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Abstract. This article briefly describes the premises for the application of the standard
direct cost calculation method in industry, the standard single cost calculation method, the stages
of standard cost calculation per product and the calculation methods of standards per product.
It also briefly underlines the possibilities of cost calculation and monitoring of
deviation of the costs of raw materials and other materials as compared to the pre-established
standard costs.
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The standard, the reference standard measuring production efficiency in certain
given conditions, expresses amounts or values scientifically established, both based on
the data gathered previously, and on forecast elements correlated with the conditions in
which the activity of the enterprise is estimated to develop in the future. Therefore, their
main function targets a future activity; that is why standards are used as a means of
measurement, control and management of a certain activity.
Deviations are central to the general outlook on management accounting and on cost
calculation based on standard costs usage. They are indicative of the degree of organisation
of the activity, of the observance of technological discipline, of the compliance or noncompliance of the planned level with the production, supply and sale processes. That is
why, when making decisions regarding the management of machine-building companies, it
is necessary to be aware of all these deviations, and this should be a starting point in
immediately informing decision makers within the respective companies on the
irregularities occurring in the production process. (Chart 1).
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Chart 1. Premises for the application of the standard-cost method in industry
Rational organisation of the primary
documents flow as primary information
bearers regarding production costs and output

Adequate organization of preventive and
current control of production costs

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

Chart 2
Rational organisation of the primary documents flow as primary information bearers regarding
production costs and output

Creating a system of primary documents that should indicate production expenses broken down into:

Cost center

Final calculation object

Adequate organisation of preventive and current control of production costs
Establishing and identifying deviations of
actual expenses from standard ones, from the
moment they were incurred

Identifying actual expenses
deviations from standard
expenses

Preventive control undertaken before
engaging production expenses
Undertaking actual, efficient control while
engaging production expenses

Analysing actual expenses
deviations from preestablished ones, according to
expenses centers

Undertaking subsequent control based on
actual data regarding production costs
Doing away with the negative effects caused by the identified deviations as well as with the causes that generated them

Methodological stages in applying the standard-cost method
Calculation of standard costs per product
Calculation, monitoring, analysis and reporting of actual costs deviations from standard ones
Monitoring production costs according to the requirements of the standard-cost method

Organisation of management accounting while applying the standard-cost method, the standard-single cost version
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Calculating direct production expenses in a company requires knowledge of the
technological process as well as of the production schedule, as a quantitative forecast
aimed at determining physical production which must be obtained in order to reach the
turnover provided in the sales budget, for a one-year period of time.
The next stage after designing the production schedule is assessing it. Assessment
consists of standardising the expenses for producing a certain output and distributing
them to expenses centers - the main production units, auxiliary units and service units for certain accounting periods (quarters, months).

Chart 3. Stages in standard cost calculation per product
Stages in standard cost calculation per product

Forecasting
Activity
Establishing the technological proccess
Establishing the production schedule
Assessing the production programme
Standardization of production expenses
Alloting expenses by:
Expenses Centres

Determins for each center the level of activity
necessary for establishing the standards for direct
expenses

Accounting
Period

Checks on the time correlation of production with
sales

Direct production expenses include:
• consumption of raw materials and direct material;
• consumption of semi-finished products from own production;
• direct salaries and related social security and welfare contributions.
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These calculation items account for almost 65% of the cost structure.
Direct expenses are calculated by applying the method of balancing
quantities/amounts against prices or tariffs; we multiply consumption or time norms and
standards with supply prices, with standard or standardised wage rates respectively and
the amount of production scheduled to be produced in the respective unit.1
According to the concept of the standard-cost method, namely the standard single
cost version, unitary production costs should be calculated in advance, and to this end,
pre-established amounts will be used. Expenses are efficiently monitored during the
production process, so as to be able, by comparison with standard costs, to establish the
deviations according to cost centers and causes; in this way the budget control of costs
will be possible2.
The standard-cost method is part of the category of methods of estimated calculation
and efficient monitoring of the production process, which allows the possibility to
anticipate production costs before the start of the production process and before the budget
control of costs; this can be done by determining the deviation of actual costs from preestablished costs, according to types of deviation and causes, while the production process
is under way. In this way, the standard-cost method offers undeniable advantages in terms
of studying and analysing production efficiency; it can thus have an important role in the
company management, namely it could be an investigation and forecasting instrument, a
strong and efficient tool that supports the decision-making process.
The basic concept of the standard-cost method refers to the non-calculation of
actual cost, given that the standard cost is considered a scientific and, at the same time, a
real cost; therefore, any deviations of actual costs from the standard costs are considered
deviations from normal, and this is mirrored by the financial results. Also the possibility
of calculating the actual costs of the production obtained is not ruled out. This
calculation is made by adding or subtracting from the standard cost, as the case may be,
the deviations taken over from management accounting3, which will be monitored not
only according to cost centers and causes but also according to products. The calculation
model is as follows:

