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Ideal standards  

 
These standards assume perfect operating conditions. As they assume no slippage whatsoever, they 

are impossible to achieve. 

 
Basic standards  
 
These are standards that are left unchanged over long periods of time. They are based on historic 

costs but are likely to be out of date. 

 
 

 
 
Ideal standards  

All variances are always likely to be adverse because any inefficiency will lead to the standard not 

being achieved. 

 

Whilst they can act as a motivating target to strive towards, any variances arising will be negative and 

potentially demotivating. No matter how efficiently employees work they are assessed against an 

impossible target. This could lead to employees ‘cutting corners’ to achieve the target (e.g. buying 

sub-standard chocolate to achieve the ideal standard ingredient costs). 

 

Basic standards  

All rate/price/cost variances are likely to be adverse because positive inflation of costs (e.g. wage 

rises) will lead to actual costs always being higher than standard. If the standards are perceived to be 

too difficult to achieve, staff could easily become demotivated. The staff may mistrust the budgeting 

system if it’s not perceived as fair. 

However, all efficiency/usage variances are likely to be favourable as for example, the investment in 

new manufacturing techniques may allow chocolate production to be more efficient over time.  

Employees could be motivated by positive performance against the standards, although may not be 

motivated if the standards are seen to be too easy and not a challenge. 

 
 
 
 
 
 
 
 
 
 
 

The notes below cover a range of possible points that you may include in your written response. 
These examples are not intended to be exhaustive and other valid comments may be relevant. 
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Ingredients 

 

Normal wastage should be incorporated into the material input standards. The 5% wastage of input 

appears to be reasonable and would increase the expected input quantities. Up to date ingredient 

costs should be used in the standard. 

 
Labour  

 

Learning effects will mean the attainable standard time to make the chocolates will be less than the 

basic standard; the improved machine efficiency should reduce standard time by 20%. Higher wage 

rates should be incorporated in the standard rate/hour to reflect wage inflation. 
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If the company were to produce total sales demand they would require 2,000 kg of material (which 
they don’t have). 
This makes maximum sales demand impossible to achieve. This means they need to make the best 
possible use of the scarce resource, in this case material. 
To do this we calculate the contribution per limiting factor and produce in order of the best return in 
terms of the limiting factor. 
If we do not do this and produce any other quantity we will have less contribution and therefore less 
profit.  
Optimum production gives a contribution of £2,540 (1,080+960+500) whereas producing X first would 
give a contribution of £2,440 or £2,240. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The notes below cover a range of possible points that you may include in your written response. 
These examples are not intended to be exhaustive and other valid comments may be relevant. 
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Lifecycle costing involves taking into account all costs across a product’s lifetime. Typically this is 
used for products having a short life and would involve research and development costs, fixed and 
variable manufacturing costs and decommissioning or end of life costs. 
 
All costs are compared with forecast revenue to arrive at a profit which is then compared to the 
required return to see if it is acceptable.  
 
In this case, the lifecycle costs would come to £285,000 (which is higher than the £270,000 needed to 
give the required return) or (which gives a profit of less than 25%). The product would be rejected. 
 

The notes below cover a range of possible points that you may include in your written response. 
These examples are not intended to be exhaustive and other valid comments may be relevant. 


