q, (4)

where:
Chy, — represents expenses on raw materials and diagetials;
Cs — standard consumption;
Ps — the standard supply price;
i — the product;
j — the kind of raw material or direct material;

Qr — the scheduled production output to be manufadtun the respective cost
center.

Material standards are calculated for each kinthaterial scheduled to be used in
the respective product manufacturing, based onfspeonsumptions provided for in the
technological charts of each product.

Input information comes mainly from the system ohwing up production
schedules related to the programmed amounts, ditengtand completion terms, etc. and
from the technical training activity, related taetbharacteristics of raw materials and the
specific consumptions, being useddrawing up, according to order andcost center,
the schedules of materials in which you registeefeall bills of materials, indicating for
identification purposes: the number of the bille tuality of material; the quantity of
material; the code of the part or order for which tnaterial is needed; the total value of
the bill. Finally the values of the bills are addgalin order to determine the value of the
schedule of materials. With a view to facilitatitlge cost calculation process, the
established quantitative standards are enterech@nlist of quantitative standards’
(table 1).
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Table 1
List of quantitative standards related to productmanufacturing

No. | Raw materials and direct materials u.m. Quantiative standard
1 Bolt 3mm piece 31
2 Valve 10 piece 1
3 Rubber rollers piece 10
4 Nuts piece 100

In order to establish the standard costs for rawensds and materialsthe
standard quantities are balanced against the standd supply prices.

The standard supply pricese established by using the historical-statisticethod
in one of the following versions:

v" version of average prices of a period of 5-10 years

v" trend version which takes into account the treidvied by prices in the period
of time under consideration;

We suggest that prices established as standareéspstiould be registered
according to the model “price list” (see table 2).

Table 2
List of standard prices
No. | Raw materials and direct materials | u.m. Standard unitary price (lei)
1 Bolt 3mm piece 42
2 Valve 10 piece 500
3 Rubber rollers piece 3
4 Nuts piece 2

In order to exemplify the calculation of standacdts for raw materials and direct
materials, we take a certain product X" of the gamy, as follows:

Table 3
Costs sheet for raw materials and direct materialper product “X”
No. Raw materials and direct materials | Qualitative | Standard Value
standard unit price standard
(lei) (lei)

1 Bolt 3 mm 3 42.00 126.00

2 Valve 10 1 5.00 5.00

3 Rubber rollers 10 3.00 30.00

4 Nuts 100 2.00 200.00

These results will be transcribed in the standasd sheet of product “X”.
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Calculation of standard costs for manual work

Expenses on direct salaries and implicitly the @ocecurity and welfare
contribution related to salaries account for aln®&8t of the production cost structure.

The standard cost for manual work is determinedhhitiplying the standard time
by the standard wage rate.

The standard time, expressed in minutes or howsprovided for in the
technological charts for product manufacturing. aBishing time standards for the
companies operating in the machine-building inqu#rbased on the analysis of the
technological operations chain, of workers quadificn and the calculation of theoretical
time for each operation. When determining the stethdime, one should also take into
account, besides the theoretical hours necessathdoexecution of each operation, the
time of putting into service, distributed for eaatthe units making up the order, as well
as the break time needed after a period of physitait.

Standard wage rates are established based omatidasd qualification of workers
and on the data related to paid salaries (includowgal security contributions).

Standard expenses for manual work are determinegyroduct “X” in the manner
showed in (table 4), with one mention: the datavisled for calculating standard manual
work by operations will be transcribed in the studcost sheet of product “X”.

Table 4
Standardisation of expenses on manual work for praact “X”
No. Name of operation Standard time (hours in[ Unit wage rate Standard
the decimal system) (lei) manual
work (lei)
1 Operation 1 0.24 1.32 0.3168
2 Operation 2 2.56 30.50 78.08

Indirect expenses are those expenses necessarythéororganisation and
development of the production process in the coryipanain sections.

These expenses are mainly determined, on the ond bhg the activity of
equipment maintenance and operation, and on ther diand, by the activity of
organising and managing the production processhénnhain sections; these indirect
expenses include several items of simple expenbehare different in nature and have
a different economic destination.
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Within the machine-building companies, the appartient of indirect production
expenses to the cost of manufactured productsrie g using methods that are based on
various conventional apportionment keys or criteNghen choosing one of these
methods it is important to take into account thet fthere should be a causality
relationship between the indirect expenses to lperéipned and the apportionment base
or criterion.

The apportionment of indirect expenses is critival only for the calculation of
unitary price but also for the calculation of otledficiency indicators of the company
such as profit and rate of return, especially i ¢hse of those companies where indirect
expenses account for a significant percentage @fctist of products. Therefore it is
necessary to find the most adequate criteria obrignming indirect expenses which
should express, as realistically as possible, glusality relationship with them.

In the case of machine-building companies, for #pportioning of indirect
expenses to the cost of orders and products ndsglgc we use, at present, the
supplementing procedure in its classical form, with single or global coefficient
version,and we use as apportionment base the direct safatis the social security and
welfare contributions related to them.