Cue =
1

Ct s ± A
Q

(1)

C. Şendroiu, Doctoral Thesis, Faculty of Economic Studies, Bucharest, 2005.
Oprea Călin, Gheorghe Cârstea: Management Accounting and Cost Calculation, AtlasPress Publishing
House, 2003.
3
Regulations for the application of Accounting Law no. 82/1991 with subsequent modifications and
amendments.
2
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where:
Cue – is the actual unitary cost;
Cts – the total standard cost;
A - deviations;
Q – production output obtained.
The main steps entailed by the application of the standard-cost method consist of
making the standard calculations per product; calculation, monitoring, analysing and
reporting the deviations of actual costs from standard costs with a view to undertaking
budget control; organising management accounting in accordance with the application of
the standard-cost method 1 .
Chart 4. Stages necessary for the standard calculation per product
Stages necessary for standard calculation per product






Establishing quantitative standards for
materials;
Establishing quantitative standards for
manual work;
Establishing value standards related to
supply prices;
Establishing standard wage rates;

Establishing the standards for direct expenses




Drafting the budget for the unit’s
indirect production expenses or
overheads;
Drafting the budget for general
company management expenses;

Establishing the standards for indirect
expenses -overheads

Making calculations regarding the standard unitary cost
per product or the unitary cost budget in the structure
of calculation items specific to the respective company

MAKING STANDARD CALCULATIONS PER PRODUCT
1

Oprea Călin, Gheorghe Cârstea: Management Accounting and Cost Calculation, Tribuna Economică
Publishing House, 2008.
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Establishing the standards regarding production costs requires establishing the
types and volume of standard production which should lead to an optimal utilisation of
production capacity in machine-building companies.
The calculation, monitoring, analysis and reporting of actual cost deviations from
standard ones are made in an efficient way (daily, weekly, every ten days, etc.) according
to cost centers, calculation items and causes (and even according to products or their
component parts, if the case may be), with a view to undertaking the cost budget control
and adopting the decisions related to the value management of the production process.
To this end, reports on deviations are being drafted within the abovementioned
structure, and following data centralisation, a report on deviations at the level of the
company is obtained.
Advantages of applying the standard-cost method:


the unitary standard cost determined in advance is considered a real cost and
consequently there is no need to calculate the actual cost of the finished
production and of the unfinished production at the end of each accounting
period, and deviations are considered deviations from normal and are directly
reflected by the company’s financial results, hence the advantage of
rationalising the calculation work;



finished and unfinished production can be discounted from the standard cost
without eliminating the possibility of calculating actual unitary costs at certain
intervals, by distributing deviations to the finished and still unfinished
production according to certain conventional criteria;



uses the classification of production expenses into variable and fixed expenses
(allows the analysis of costs in proportion with the volume of production and
the calculation of some indicators specific to the direct-cost calculation
method).

Efficient comparisons between actual expenses and pre-established ones, taken as a
reference point, are the main characteristic of the standard-cost method (see Chart 4).
By applying the standard-cost method, the standard single cost version, the
practical value of the accounting information will increase and the organisation of the
economic activity will be implicitly improved. Hence the conclusion that the principle
of the objective/target-based management method can also be used in calculating
pre-established values such as standard costs. The main purpose of such a calculation
is to efficiently provide the information necessary for budgeting, assessing, co-ordinating
and controlling the company’s activity.
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Chart 5. Advantages of applying the standard cost method
ADVANTAGES OF THE STANDARD-COST METHOD
The unitary standard cost estimated
in advance is the real one

Discounting of finished and still
unfinished production

Uses classification of production
expenses into variable and fixed

MAKING DECISIONS
REGARDING
Identification of balance point
Identification of optimal activity
point

THE EFFICIENT CONTROL
OF
Consumption of material
resources
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 level of machine-building companies,
a useful management tool, as its main mission is no longer about determining the
production cost alone; it also provides information necessary for controlling various
sectors of activity. In this way, management accounting may monitor and check on
compliance with budget provisions and may provide efficient information on the level of
production expenses.
Production costs can be monitored through the accounting system, using the
standard-cost method; one of the following versions can be used: standard-partial cost,
standard-single cost and standard-double cost.

