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This study is about standard coéting. An
important goal of cost accounting is cost control.
Without cost control, waste, efrors, and inefficiencies
may result which dissipate the company's potential
met earnings. This also means waste and loss of our

scarce natural resources, which is undesirable.

An essential requisite of effective cost control
is a norm against which management cén measure the
results of actual operations. Where little or nothing
exists By way of standards of reference, the prompt
pinpointing of variations in performance by reason or
source becomes almost impossible. 'This is the major
limitation of historical cost accounting; and standard
costs have been developed to overcome this limitation.
It is much morec imporfant to know what a product should
cost and the excesses over this cost than what it has
cost. Variances between standard costs and actual
costs are analyzed as to cause in order that future
'operations might approach or meet the standar 83
A standard costing system has as itsg object to ensure
that steps will be taken to eliminate the faults and

wastes, and increase efficiency in performance.
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The indispensability of standard costing for
rigorous cost control has long been recognized in
developed economies. In the researcher's opinion,

; the need for the adoption of this technique in

_'less developed countries, where theré is an even
greater scarcity of resources; is even more. No
study has been conducted in Kenya on the use of
standard costing and, therefore, little is known

about whether or not this useful technique is used.

The purpose of this study was to examine the
extent to which standard costing is used in Kenya.
The extent here was measured in two ways: First.
in terms of the numbers of firms that use against
those that do not use the technique. Secondly,
specific critical areés in standard costing were
selected for study in determining how far the
technique had been adopted by those companies that

use the technique in Kenya.

One major hypothesis and two corollary hypotheses
were investigated. The main hypothesis was that:

standard costing is not used to a great extent in Kenya.
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Corollary hypotheses were that:
(i) where it is used, the gap between theory
and practice will be wider than in

developed countries.

(ii) the use of standard costs is not

extended to inventory valuation.

In the researcher's view, lack of stiff competition,
lack of expertise, and lack of funds justified the

hypothesis and its corollary hypotheses.

The study was based on those manufacturing
companies located in Nairobi, Mombasa, Eldoret,'énd
Thika, and employing 100 or more people. For the
first part of the study, mainly letters and, to some
extent: telephone and personal contact were uscd to
collect the data. The second part employed the

questionnaire mainly and some personal interviews.

The main hypothesis and its corollaries were
upheld. The evidence also supported the justifications.
However, lack of funds was conditionally upheld.

The principal conclusions from this study may therefore

be stated as followvus:



w

AX1TY)

That 1lack of competition, and lack
of expertise provide some'oxplanation
as to why standard costing is not used

to a great extent in Kenya.

That the use of standard costing 18
an increasing funétion of economic
advancement. With the growth of the
industrial sector, tighter business
con@itions, and higher educational
standards, more and more manufacturing

firms will use the technique.

That the adoption of standard costs

is necessary for rigorous cost control
and the efficient allocation of (scarce)
resources. It is necessary, therefore,
that a conscious effort is made to

expedite the-adoption of standard costing.
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CHAPTER 1

INTRODUCTION

Many definitions of "Standard costs" are
possible, but one which has found general
acceptance is that;

"Standard costs are pre-determined, or

'~ =~-forecasted estimates of cost to

" manufacture a single unit, or a

number of units, of a product,
duriné a specific immediate future

period"l

Their intensive use started in American industry
as far back as shortly after World War I, when the
absence of government supported demand\precipitated

r

a slump in business activity.

1

Owler; L.W.J., and Brown, J. L., WHELDON'S COST
ACCOUNTING AND COSTING METHODS, 13th ed., (LONDON:
MACDONALD & EVANS LTD., 1971) pg. 540.

STEPHEN A. ZEFF, STANDARD COSTS IN FINANCIAL STATE-
MENTS - THEORY AND PRACTICE, in H.R. ANTON & P.A.
FIRMIN'S CONTEMPORARY ISSUES IR COST ACCOUNTING,
2nd ED (HOUGHTON MIFFLIN COMPANY, 1972) pp.

348 -~ 58.



Businesses had to tighten gnalr coat belts dn order.to
survive. Due to the Industrial Revolution, businesses
have grown from one-man shows and continue to grow to
senormous sizes and with them grows cbmpetition. Thé
need for even tighter cost control grows further. Hence

the need for use of standard costs has been perpetuated.