At present, in the machine-building companies, reati production expenses are
made using the classical form of the supplemengiracedure, the single coefficient
version; the apportionment base used is the tota&ctd standard expenses (direct
materials plus direct manual work) incurred atléwel of the sectioh.

Total standard overheads
K= %)

Direct standard expenses

Expenses on equipment maintenance and operatiotyalaconsumption of
electricity, fuels and watesiccount for an important percentage in the intdlipeoduction
expenses; thegre complex and therefore we suggest that theyidgtauregistered in the
financial accounting books and reflected in the pany’'s management with a view to
supporting the decisions made to boost productidinealevel of cost centers.

This actual registration is allowed due to tecbgaal progress which meets the
needs for metering and measuring, in real time, pog-established sections, the
consumptions for definite periods of time (for arste one hour, one day or one month).

! C. Sendroiu, Doctoral Thesis, Faculty of Economic StagRucharest, 2005.
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We therefore consider it useful to establish thenlmer of measurement devices
needed and install them (electric power meter, mateter or gas meter), which will
allow the registration of the consumption leveBlires in the respective center.

The operations of metering electricity, fuels andtev consumption will be
accompanied by a primary bookkeeping, broken doyvodst centers, of the expenses for
equipment maintenance and operation.

Given our proposals, we suggest the following gi@aplepresentation of the
method of indirect expenses calculation and moinigor

Chart 11. Calculation of indirect expenses
< B

Nﬁnses of the sectlon:
Calculation of indirect w -
expenses < >

i Exienses on actual consu

We suggest that the apportionment of indirect egperby cost centers should be
made based on the following algorithm:

Chart 12.Total indirect expenses per cost center

Cost Center l

J

Total indirect
expenses
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General management expenses are generated bytithey ad administering and
managing the patrimonial unit as a whole.

The apportionment coefficient of general manageres&penses in proportion with
the value of global production, shall be calculasdollows:
CGA
Keon = 22100 (6)
2br,
i=1
Keea — IS thelcoefﬁcient (the standardised value @ #tandard) of general
management expenses);

CGA - total general management expenses;
br; — the apportionment base corresponding to a se@talue of production);
n — number of sections or products.

We suggest bringing under one heading, naraegrheadsthe indirect expenses,
the general management expenses and the expemsgatgd by the marketing/sale of
products.

The standard cost sheet presents the standarébcestch finished product unit in
the three-calculation-item structure used in thadard-cost method.

The standard cost sheet includes data taken ower the list of quantitative
standards, the price lists, the time standardstladist of wage rates broken down by
operations. It also includes, as shown beforeptrerheads quota.

Possibilities related to the calculation, monitoring, analysis and reporting of
deviations from standard costs

Standard Costs for materials - calculation, morirtgr analysis and reporting of
deviations from standards

Deviations should be established in an efficienhnea during the development of
the production process, according to types, castiecg and causes that generated them.
Deviations from standard expenses for raw materdadd direct materials shall be
monitored both physically and in terms of value.

Chart 13.Total deviations from standard expenses

materials

expenses on raw materials ang
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The deviations from standard consumption (quantity deviations) for raw
materials and direct materials may be determindbeatevel of each section or order, or
according to the kinds of raw materials and dimeaterials.

At present, within the machine-building companiegiantity deviations are
determined by using several procedures.

» Procedure of materials delivery and return documenrdtion. In this case,
supplementary consumptions and returned productatiomed in documents are
centralised based on primary documents.

The value of deviations from standard consumptidgv] is determined after the
centralisation of quantities in one single operatio

Acy = Doy X Py (7)
where:
Acnv — quantitative deviation from standard consumptibmaterials;

Ps — standard supply price.

We suggest that raw materials and direct materaigsumption within the
machine-building companies should be verified efhtly by means of consumption
norms, which are limited to the quantitative asp#ts is done for statistical reporting
and may lead, following the briefing of the compamecision makers, to the delivery of
correct information on quantity deviations.

» Procedure of dividing the necessary quantities befe the materials are
delivered for consumption is used in those cases when raw materials aegsed in
batches, and the technological process requiresditigion or tailoring/cutting of
materials by sizes. This procedure can be appliathlynin the mechanical working
sections and the sheet metal cutting press sectwamsh are very important sections
within a machine-building company. By comparinguattconsumption with standard
consumption, one can determine the deviations Btmndard consumption for each batch
of products, assembly marks or parts.

In this case consumption deviation is determinefblmwys:
Acu :(CE_CS)XQXPS (8)
where:
Cs — standard quantitative consumption per product;

Ce — actual quantitative consumption per product;
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Q — quantity of manufactured products;
Ps — standard unitary price of material.