Object and unit of calculation
At present, production cost is calculated as a ratio of two quantifiable values:
production expenses expressed as a value and the production output obtained in the interval to
which the expenses incurred refer, expressed through a certain measurement unit (Chart 6).
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Chart 6. Manner of calculating production cost.

Cost calculation

Production expenses
Production Cost

Object of calculation
Production output
Calculation unit

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

Chart 7. Object of calculation
Finished production

whole production at company level
Unfinished 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
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Cost bearers as calculation objects, in the companies operating in the machinebuilding industry, can be either intermediate or final, with the following specification:
• intermediate cost bearers are specific only to certain calculation methods and
refer, for instance, to the operation time of a machine, to a concrete activity
undertaken as part of the production process, to a cost center or may simply
have a conventional nature;
• final cost bearers are related to production as a whole, to the production type,
the manufacturing technology, the way production is organised etc.
It’s worth mentioning that at 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 quality of products or their type, if the
products that are being manufactured come in various qualities and types.

Chart 8. Activities that determine the object of calculation
nature of domain of activity
object of activity of company
determine

the object of calculation

technological specificity
production organisation

In calculating the unitary cost of production, after collecting production expenses
on the final bearers, seen as calculation objects, an important role is held by the
calculation unit (a homogeneous measurement unit which expresses the amount of
production that represents the object of calculation) in which the respective production
can be expressed and which is an object of calculation. Both natural and conventional
measurement units can serve as calculation units. It’s worth mentioning that at the level
of the same machine-building company one or more measurement units can be used as
calculation units, depending on the variety of manufactured products, but using the same
calculation unit for homogeneous products1.

1
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When production homogeneity cannot be achieved, which should allow for the
possibility to measure it based on the conventional measurement units, due to diversification
according to kinds, types, sizes, quality, etc., or when production cost should be calculated at
certain levels, or at the level of the entire company, in the absence of natural homogeneity, a
conventional, calculation-wise homogeneity will be created for the sake of calculation, which
will be used to measure the respective production in adequate measurement units, known as
calculation units of conventional nature. In the case of machine-building companies,
examples of such units are the following: natural measurement units of a certain product seen
in relation with an essential qualitative or functional characteristic of the product, for instance,
a ton of finished product of a certain concentration of useful substance, ton/axle; value units,
such as expenses for a 10 lei turnover; various equivalence figures obtained following
calculation based on elements whose size can be determined, which are common to all
products and which express quantitative relations (quantity of raw material consumed,
number of machine operation hours, etc.), value or price relations that exist between products
and which make them equal in terms of calculation.
In conclusion, the machine building companies use:
• physical and natural calculation units, such as, order, piece, etc.;
• conventional calculation units, such as “expenses for a 100 lei turnover”.

Methods of cost calculation in industry – Short
comparative analysis
When establishing the object and unit of calculation to be used in a machinebuilding company one should also establish the methods that can be used to collect
production expenses according to types, categories and cost centers and to distribute them
on the final cost bearers (finished products, works, services, etc.) obtained from the
respective cost centers, as well as the methods for unitary cost calculation.
These interdependent procedures used in management accounting for collecting
production expenses on cost bearers and on cost centers, depending on the possibilities of
identifying them the moment they are made, and of distributing them on cost centers and
on final cost bearers, as well as of calculating the unitary cost of products, works and
services resulted from the production process, are included in various calculation systems
which, if taken separately, make up the cost calculation method1.

1

Oprea Călin, Gheorghe Cârstea: Management Accounting and Cost Calculation, Tribuna Economică
Publishing House, 2008.
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In the methods used at present in the machine-building industry, namely the
method on orders and the global method, cost calculation represents the economic model
which mirrors, in terms of values, the company’s production process. The role of cost
calculation is to faithfully reflect the company’s production process from the point of
view of value, therefore the model of production cost calculation, irrespective of the
calculation method applied, should be designed in such a way to reflect the production
process within the circuit of values, while taking into account the time factor and the need
for information.
The calculation method is applied in the companies with individual or serial
production where the organisation of production is made by orders, as is the case of
companies operating in the machine-building industry.