2 R BT T e , soevce i Uy

Cost control is probably the most important aim of
any costing system, and standard costing bives due
recoénition to this fact. An essential requisite of
effective cost control is‘some norm against which
management can measure the results of actual operations.
Standard costs are this nbfm. The model for planning
and control used in standard costing compares actual
énd expected results, significant deviationé giving rise
to action either by the responsible manager or his
supervisors - in order that future operations might
approach or meet the standards. It is the main purpose
of a standard cost system to establish an adequate

yardstick against which to measure costs and facilitate

* their control, to stimulate the "cost consciousness of

all executives and to encourage individual action to

. it
reduce costs and increase output.3

3 - This view is shared by, among the many others,
ORGANIZATION FOR EUROPEAR ECONOMIC CORPORATION

. 11 N,
"COET ACCOUNTING AND PRODUCTIVITY" (PARIS,19%2)p.5)



— e

. e —————— - ——

several other advantages have been learned by cost
accountants. Apart from allowing management to plén

production, control costs, and determine sales prices,

EERay 81s0; .- ;.
- rpeduce book-keeping costs (clerical labour,
and cost). 'Entries can be made without
P recomputing costs.
— since the price and efficiency variances
_serve as a measure of departmental and

.;individual performance greater effective-

ness in responsibility accounting is created.

It is for these reasons that Standard costiﬁg has become
so generally accepted as a useful accounting technique
in industry. A full derivation of these benefits
depends much on a careful establishment and operation
of the standards. 1In turn, this is contingent upon the
existence of a motivation to go to those pains and the
availability of funds to finance, and expertise/skilled

manpover to maintain the system.

A pertinent question to ask at this juncture is

whether these conditions and resonrces are available at

the disposal of our fi n K¢ : and therefore, whether

T Te | ~ ] . . : & 4 \ = ol : ’
standay COS | 18 & ant S wvatages derive



1.2 OBJECTIVE OF THE STUDY

The basic premise of this study is that

standard costing is primarily a practical and

useful tool for management to-day. It has prerd
itéelf in the U.S. and other parts of the developed
world; It is desirable that this technique be
transferred to fhe developing countries where the
écute scarcity of fesources demands an even greater
efficiency in the use of those that Are available.
We have to be mindful of the 1ong—term»certain£y
that the waste, loss, and depletion of our natural
resources will, if uncurbed, effectively silence

many industries altogether.4

The main objective of this study is to determine
the extent to which standard costs are used, by
manufacturing companies in Kenya.  The extent here

is defined in terms of:

(a) the numbers of firms using the technique and,

“(b) the advancements made by individual firms

in the adeption of the technique.

4 - Here the reseacher sharces the vicws of STANLEY
B. HENRICI, STANDARD CUSTS IFOR MANUFACTURING,
(U.S.A. MoGRAW-HILL ROOY COMPANY, INC.),

2993 p. 1.



A second and minor objective is to identify the

main pfoblems of operating standard costs in Kenya.

1.3 STATEMENT OF THE HYPOTHESIS

The main hypothesis of this study is that:

étandard costing is not widely used in Kenya.

1.3.1. COROLLARY HYPOTHESES

- (i) Where standard costing is used, the gap
between theory and practice will be wider

v

P B vape e s than in developed countries.

(ii) The use of the technique is not -extended
46 inventory valuation and financial

statements.

In the researcher's opinion, the following
facters justify the hypothesis and its corallary
hypotheses. Lack of expertise - where this means
and includes knowledge about the technique and/or
enough knowledgecable manpower to man the system;
lack of funds; and lack of stiff competition to

act as a motivating force for rigorous cost control.




Wwith respect to corollary hypothesis (ii), the
justification would be that cost accountants may have-

ngold" managements on the control value of standard

~costs, buﬁ ﬁave mbst probébly not succeeded in

convinéing them that standard costs are 'real'" costs

and thus should be recognized in financial accounting
statements. Dueialsb to the aforegaid factors,
standard costs of such sophistication aré likely not
to be found in Kenya yet. This corallary'hypothesis
(ii) is in direct contrast to-the findings of a 1947
N.A.C.A. Questionnaire survey 5which revealed that
of 65 companies which used standard costs and treated

all of the different material and labour variances

alike in the accounts, 54 firms closed these variances

to cost of goods sold. OF the 127 companies which used

predetermined overhead rates, approximately 80% closed

both under — and overabsorbed overhead variances to
cost of goods sold. This indicated a wide spread

usage of standard costs for inventory valuation.

§ -~ "COST INCLUDED IN INVENTCRIES," NATIONAL
ASSOCIATTON OF COST ACCOUNTANTS RECSEARCH
SERIES NO.10 Section 3, NA.(C) A BULLETIN,

AU(]U‘T‘ ]‘v'v 1“"I PP. ‘l'\": : 1607 .
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1.4

TMPORTANCE OF THE STUDY

This study is a fact finding one and as such
should be of interest to academicians, professionals,

afd business peoplé; o IoIULorlain G

(i)  For the professionals and academicians,
- -4t is expected to reveal how much they
_have "sold" to managements on the
- value of standard costs; and what
..., - .efforts are necessary for further
appraisal.
f3d) 1t is expected.fhaf“pfdbiehé of
- operating standard costs in Kenya

will be revealed and, where possible,

corrective effort may be taken.

(iii) .For the business people, the proposed
evaluation is expected to reveal
alternative methods open to them in
their application of standard costs.