» In order to determine quantity deviations one ako use, as a procedure, the
stock-taking of materials that were not consumed athe work place Therefore actual
consumption is established, which is then compari¢ll standard consumptions. Stock-
taking my be done daily or at other intervals, be tondition that the stock-taking
operation does not obstruct the production process.

The second type of deviation from standard expefwesw materials and direct
materials ighe deviation from the price difference for materids.

Chart 14. Total deviations from standard price

Deviations from price difference fo _

Experts recommend that machine building compantesuld use the second
procedure, of the materials ‘out of stock’, ‘consdh) given that materials are
registered in the accounting books with the actuaupply price. Deviations from price
differences Ary) are calculated, in this case, as follows:

materials

Dy :(PE _PS)XCEXQ (9)
where:

Pe — actual supply price;

Ps — standard supply price;

Ce — actual consumption per product unit;

Q — volume of manufactured production.

The calculation and analysis of deviations can hderboth during the production
process and at the end of the accounting periochwhe can check on compliance with
the production costs budget.
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When determining the deviations resulted during gmeduction process, the
analysis is meant to identify the causes that detexd the respective deviations so that,
in relation to these causes, the management otdhgany should be able to adopt a
number of decisions aimed at correcting the oneferpaeviously.

When determining the deviations based on subsecummtol, the analysis is
needed for establishing and adopting future dewssioased on the forecasts made in
relation to production cost.
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Annex

S.C. FIRMA S.A.
Section 1
Product: X
Quantity: 100 pieces.
Order: C 1/01.09.2007

REPORT ON THE DEVIATIONS FROM STANDARD

COSTS FOR MATERIALS 01 — 31 OCTOBER 2007
No. | Nameof| UM. Quantities Unit supply price Value of materials Deiations
material Actual Standard Actual Standard Actual Standard Totl From From

consump-| price
tion difference

1 Bn?:; 3 | pece | 4 31 45.00 42.00 135000 130200  -4800  -42000
2 | Vae10| piece 1 1 600.00 500.00 60040 50000 0 10 - 100
3 | Rubber | piece 4 3 12.00 10.00 48.00 30.00 18.00 10.4o

rollers

REPORT ON THE DEVIATIONS FROM STANDARD
COSTS FOR MATERIALS 01 — 31 OCTOBER 2007

Nr. Order Value of materials Deviations
crt. name Actual Standard Total From From price
consumption difference
1 C1 310780494  158076.384F 31615276.94 9895.56 6261.3
2 C2 66894925 6678379.78 11112.72 9809.282% 1304.437%
TOTAL 317469986.5 6836456.164F 31626389.66 19704.842% 7565.737%

REPORT ON THE DEVIATIONS FROM STANDARD
COSTS FOR MATERIALS 01 — 31 OCTOBER 2007

No. Section Value of materials Deviations
Actual Standard Total From From price
consumption difference
1 Section 1 42547768.95 42365250.23 182518.72p8 50563027 17466.41813
2 Section 2 66989556.81 66852667.7\ 136889.04D6 78027 13099.81359
TOTAL 90861692.26 89136890.35 1724801.91p 1559844, 165057.6513
Conclusions

The efficient organisation of an economic activigguires the improvement of the economic
activity management methods, which also entailecnsideration of the methods of management
accounting and cost calculation, which should bé&e @b provide information in line with the
requirements of an efficient management of prodactigainst the backdrop of the market economy.

The current cost calculation methods used in imgustamely the global method and the
method on orders, by means of which a historic sodetermined, which is used for the settling and
subsequent justification of production expensesndb provide the managerial team with the full
amount of information needed.
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An efficient management, in terms of the valuehaf production process and economic growth,
can be assured by the standard-direct cost methtudh provides information regarding production
costs, and this makes the management proces®affifiinctional and able to produce forecasts.

The standard-direct cost method is part of thegomyeof methods of forecasting calculation
and efficient monitoring of the production procesghich allows the possibility to anticipate
production costs and to undertake the budget dootroosts by determining the deviations of actual
costs from pre-established costs, according tostyfedeviation and causes, during the development
of the production process.

Applying this calculation method is advantageousffitiently analysing production efficiency,
which ensures an important function of managemmertely that of forecasting instrument.

Taking into account the advantages and disadvasitafjleeach of the three versions of
organising the standard costs accounting, we censitht the version that best meets the needs of
industrial companies management, mainly of machirikling companies, is the standard-single cost
version, because it allows for:

v determining the deviations of actual costs frormdéad ones during the production process;

v’ establishing costs according to calculation itemd aauses, thus facilitating the budget
control of costs and an efficient decision makingcgss;

v’ efficient monitoring of deviations for each calculéion item, by means of a technical-
operational report, which should provide relevamfbimation related to the cost center,
causes and cost bearers involved,;

v' applying the method is not aimed at making accucateulations meant to set the cost of
products, it is actually aimed at boosting the rofeproduction costs in ensuring the
completion of the set targéts

v' providing information in real time necessary fordbating, assessing, coordinating and
controlling the company’s activity.
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