Chart 9. Method on orders- organisation

Individual production

Serial production

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 serial production. In this case an order
may include various parts that can be assembled (parts) in a finished product. These
particular aspects imposed by the object of calculation determine the application of the
method on orders, either in the “without semi-finished products” version or in the “with
semi-finished products” version.
Within those companies where production is organised in the “with semi-finished
products” version and where this version is applied in cost calculation, the model of the
unitary cost calculation is as follows:

Cu =

k

n

m

p =1

x =1

y =1

∑ Cu p ∗ q + ∑ Chda x + ∑ Chi
Q

(2)
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where:
Cup - unitary cost of a component part (part, semi-finished product etc.) p = 1 la k;
q – consumption of parts;
Chda – direct assembling expenses;
Chia - indirect assembling expenses.

Chart 10. Influence of the technological process on the calculation methods
Particular aspects
Technological process

Calculation method

Final bearer is the product
Order is used to monitor and register
costs

Determining and assessing
unfinished production

Particular aspects determined by the technological process on the calcualtion method

The calculation method on orders involves establishing two types of calculations
necessary to determine production cost:
• ante-calculations;
• calculations related to actual costs;
Orders are launched in the manufacturing process within the machine-building
companies for amounts/ quantities that are manufactured during an accounting period of
one month. Therefore cost calculation is periodical.
If products or semi-finished products, parts, aggregates and ensembles that are
included in an order are delivered by batches, part of them in stock or to the customer,
before the whole number of products ordered is manufactured, they will be assessed
either at a pre-established cost or at the actual cost of similar products manufactured in
the previous accounting period.
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The global method of management accounting and cost calculation is
applicable only within machine building companies that focus their production on one
single type of product; their production is called homogeneous production.
Within the machine-building companies, this method can be applied in the
auxiliary sections or workshops which have a homogeneous production, in the sense that
one and the same product is the constant output of the production process taking place in
these sections and which have an independent organisation.
This leads us to the conclusion that all production expenses are identified on the
product resulting from the manufacturing process and therefore they are direct expenses.
Total or integral costs represent the concept underlying the global method of cost
calculation, and the calculation object or the cost bearer is the finished product as a
concrete material result of the manufacturing process.
The concept underlying this method is the following:


all production expenses are collected on one single cost center;



at the end of the accounting period, in order to calculate the unitary cost, the
simple division procedure will be applied, making a ratio of the total expenses
collected and the production output obtained.

The model for calculating the actual unitary cost is:
n

Cu =

∑ Chi

i =1

Q

(3)

In which:
Cu – is the unitary cost;
Chi – production expenses according to calculation items “i” (i = 1 to n);
Q – production output obtained.

Calculation of standard costs for materials
In order to improve the calculation of expenses for raw materials and direct
materials, in the context of applying the standard-cost method in the machine-building
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companies, one needs to calculate, ahead of the start of products manufacturing, the
level of these expenses necessary for obtaining the scheduled production.
The calculation item “Raw materials and direct material ” includes the costs of
raw materials and direct materials used in the product manufacturing, taken over from the
“table of product components”.
„Raw materials and direct materials " general calculation model:
n

Chmi = ∑ Csij Psj ∗ Q f
j =1

(4)

where:
Chm – represents expenses on raw materials and direct materials;
Cs – standard consumption;
Ps – the standard supply price;
i – the product;
j – the kind of raw material or direct material;
Qf – the scheduled production output to be manufactured in the respective cost
center.
Material standards are calculated for each kind of material scheduled to be used in
the respective product manufacturing, based on specific consumptions provided for in the
technological charts of each product.
Input information comes mainly from the system of drawing up production
schedules related to the programmed amounts, the starting and completion terms, etc. and
from the technical training activity, related to the characteristics of raw materials and the
specific consumptions, being used in drawing up, according to order and cost center,
the schedules of materials in which you register/enter all bills of materials, indicating for
identification purposes: the number of the bill; the quality of material; the quantity of
material; the code of the part or order for which the material is needed; the total value of
the bill. Finally the values of the bills are added up in order to determine the value of the
schedule of materials. With a view to facilitating the cost calculation process, the
established quantitative standards are entered on the „list of quantitative standards”
(table 1).
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Table 1
List of quantitative standards related to product manufacturing
No.
1
2
3
4

