Budget
Budget is a blue Print of a plan expressed in quantitative terms.It is prepared for adefinite

period well in advance.A budget is the monetary and/or quantitative expression

ofbusinessplansandpoliciestobepursuedinthefuture periodoftime.

Budget,Budgeting&BudgetaryControl
Abudgetistheblueprintofaplanexpressedinquantitativeterms.Ontheotherhand,budgetingis a
techniqueforformulatingbudgets.
Budgetarycontrolreferstotheprinciples,proceduresandpracticesofachievinggivenobjectives
throughbudgets.
ObjectivesofBudgetaryControl
1. ToReduceWastages
2. Topredictthecapitalexpenditures
3. Toincreaseprofitability
4. Torecordtheactualperformance
5. Tocorrectdeviationsfromestablishedstandards.
StandardCosting
APredeterminedcostwhichiscalculatedfrommanagement’sstandardsofefficientoperationan
dtherelevantnecessaryexpenditure.
Characteristics
1. Flowofinformation
2. NoActualcosts
3. AppraisalofPerformance
4. Appropriate forrepetitiveactivities
Objectives
1. Cost Control
2. Developscostconsciousattitude
3. Fixationofprices
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FixingpricesandformulatingPolicies



5. Managementplanning

StepsofStandardCosting

Setting the standards

Comparison of Actual costs with standard costs

Analysis and reporting of variances

Investigation and taking appropriate action

ADVANTAGESOFSTANDARDCOSTING

1. Costcontrol:
Standardcostingisuniversallyrecognisedasapowerfulcostcontrolsystem.Controllingandreducin
gcostsbecomesa systematic practiceunderstandardcosting.

Eliminationofwastageandinefficiency:

Wastageandinefficiencyinallaspectsofthemanufacturingprocessarecurtailed,reducedand
eliminatedovera periodoftimeifstandardcostingisincontinuousoperation.

2. Norms:

Standardcostingprovidesthenormsandyardstickswithwhichtheactualperformancecanbemeasur
edandassessed.

3. Locatessourcesofinefficiency:

Itpinpointstheareaswhereoperationalinefficiencyexists. Italsomeasurestheextentofthe
inefficiency.

4. Fixingresponsibility:

Varianceanalysiscandeterminethepersonsresponsibleforeachvariance.Shiftingorevadingrespo
nsibilityisnoteasyunderthissystem.

5. Managementbyexception:

Theprincipleof* managementbyexceptioncanbeeasilyfollowedbecauseproblemareasare
highlightedby negativevariances.

6. Improvementinmethodsandoperations:

Standardsaresetonthebasisofsystematicstudyofthemethodsandoperations.Asaconsequence,cost

reductionispossible through improved methodsand operations.



7. Guidanceforproductionandpricingpolicies:

Standardsarevaluableguidestothemanagementintheformulationofpricingpoliciesandproductio

ndecisions.

8.

PlanningandBudgeting:

Budgetarycontrolisfarmoreeffectiveinconjunctionwithstandardcosting.Beingpredeterminedco

stsonscientificbasis, standardcostsarealsousefulinplanningtheoperations.

9.

Inventoryvaluation:

Valuationofstocksbecomesasimple processbyvaluingthematstandardcost.
LIMITATIONSOFSTANDARDCOSTING

1.

2
3
4.
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Itiscostly,asthesetting ofstandardsneedshightechnicalskill.
Keepingofup-to-datestandardisaproblem. Periodicrevisionofstandardisacostlything.
Inefficientstaffisincapableofoperatingthissystem.

Sinceitisdifficulttosetcorrectstandards, itisdifficulttoascertaincorrectvariance.

Industries, which are subject to frequent changes in technological process or the qualityof
material or the character of labour, need a constant revision of standard. But
revisionofstandardismoreexpensive.

Forsmallconcerns, standardcostingisexpensive.

StandardSetting

Normally setting up standards is based on the past experience.The total standards

costincludes direct material direct labor and overheads.Normally, all these are fixed to some

extent. Thestandardsshouldsetupinasystematicwayso that theyareused asatoolforcost control.

Processofsettingstandards

a.
b.

C.

Determinationofcostcentre
Currentstandards
Idealstandard
Basicstandard

Normalstandards



f.  Organizationforstandardcosting
g. Accountingsystem

h. Revisionofstandards

Variance
Variance is the difference between actual costs and standard costs during
an accountingperiod.It refers to variation of actual results with planned
results.Variance analysis is asystematic process which analyses and interprets the
variances. It refers to the break-down of
thetotalvariancesintodifferentcomponents.
AnalysisofVariance
“Theanalysisofvariancesarisinginastandardcostingsystemintotheir constituent

parts”

ClassificationandcomputationofVVariances
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