Chapter 24 - Standard Cost Systems


Our Comments on the “Your Turn” Cases
You as a Production Manager  A production line that has been operating at 100 percent capacity for several months is likely to have multiple problems. Maintenance of equipment becomes difficult when it is continually operating. Without maintenance, equipment failures become more common. It may be necessary to hire additional workers who are less experienced than the current employees. They require training and learning time to become as productive as the standard allows. Suppliers may have had difficulty providing enough raw materials to meet the demand, and they may have raised the price of their materials. Finally, general congestion-related costs will also increase. For example, more frequent movement of materials and inventory and more factory cleaning and associated general supplies will likely be needed. All of these types of costs were not incorporated in the initial standards because they were based on the plant operating at 80 percent capacity. Therefore, actual costs at 100 percent capacity will be much higher than the standard costs based on 80 percent capacity. 
In addition, ethical issues arise related to equipment and employees. Failing to properly maintain equipment because it is operating at 100 percent capacity can eventually destroy the equipment. Also, demanding that employees work overtime or work harder can create stress and safety hazards as well as increase employee turnover. An ethical trade-off between meeting short-run demand and maintaining the long-run health of the company can create difficult issues for managers.

You as a Plant Manager  The bonus is intended to motivate managers to make decisions that result in actual resource use and costs that are lower than the standard input quantities and costs. However, evaluating and motivating individual behaviors based on standard cost variances can discourage cooperation and lead to unethical behavior. The purchasing manager may fail to cooperate with the production manager in purchasing high-quality materials. The production manager may employ less skilled workers to save on input wages at the expense of low productivity and quality. Because production from a plant is a team-oriented activity (workers are dependent on each other to produce high-quality output), individual competitive rewards may be very costly and encourage employees to undermine each other’s efforts. Companies try to avoid these costs by measuring and rewarding employees for multiple variances at multiple levels in the company. Many companies use profit sharing at either the plant or firm level to encourage cooperation among workers.  
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