Raw materials and direct materials
Bolt 3mm
Valve 10
Rubber rollers
Nuts

u.m.
piece
piece
piece
piece

Quantitative standard
31
1
10
100

In order to establish the standard costs for raw materials and materials, the
standard quantities are balanced against the standard supply prices.
The standard supply prices are established by using the historical-statistical method
in one of the following versions:
 version of average prices of a period of 5-10 years;
 trend version which takes into account the trend followed by prices in the period
of time under consideration;
We suggest that prices established as standard prices should be registered
according to the model “price list” (see table 2).
Table 2
List of standard prices
No.
1
2
3
4

Raw materials and direct materials
Bolt 3mm
Valve 10
Rubber rollers
Nuts

u.m.
piece
piece
piece
piece

Standard unitary price (lei)
42
500
3
2

In order to exemplify the calculation of standard costs for raw materials and direct
materials, we take a certain product „X” of the company, as follows:
Table 3
Costs sheet for raw materials and direct materials per product “X”
No.

Raw materials and direct materials

Qualitative
standard

1
2
3
4

Bolt 3 mm
Valve 10
Rubber rollers
Nuts

3
1
10
100

Standard
unit price
(lei)
42.00
5.00
3.00
2.00

Value
standard
(lei)
126.00
5.00
30.00
200.00

These results will be transcribed in the standard cost sheet of product “X”.
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Calculation of standard costs for manual work
Expenses on direct salaries and implicitly the social security and welfare
contribution related to salaries account for almost 35% of the production cost structure.
The standard cost for manual work is determined by multiplying the standard time
by the standard wage rate.
The standard time, expressed in minutes or hours, is provided for in the
technological charts for product manufacturing. Establishing time standards for the
companies operating in the machine-building industry is based on the analysis of the
technological operations chain, of workers qualification and the calculation of theoretical
time for each operation. When determining the standard time, one should also take into
account, besides the theoretical hours necessary for the execution of each operation, the
time of putting into service, distributed for each of the units making up the order, as well
as the break time needed after a period of physical effort.
Standard wage rates are established based on the standard qualification of workers
and on the data related to paid salaries (including social security contributions).
Standard expenses for manual work are determined, for product “X” in the manner
showed in (table 4), with one mention: the data provided for calculating standard manual
work by operations will be transcribed in the standard cost sheet of product “X”.
Table 4
Standardisation of expenses on manual work for product “X”
No.

Name of operation

Standard time (hours in
the decimal system)

Unit wage rate
(lei)

1
2

Operation 1
Operation 2

0.24
2.56

1.32
30.50

Standard
manual
work (lei)
0.3168
78.08

Indirect expenses are those expenses necessary for the organisation and
development of the production process in the company’s main sections.
These expenses are mainly determined, on the one hand by the activity of
equipment maintenance and operation, and on the other hand, by the activity of
organising and managing the production process in the main sections; these indirect
expenses include several items of simple expenses which are different in nature and have
a different economic destination.
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Within the machine-building companies, the apportionment of indirect production
expenses to the cost of manufactured products is done by using methods that are based on
various conventional apportionment keys or criteria. When choosing one of these
methods it is important to take into account the fact there should be a causality
relationship between the indirect expenses to be apportioned and the apportionment base
or criterion.
The apportionment of indirect expenses is critical not only for the calculation of
unitary price but also for the calculation of other efficiency indicators of the company
such as profit and rate of return, especially in the case of those companies where indirect
expenses account for a significant percentage of the cost of products. Therefore it is
necessary to find the most adequate criteria of apportioning indirect expenses which
should express, as realistically as possible, the causality relationship with them.
In the case of machine-building companies, for the apportioning of indirect
expenses to the cost of orders and products respectively, we use, at present, the
supplementing procedure in its classical form, with its single or global coefficient
version, and we use as apportionment base the direct salaries plus the social security and
welfare contributions related to them.
At present, in the machine-building companies, indirect production expenses are
made using the classical form of the supplementing procedure, the single coefficient
version; the apportionment base used is the total direct standard expenses (direct
materials plus direct manual work) incurred at the level of the section.1
Total standard overheads
K = ---------------------------------------------------------------------Direct standard expenses

(5)

Expenses on equipment maintenance and operation, actual consumption of
electricity, fuels and water account for an important percentage in the indirect production
expenses; they are complex and therefore we suggest that they should be registered in the
financial accounting books and reflected in the company’s management with a view to
supporting the decisions made to boost production at the level of cost centers.
This actual registration is allowed due to technological progress which meets the
needs for metering and measuring, in real time, by pre-established sections, the
consumptions for definite periods of time (for instance one hour, one day or one month).