From these, a choice may be made of

the most suitable for achicving their
objectives in their given environments.
Government may get invaluable information

for future policy and decision making.
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RESEARCH METHODOLOGY

while standard costing technique can be appiied

to a business of almost any type or size, this

study was confined to manufacturing firms only.

The Directory OF INDUSTRILES, 1974 and its

supplement of 1977, from the CENTRAL BUREAU OF

STATISTICS was the source for manufacturing

companies in Kenya. Only firms employing one

‘hundred or more, according to the said source,

jocated in Nairobi, Mombasa, Eldoret, and Thika

were

are:

T3

2)

selected for the study. The reasons for this

It was found that firms employing

iess than 1C0 persons included even

such undertalkirgs as a group of tailors
who are not manufacturing firms as such.

T wonld be .difficult to sort these

out of the sample.

It was also felt that an insignificant
number of firms of the size less than 100
employees could tound to use

standard cos



3) - The resources (mainly time and money)
available for this study did not permit

an all round study.

i |

'
. J

.u45' e &he conceﬁfratién of these firms also

4 .'ﬁéd'something fo do with the choice

A of the séid locations. Of the 191
firhs employing 100 and ﬁore people
in Kenya, about 53% {102) is located
in Nairobi, 15% (29) in Mombasa, 4%
(8) Eldoret, 3% (6] 10 Thika. and
the rest are scattered all over the
rést of the country. The selected
arcas (Nairobi, Thika; Eldoret, and
Mombasa) constitute 75.9% (145 firms)

of the total population.

In trying to identify and/or find out the number
of firms that use standard costing, letters werce sent
to general managcrs of all the 145 firms asking them
to say whether or not they used the technique, and,
if so, if they would be willing to conplete a

guestionnaire relating specifically to the standard

costs. (sce appendix 1 for a copy of letter sent).
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1.6

A questionnaire was used as an instrument for
collecting data in reéspect of the ways in which

standard costing was operated by individual companies;

 The researcher visited and personally interviewed cost

accountants, financial controllers, chief accountants,
and/or financial managers of the companies, and during

these discussions the questionnaire was completed

- (see appendix IT for the questionnaire). While this

method of personal visits is rather expensive in

: terms of time and money, it was felt that a lot more

information could be éained in this way;

- o W e R F

PROBLEMS AND LIMITATIONS OF THE STUDY

" petters sent during the first round of the study

got a very low response. This necessitated the sending

- of second letters to non-respondents and some more

responses were obtained. However, it was felt that the
nunber of respondents was still unsatisfactory. The

total responses yielded by letters sent were:

Nairobi 40 out of 102
Moarbasa 6 out of 29
Eldoret gotof B8

Thika 4 out of 6




In Nairobi and Mombasa more responses were

gained by telephone and.more by making personal
visits to the non-respondents, and these visits

were,undertaken concurrently with the actual‘survey

on positive'respondents. At least responses from

41 companies could not be obtained either because

theyArefused to cooperate, could not be traced or
because it was not possible to get to the relevant

authorities - On several occasions the managers were
not in and nobody else could accord any such help

without the general manager's authority. Time and

resources available, at the disposal of the rescarcher,
did not permit a telephone and/or personal follow up
of the letters to try and get more responscs from
Thika and gldoret. So that the number of responses
were entirely gottch by letter. For the same reason(s)
the actual questionnaire interviews were limited to

Nairobi and Mombasa. To this extent the study is

1imited.

Another limitation is due to the fact that the

pirectory of Industries was compiled through a

Spont"m('ous exercise - in the course of the annual
istice wWwovSs b Sis Laun e o A

Statldt l(‘dl surv ‘.»”" ana £\ | ;'} Ch 1L ‘ ‘.Jl]( e l\"('c_‘f‘-fliﬂ"\r

with subsequently obtainecd deta




The directory; therefore, includes pafticuiars oniy

of firms which cooperated in supplying informatioﬁ;
The CENTRAL BUREAU OF STATISTICS warn, therefore, Lhat
although the directory includes a high pcrcentage of

firms in the manufacturing sector, some have inevitably
" 4‘ N ¢

had to be'e'xcluded.6

1.7

ORGANIZATION OF THE STUDY

In chapter two, an attempt is made to put the

.

need for cost control into proper pefspectjve It
tries to show how standard costs fit in. This is

done by reflecting on the evolution of control ‘systems
: systemse.

'th e (‘O—‘l C., wlth t]](. ‘:) e 1_((1 ar‘cag * or

anes g . > :
] S ‘]("(3([ . I P - erlt & Qr g Y4 2WS ,}lr”,, l 3 ‘\- ("]‘{i t UI‘ 2 \1 1 }
t r\r) 1 e 1 v . X oA C 4t 1

> C 1 ~ . -
respect to each area and ERls stk Of the tontrovataths

" issues in them.

