Key Terms Introduced or Emphasized in Chapter 23

fixed manufacturing cost  A manufacturing cost that, in the short‑run, does not vary in response to changes in the level of production.

labor efficiency variance  The portion of the total labor variance caused by a difference between the standard and actual number of labor hours to complete the task. Computed as Standard Hourly Rate  3 (Standard Hours  2 Actual Hours). Also called labor usage variance.

labor rate variance  The portion of the total labor variance caused by a difference between the standard hourly wage rate and the rate actually paid to workers. Usually stems from overtime or using workers at a different payscale than assumed in developing the standard cost. Computed as Actual Hours  3 (Standard Hourly Rate  2 Actual Hourly Rate).

materials price variance  The portion of the total materials variance caused by paying a different price to purchase materials than was assumed in the standard cost. Computed as Actual Quantity  3 (Standard Unit Price  2 Actual Unit Price).

materials quantity variance  The portion of the total materials variance caused by using more or less material in the production process than is called for in the standards. Computed as Standard Unit Price  3 (Standard Quantity  2 Actual Quantity).

spending variance  The portion of the total overhead variance caused by incurring more overhead costs than are allowed for the actual level of activity achieved.

standard cost  The budgeted cost that should be incurred under normal, efficient conditions.

standard cost system  A system that accumulates product, service, or process costs using standard input prices and quantities.

variable manufacturing cost  A manufacturing cost that varies in approximate proportion to the number of units produced.

variance   A difference between the actual level of cost incurred and the standard (budgeted) level for the cost. The total cost variance may be subdivided into separate cost variances indicating the amount of variance attributable to specific causal factors.

volume variance  The portion of the total overhead variance that results from a difference between the actual level of production and the “normal” level assumed in computing the standard unit cost. In effect, the volume variance is a misallocation of fixed overhead costs and often is not relevant in evaluating performance.