1

C. Şendroiu, Doctoral Thesis, Faculty of Economic Studies, Bucharest, 2005.
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We therefore consider it useful to establish the number of measurement devices
needed and install them (electric power meter, water meter or gas meter), which will
allow the registration of the consumption levels/ values in the respective center.
The operations of metering electricity, fuels and water consumption will be
accompanied by a primary bookkeeping, broken down by cost centers, of the expenses for
equipment maintenance and operation.
Given our proposals, we suggest the following graphic representation of the
method of indirect expenses calculation and monitoring.

Chart 11. Calculation of indirect expenses
General expenses of the section
Calculation of indirect
expenses

Expenses on equipment maintenance and repair
Expenses on actual consumption of electricity,
fuels and water

We suggest that the apportionment of indirect expenses by cost centers should be
made based on the following algorithm:
Chart 12. Total indirect expenses per cost center
Cost Center

General expenses of the section – value calculated based
on a distribution coefficient

Expenses on equipment maintenance and repair– value
provided based on the data gathered in financial
accounting
Expenses on actual consumption of electricity, fuels and
water – value provided based on metering and
registering the data in the financial accounting books

Total indirect
expenses
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General management expenses are generated by the activity of administering and
managing the patrimonial unit as a whole.
The apportionment coefficient of general management expenses in proportion with
the value of global production, shall be calculated as follows:

K CGA =

∑ CGA
n

× 100

(6)

∑ bri

i =1

KCGA – is the coefficient (the standardised value or the standard) of general
management expenses);
CGA – total general management expenses;
bri – the apportionment base corresponding to a section (value of production);
n – number of sections or products.
We suggest bringing under one heading, namely overheads, the indirect expenses,
the general management expenses and the expenses generated by the marketing/sale of
products.
The standard cost sheet presents the standard cost for each finished product unit in
the three-calculation-item structure used in the standard-cost method.
The standard cost sheet includes data taken over from the list of quantitative
standards, the price lists, the time standards and the list of wage rates broken down by
operations. It also includes, as shown before, the overheads quota.
Possibilities related to the calculation, monitoring, analysis and reporting of
deviations from standard costs
Standard Costs for materials - calculation, monitoring, analysis and reporting of
deviations from standards
Deviations should be established in an efficient manner during the development of
the production process, according to types, cost centers and causes that generated them.
Deviations from standard expenses for raw materials and direct materials shall be
monitored both physically and in terms of value.
Chart 13. Total deviations from standard expenses
Deviations from standard
expenses on raw materials and
materials

Deviations from standard consumption expenses
Deviations from standard supply prices
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The deviations from standard consumption (quantity deviations) for raw
materials and direct materials may be determined at the level of each section or order, or
according to the kinds of raw materials and direct materials.
At present, within the machine-building companies, quantity deviations are
determined by using several procedures.
► Procedure of materials delivery and return documentation. In this case,
supplementary consumptions and returned products mentioned in documents are
centralised based on primary documents.
The value of deviations from standard consumption (ACM) is determined after the
centralisation of quantities in one single operation:

ACM = ∆ CM × PS

(7)

where:
∆CM – quantitative deviation from standard consumption of materials;
PS – standard supply price.
We suggest that raw materials and direct materials consumption within the
machine-building companies should be verified efficiently by means of consumption
norms, which are limited to the quantitative aspect; this is done for statistical reporting
and may lead, following the briefing of the company’s decision makers, to the delivery of
correct information on quantity deviations.
► Procedure of dividing the necessary quantities before the materials are
delivered for consumption- is used in those cases when raw materials are processed in
batches, and the technological process requires the division or tailoring/cutting of
materials by sizes. This procedure can be applied mainly in the mechanical working
sections and the sheet metal cutting press sections, which are very important sections
within a machine-building company. By comparing actual consumption with standard
consumption, one can determine the deviations from standard consumption for each batch
of products, assembly marks or parts.
In this case consumption deviation is determined as follows:

ACM = (C E − C S )× Q × PS
where:
CS – standard quantitative consumption per product;
CE – actual quantitative consumption per product;

(8)
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Q – quantity of manufactured products;
PS – standard unitary price of material.
► In order to determine quantity deviations one can also use, as a procedure, the
stock-taking of materials that were not consumed at the work place. Therefore actual
consumption is established, which is then compared with standard consumptions. Stocktaking my be done daily or at other intervals, on the condition that the stock-taking
operation does not obstruct the production process.
The second type of deviation from standard expenses for raw materials and direct
materials is the deviation from the price difference for materials.
Chart 14. Total deviations from standard price