S S ——
6 - DIRECTORY OF INDUSTRIES, 1977
BUREAU OF STATISTTCS. (T /7 edition, CENTRAL

FINANCE & PLALNI! ‘ 4 TR
.\ . .I\" o | ‘ll'. \
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Chapter four deals with the further

- elaboration of the study design and its limitation
\ LTt Lo sy

presents the findings in respect of the first
I PR g )
definition of extent - numbers of firms using the

technique. Chapter five presents the findings in

. yespect of practices of the firms that use the

r

technique. {
A summary, and conclusions form the sixth

chapter. Recommendations are als made in this

" chapter.




2.1 THE NEED FOR CO0S

CHAPTER 2

T CONTROL IN PERSPECTIVE

udging from the fragmentary evidence that has

3

survived, modern bu

£ a sudden flash of genius to meet a long-

siness accounting is not the

product ©O

felt need. 1t did not develop overnight, but is

f a long and gradual process of evolution 7

the result O

so that a study in business accounting (financial
’

managerial and/or cost) needs, to be meaningful, to

be preceded by some understanding of these development
S

and the jevelopment of the management process for which

it was meant and dependent, with specific reference t
0

the manufacturing enterprises.

Manufacturing industries started as small

entrepreneurs or craftsmen several centuries
ago.

As early as that, there was accounting for finished
goods (cost accounting) as well as for the basi
ic
and the precious commodities used in barter (fi i
‘ nanclial

Essinting). In Europe some manufacturers carried
ie

out cost accounting prior to the Industrial Revol
volution.

PR

A COWAN, T.K., THE COST ACC
. ¢ AL(,OUN ¥ S HINYT
(SWEET &% MAXWELL LTD., NEW 2;§?xHBUJ%$é2?




Then there was, however, little need for cost

accounting data as a means for price determination

and cost control, for manufacturing and selling

were controlled by the highly monopolistic guilds.

-
oy

Later guilds were weakened as tradesmen revolted

against the guilds' restrictions and moved out of the

towns to_establish jndustries in the freedom of the

country areas:- Religious persecutions. also led

immigrants into England who came with new skills and
newv industries. Merchant adventurers also expanded

trade‘and prought in new wealth and new demands flor

basic commodities such as wool and cloth.

The Tpdustrial Revolutions further weakened the

and confinement of the guild society.

stability
yith it came the invention of machinery and the
application of power to these machinery. This became

the major factor in the development of the factory

gystem. Manufacturing, mining and transport were

revolutionized. Improved transport resulted in

pranding markets, and the development of distribution

tradC- AS .'nfxr:l)fa.rtt‘d!"i'-{) businessces grew in cize and
¢ V slize an

new industl‘i(::, developed, some craftsmen were forced O

of business.

‘_|‘




At around this time price was a function of supply

prather than demand and the cost accounting functibn

was the ascertainment of ‘Bosts, primarily with a

view toO fixing gelling prices or estimating the

cost of jobs on contracts.:

n " % .

. These developments calied for the mobilization

of financial resources and “joint stock companies

pecame the typical form of business organization.

ok

""" wphe individual entreprenuer still had

his place in the small undertaking, but

b -

4 feature of major enterprises vas the
geperation of ownership and management.
The emergence of the major enterprise,
and‘of the management class had had
jmportant repercussions in the cost

accounting fielc"g

me craftsman could plan, coordinate, and control

the operations of his business so as to achieve

max imum jong-term profit easily because he was
‘ =]

COHCUPLQd pcv,unally with all the activities




of tﬁc business. The industrial developments
prought in different problems for the management
of modern factory.

& ”bPréfit making is one of the main objectives
of a business. Without profit, a businesé cannot
survive since it both needs its own financial °
réservésvfbr future development and has to
satisfy sharcholders - or vhoever has money
investéd in it - that the investment is worth-
wh11e prescntly, and even at a future time.
Broadly speaxlng, proAlt is the excess of revenue
over costs and - expenses. High cogté and expensces
reduce profits just.as much as low prices; In
order to increasé profits or at least maintain

an acceptable margin, a business can either raise

its prices or control and/or reduce costs.

Unlike in the guild society, management of

a modern factory is detouched from thc actual

activities of the organization. This igs becaus
they have a much bigger contingent of employees,
much more complcy, ientifically nned

organization st ture wit tea pecialist



Oon the other hand, their (management|s) i Gk
must meet, first the contests of gimilar Droduéto'
offered by other companies, be they local or

foreign concerns. There 1S also the impending

danger that some new products will spring up to

starve out all its predecessors by the vigor of

its growth. The menance of competition, unknown

in the'guild society, is always threatening the

continuance of the enterpricec. These 1imit the

jatitude for businesses to increase prices in order

to maintain or increase. profit margins

Besides competition, j:crcasind prices is al
. | S\ S J";()
undesirable economically, sccially, and politicall
1Cally.
In fact, onc of the duties of the state is that
il oL

t£tiz ices thers bei
af stabilizing price (others being increased

1oyment, steady growth, and social s :
employ s Yy $i© 3 SOClal LCCUT]Ly),

so that if unchecked by rivol companies
mpanies  increasing

prices will be stopped by the state 9%
b s 0¥, an
economy characterizcd by ever incresing ,
¥ icresing prices faces
serious problems. A DOersi: i
- _|). 1 EJ\j\'( “;((!}‘
in the gencral price level | bR o s,
iy xnenr
" to & 1 !:- s
5 ! LINICOM

things, .

vhich is arbitrar) wh




socially unjust."10 Inflation also may lead to

balance - of - payments difficulties by restricting

exports and by stimulating imports. Inflation robs

the creditors and compensates the debtors. It

discourages savings, Jeads people to holding assets
jess liquid and this costs people time and effort

required to convert their 1iquid balances, lel aléne
the inconveniences of illigquidity.. It also goes SO
far as distoring business habits, personal habits,

and also jpstitutions 1in gencral - accounting system
. @ ?

general legal system.l

o Ny

tax systen and/or

There is also the certainty that the waste
B R 2 =

joss, and depletion of our natural resources wil) if
: , % 5 P
uncurbed, effectively gsilence many. industries

This suggests that increasing prices, although
prcferab]o pprom the business point of view for

g s 11 100G Behtds ] Al an & i 4
reasons of beang +t==° involved and admin istratively

d tcchnjca11y easier than cost control, it is not

an
normally pasy and it is undesirable
_‘.‘_’0"——‘-‘“ p————————
]O - F AR H J INF] rv. & 3 4
7 v MY o1+ M ¢ L i '
(LONDON : THE MACHILI . :
LTD., 1977) PP-
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Modern management are 1eft with the alternati
. L LC R VAT

of cost control if they are to remain in busi '
‘ et siness.

The compleX nature of modern businesses
4 ..);f",

however, makes this alternative a gruelling
. o . Ol’]ec

This is so for reasons just reviewed above and f
AT+ '01’\

the reason that effective cost control requi :
: MaL relulires

that a thorough analysis and vnderstanding of th
1GANC : eir

elements -~ direct material, dirccf labour d
My - an

overhead - be made There has t
. S o O be un derst .
:rstanding

of t',)le CcCOS ts and t}le Val iablpf' tl c i g 2
0 1Y, o] 1at all {‘1 nence th
| ' - = b CIN .

The contr

plan, & systen whercby management sets ) .
sets objectives

and actual operations are related to the ob]
hie objectives

and significant deviations indicated and ana:
»d and analyzed

to determin¢ causes for deviation. '~ Finall: Lt
“ -"\L..-\', o oA

suggests corrective actioen to assure perf
‘ ssure performance

according to plan. Giving priority to ¢
y to accounting

for the effective control of costs s :
sts "should not

imply that accounting is all that is 1
11 t is involved in

contvolling busincss, but ! AR
indicate that
yhatever the case, th een :

f{!!’.u‘t‘c 16 N cessaril "
o | : 1N 3d il
itainag Lerm!
) ms.

ol function assi b : i
: o ok sumes the exist

> ~ yilisctence ()1\ ¥
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such non-accounting methods as making all workers

fpart—oﬁners'of the business would, it might bt

argued, be more effective, yet even in this situation

some means of measuring efficiency is still desirable.

Qualitative measures of efficiency are useful and
where control atandards are set up for any Lypn of

_company 3 act1v1ty, 1t is Cugtomdry to use acbountlnq

énd.éosf data as thc tools of contro]

W@ANDARUS COMPARED

: The pudget 1s perhaps the most‘important plan
of-éhe enterprise. The use of budgets, paft{cularly
in connec tion with the control phase of management,
‘ﬁas peen termed budgetary control. 1t defines the
boundar:ev within which jobs, tasks or activities
are kcpt through continuous supervision. A budget
is a th+(mnnt of eApochd activities, and as such
acts as a guidepost which keeps a lualnéss on a
charted - coursc. Because budgets, and standards
aim at the same objective - managerial control -

L . e DY dote ‘,. el X DENC o] :
and both use proed ermined expenses for the coming

ardl b i { 1
per jod, anac : i n e Al PO prepare repol ts
™ 22 e 28 P | 1 T el oh o o | 1 ) ‘
whicli COiipc e 1] costs and predetermined costs
for cexi%t ‘- ! . ' w.be difficult

to ped
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el 20 i
However, this distinction should be obvious from
. @
“ our definition of standard costs and what has been

said about a budéet.