Deviations from price difference for
materials

In stock – „supplied”
Out of stock – „consumed”

Experts recommend that machine building companies should use the second
procedure, of the materials ‘out of stock’, ‘consumed’, given that materials are
registered in the accounting books with the actual supply price. Deviations from price
differences (∆PM) are calculated, in this case, as follows:

∆ PM = (PE − PS ) × C E × Q

(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 be made both during the production
process and at the end of the accounting period when one can check on compliance with
the production costs budget.
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When determining the deviations resulted during the production process, the
analysis is meant to identify the causes that determined the respective deviations so that,
in relation to these causes, the management of the company should be able to adopt a
number of decisions aimed at correcting the ones made previously.
When determining the deviations based on subsequent control, the analysis is
needed for establishing and adopting future decisions based 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.

1
2
3

Name of
material

U.M.

Bolt 3
mm.
Valve 10
Rubber
rollers

piece
piece
piece

Quantities
Actual
Standard

Unit supply price
Actual
Standard

Value of materials
Actual
Standard

Total

-48.00

30

31

45.00

42.00

1350.00

1302.00

1

1

600.00

500.00

600.00

500.00

4

3

12.00

10.00

48.00

30.00

Deviations
From
From
consumpprice
tion
difference
-42.00

-

100

-

100

18.00

10.00

REPORT ON THE DEVIATIONS FROM STANDARD
COSTS FOR MATERIALS 01 – 31 OCTOBER 2007
Nr.
crt.

Order
name

1
2

C1
C2
TOTAL

Value of materials
Actual
Standard
310780494
6689492.5
317469986.5

Total

158076.3847
6678379.78
6836456.1647

31615276.94
11112.72
31626389.66

Deviations
From
consumption
9895.56
9809.2825
19704.8425

From price
difference
6261.3
1304.4375
7565.7375

REPORT ON THE DEVIATIONS FROM STANDARD
COSTS FOR MATERIALS 01 – 31 OCTOBER 2007
No.

1
2

Section

Section 1
Section 2
TOTAL

Value of materials
Actual
Standard
42547768.95
66989556.81
90861692.26

42365250.23
66852667.77
89136890.35

Total
182518.7208
136889.0406
1724801.912

Deviations
From
consumption
165052.3027
123789.227
1559744.26

From price
difference
17466.41813
13099.81359
165057.6513

Conclusions
The efficient organisation of an economic activity requires the improvement of the economic
activity management methods, which also entails a reconsideration of the methods of management
accounting and cost calculation, which should be able to provide information in line with the
requirements of an efficient management of production against the backdrop of the market economy.
The current cost calculation methods used in industry, namely the global method and the
method on orders, by means of which a historic cost is determined, which is used for the settling and
subsequent justification of production expenses, do not provide the managerial team with the full
amount of information needed.
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An efficient management, in terms of the value of the production process and economic growth,
can be assured by the standard-direct cost method, which provides information regarding production
costs, and this makes the management process efficient, functional and able to produce forecasts.
The standard-direct cost method is part of the category of methods of forecasting calculation
and efficient monitoring of the production process, which allows the possibility to anticipate
production costs and to undertake the budget control of costs by determining the deviations of actual
costs from pre-established costs, according to types of deviation and causes, during the development
of the production process.
Applying this calculation method is advantageous in efficiently analysing production efficiency,
which ensures an important function of management, namely that of forecasting instrument.
Taking into account the advantages and disadvantages of each of the three versions of
organising the standard costs accounting, we consider that the version that best meets the needs of
industrial companies management, mainly of machine-building companies, is the standard-single cost
version, because it allows for:
 determining the deviations of actual costs from standard ones during the production process;
 establishing costs according to calculation items and causes, thus facilitating the budget
control of costs and an efficient decision making process;
 efficient monitoring of deviations for each calculation item, by means of a technicaloperational report, which should provide relevant information related to the cost center,
causes and cost bearers involved;
 applying the method is not aimed at making accurate calculations meant to set the cost of
products, it is actually aimed at boosting the role of production costs in ensuring the
completion of the set targets8;
 providing information in real time necessary for budgeting, assessing, coordinating and
controlling the company’s activity.
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