.
§ '

Standards tell what output Will D8 it Cerhais

performances are achieved and not what output is

expected to be. They stress the level to which

inputs should be reduced while a budget emphasizes

the volume Of pusiness and the output level which

should be maintained if the firm is operated as

desired. Even if the figures are set with the

greatest care and with the cooperation of those

involved, it can only be a fairly accurate estimate

of what should be. The addition of the flexible

et as a refinement is a recognition of the

pudg
weakness, within the budget area itse]f,l“ for
control purposes of a budget per se.

For control purposes, we da not merely

at R o o : .
wvant to know what periormance h peen :l\l:‘l'ﬂg

]

a single period but also wheth the performance

2 |

achicved 1S good or bad.

i ——
ACCO (f 4




some balanced judgement of the accomplishment as

well as the effort aspects of the performance

determinatioh. J.B. HENRICI 13 puts very succinctly

the arguments against actual costs for control

and any system based exclusively there on:

purposes

He sayé,
winy cost control based éxclugively on the
ﬁse of actual coéts is inadequate because

it stresses past performances. Instead
of pointing at the best way to the best
it merely attempts to hurdle the past;
and 1t yleidr 1ittle useful information.
A study of histor: ical actuval costs can
‘hever be fully revealing because it does
5 not considér comparables. For example,
if we compare actual costs - either of
products oOr of operations - in two
successive periods, we may find that
the totals include many mutually
interrelated factors. some elements
rose; others decreased; but whether they
should have been expected to rise o

fa]l if‘, \‘!.L‘.FJ.CH‘I tO say.




To determine why they changed is even

more difficult, and to determine by how

much they should have changed is impossible

unless we have a fixed value to which to

relate them - which would then be some sort
of standard. The most we can do with such
a system is to say that costs rose or fell,

to point out certain obvious reasons (too

l1ate to do any good), and to hope piously

that things will look better in the future."

standard costs facilitate or enable the

judging of the relative merits of a given period's

performance- They provide an indication of the

absolute merits of the performance, and to explain

why performance is better or worse than it should

be. This is justified by the fact that:

ngtandards are scientifically determined

‘estimates of what performance should be

under stated operating conditions.

standards can be determined for different

situations brought about by varying

conditions e.9. different production,

er"/iﬂq order size and non-uniform
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capabilities of men and machines
gtandards can be determined for both

of pePformancG.n14

:.the accompl

In the 1ight of the weakness of actunl coat

: al costs
4 g . oy
3¢ is safe to say that standard costs are

indispensable for effective cost”contro] o
AR L

control purposes; budgets shoulﬁ not be built

without the use of st i o P ;
', andards, as this can never

1ead to @ real budgetary control system
b S¥Y5S 5N .

e sm——————
14 PAUL E. Fl mre. D ‘ it
J. . MO rTIGE, [STRG I HOMER
- an inti Q ) NE'ORMAT LON
DR . i { o
HAR' I ) ; , i &
| » 197 | )
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CHAPTER 3

3.0 REVIEW OF SELECTED AREAS OF STUDY

1t is difficult or even impossible

sometlmes to apply automat1ca]Ly to companies

management systemo/technlqucs taken from
textbooks because each business is unique.
hlS dlfference is prcsont in businesses
even oF gimilar sizes and in 1ho same

‘.industry. The same difficulty applies to

the standard costing technique. It will

yary, not only according to size and fype of
jpndustry, but also the nature of its
organization. It will be tailored to meet
the particular needs of management in a

i partlculdr businesc. Tc explain or
jpvestigate all standard costing practices
of even five firms would be impracticable,

and more sO within the available time and

money for this particular research. It vas

felt that this would also be unnecessary, hecause

se,

& o $: . ¢ {) . \ WY 5y F g .
CV(A) Lh()‘]_’ 3 " IA}.()A | ! ! ] v L 4Ot CO - M ‘_1_ i!l\)

Par’ LS« necas ( e e 1aNLs 1 Y e
L L
- 7 . -" \“ . ' Y / » $ .
general pati noanygy fid en l princi
: 1 | P l"‘l-;
1

are the



Under no circumstances, therefore, was an attempt

made to cover all the.aspects of the standard

costing practices of each of the firms visited.

Tnstead only @ fey specific areas were selected

for investigation, 1t was felt that a probe into
these particular arcas would sufficiently reveal
the extent to vhich each individual company applies

the standard costing technique without getting into

ematl pr perty details peculiar to each individual

company -

The main selected areas for study were as

follows:

24 +=: The main purpose(s) for using

standard costs.

the techniques used in setting the

N
i

standurds.

- P s The classificatlons and
g ER A )

» G e i g &
actaivicies LO 1010 ne hasis ot

standards.



(a) How standards are used:

(1) integrated vs non-integrated

standards.

(ii) immediate VS delayed variance

isolations

(b) pispostion of variances.

These selected areas are crucial in that they have

peen the subject of most frequent debates in

publications, annual meetings of the National

Association

and similar associations, and academic forums.

3.1 CLASSIFICATIONS OF STANDARD COSTS

standard costs are often classified

according to BASIC and CURRENT STANDARDS;

where'basic standards are those which are

not changed unless there are important

alcerations in the nature or sequence of

manufacturing operations; and SEEESQE_S}endards

are those which undergo periodic revisions in

order tO reflect changes in methods and prices.

of cost Accountants (N.A.C.A. now N.A.A)
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There are arguments for basic staﬁdards. .Under
these standards, the value of being able to cbmpare
the costs of different periods is retained, and,
¥ aaa BOYeOYer, the variances arc regarded, by the
staff concerned, as being of value and not sométhing
whiéh, within a short period, are likely to be ' ‘
reduéed by amendment of the standards",lS Another
argument has to do yith the fact that'it is very easy
to value stoéks at actual cost since both actual and
standard costs are recorded. Under current standards
this' is only possible under the system where |
-variance isclation is delayed. HOWever,'theféAére
obvious disadvantages of basic standards vhich tend
to favour currcnt.standords. Fﬁrst of all, for
comparative purposes, standards lose their value
if allowed to remain in force for a very long time
as both unusual, exceptiocnal and other changes in

circumstances occur at different times which call

for revisions.

15 =  J. BATTY, STANDARD COSTING, (MACDONALD
& EVANS, LTD., 15¢ ".) P.34
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Secondly, basic standard costing normally requires

dual records which is more expensive in terms of

Clerical labour and costs. The argunent that

valuation of inventories in actual costs is
facilitated by basi¢ standards is also vulnerables
- the value of actual costs for inventory vaiuqtion
is a subject of debate among cost accoﬁntants and
academicians. There seems to be general agreement
among cost accountants, though, that, if standard
costs are to be recognized in financial statements,

they must be current,*©

LS T

LEVELS OF ACTIVITY THAT FORM BASES OF STANDAKDS

In establishjng standards, one of the primary
issues that have ‘to be settled is that of the level
of attainment that should Le adopicd as the basis
upon which standards are set. In other words, how
tight sfandards ought to be, or the reclative gase
with which they can be accomplished. Becavse Lhis

problem involves hiuman behaviour it becomes asn

Y A ——— v —— o ———

16 - WALTER B. MOCUARLAND, "HE DA: PHEORY 0i
STANDARDS COSTS,"™ Accountin: view, June 193¢
P.1%2 and GAu! ;390 | ONAI
BETVEEN STAN D ANI '

BULLUTIN ' : "+ 19

’ »



complex as human nature itself. "A very high
standard may motivate the employees and may
produce the best results. On the otherlhand;;
it may discourage them to such an extent that
they will not even meet fairly modest standards
of achievement."'” The problem is further
complicated by the two major objectives of
standard cost systems - control of costs and
valuation of inventories in the aécounts -~ which
are somewhat in conflict with each other when

" the decision is being made regarding the tightness
of cost standards. The clash here is that cost
control neceds tight standards (i;é: needs costs
as they should be or as they should have been),
and:financial accounting would require realistic
standards (i.e. costs as they are). Standard
costs are inevitably either a poor cost control

: il : : 18
device or, a poor inventory valuation procedure.

17 = C.L. MOORE, & R.K. JAEDICKE, MANAGERIAL
ACCOUNTING, 2nd ED., (U.S.A., OHIO: SOUTH-
WESTERN PUBLISHING COMPANY, 1967) P.374.

18 ~ STEPHEN A. ZEFF, STANDARD COSTS IN FINANCIAL

¢ STATEMENTS - THEORY AND PRACTICE, in CON-
TEMPORARY ISSUES IN COST ACCOUNTING -~ a
discipline in transition, 2nd ED. by H.R.
ANTON & P.A. FIRMIN, (HOUGHTON MIFFLIN
COMPANY, U.S8.A., 1967) P.354.



With this preamble, we may turn to consider the
usual classifications and give a further evaluation
of each.

4 H

.Standards.may be broadly classified as

b

follows: -

e Strict or tight‘standards
2;4' Attainable standards, and/or
; 3 - Loose or lax standards.
Following the above classification, tight standards

are normally called IDEAL Op PERFECTION STANDARDS.

These represent activity at theoretical capacity

of the plant. They result if ideal conditions

obtain, for example, maximum out-put and sale

25,

best possible prices for materials and nmost

satisfactofy rates of labour and overhead costs.

Ideal standards have the advantage that they

provide a target - thaot is

- tam
“.L w2y L

resulting variances

(unfavourabie) wili -o

. ds » Y ] - - . - P o)
4 constantly remind managers of

the perpetusl mpecd o improvesent in all phase:

of operations. Anolhoer advantage is that they

can be used for relatively lona oel oF

without having to ) PLF A



standards are unrealistic because they make no
provision for spoilage, shrinkage and/or
inefficiencies of any sort. As a result, they
are seldom attainable by men or machines. Their
use may undermine the morale of factory employees
and authorities responsible for incurring those
costs. Strict standards may discourage employees
who might otherwise be motivated if standards
were set within their limits of capacity.19
Again, large variations that result will include
reasonable deviations from the ideal, and there
is a problem of isolating these from such devia-
tions as may be looked upon entirely as measure-
ments of poor performance; that is, variations
from good performance that should receive attention.
Therefore they have rather limited usefulness for

management as a gauge Or yardstick.

19 - This is testable but several studies,
although not all conclusive, have given
substance to this, e.g. A.C. STEDRY,
ASPIRATION LEVELS, ATTITUDES, AND
PERFORMANCE IN A GOAL - ORIENTED SITUATION,
“INDUSTRIAL MANAGEMENT REVIEW, III, NO.2
(Spring, 1962).



Another objection to these standards has
to do with inventory valuation. 'This aépecf is
further elaborated later in this chapter, but
we may note that these standafds are unacceptable
for inventory costing siéée with such standards
a §ubstantial portion of the necessary cost is
charged to variance accounts rather than to

inventory.

., It is possible to sub-divide the loosc or

lax standards into two groups. These groups are

(i) THE EXPECTED ACTUAL COSTS and (ii) AVERAGE

CAPACITY CR NORMAL CAPACITY STANDAERDS. The

EXPECTED ACTUAL_STANDARDS resemble

budgeted

figures in that an attempt is made to forecast

the results of future operations. The Normal
capacity standards are intended to smooth the

effects of changes due to bucinecss cycles and

recessions on the cost of goods manufactured.

They are based on future cost

ctations undepr

assumed normal ecconomic

and oj ating condi tions.
Both these standards mav son wes he useful in
itlitlc"]l:; l.:o:‘ : } 51 ! |

since they
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capacity based standards are more prefhrrablo than
expected actual standards becau e they compel
managoment to be forward looking. This may be
useful in long-run planning activities and
decision-making. A comnon feature of both
these groups of standards is that they are based
on past averages adjusted for futuré expectations.

There are several disadvantages to this

.“:T'Theyysuffer the disad&antége that they are
5ffectéd by past wastes and sévings; and an
analysis of variances therefrom must necessarily
be done in the light of changing.édnditiohs e
affecting both the past averages and the bresent
cost. This is both difficult and no useful
conciusions can be drawn. Furthermore, it can
be argued that even if they are based on the
lowest previously attained costs, it does not
mean that cost could not be reduced further -
this could even be the result of fruaﬁ cirmstances.
pést averages ropresent past performances,
comparatively low (’.rl"j",i-;x';’i_)-' and, as a result 2

they;
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.~ management may recognize them as
the result of inefficient use of
material, labour, and equipmont;

;.f .. Best past costs merit a suspicious
scrutiny. They aré toovtemperamental

to be calied standards. as is"20

In respect of attainability, both standard

-groups are normally easily attainable and, hence,

they exert relatively little presure on pecople for

cost control. Generally speaking, people will not

. exert themselves further than an éstablished’

standard after they have met it. They are likely

to feel that they have done a satisfactory job.

In between the very tight and the loose

standards we have the PRACTICAL CAPACITY STANDARD.

A

These attempt to "squeeze-out" 81l inefficiencies
in standards withcut making them unnecessarily tight,
pecause here the level of activity represents a

theorctical maxinmum veducsd by provision for certain

operating incti i ne1=! istderaed unavoidable.

For example, unavoidable waste and/or delays.
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These standards can be achieved with a reasonable
effort and they provide gauges for rigorous cost
control; as they provide fair Qoals thatlempioyees
can be held responsible for meeting; And yet even
with these standards, -there islthe possibility that
they may not be high enough to stimulate the superior
typé of employee, or may be too high for the 1e§§
skiiled individual. These standards overcome the
probiems of the tight and loose ones and are said

to be widely.used. They are also fairly suitable
for inventory valuation because they include all
really necessary expenditures for making the product

SR T

being costed.

Before we preoceed to the techniques of scetting
these standards one" thing needs to be emphasized.
This is that whether a standard is strict or lenient,
it has certain advantages that cannot be gained

-}y = 4 1T | - 7 .
50 that, while the controvercvy

without 1t.
continues about what ldcvel of activity should
form the basis, some benefits are being gained

&)

by all those using standards.
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in various sectjons of the factory, and tho

average amount of other expenses consuméd in a

unit of work, are obtained and used as standards.

The advantage of standarda of this nature is that
they can be devc]oped choap?y and rapndly Howcver,
they are less accurate, more so because Lney assume
that what happened in the past is what hould

cont:nue to happen.‘ Usually, tho.e are used as
forerunners to the more sophisticated because

many companles/planto find it inadvisable at the
first installation of standard costs to expend

the time and money to nmake thorougﬁ investigations
necessary for sophisticated ones. These are
normally discarded as soon as possible in favour
of more accurate ones. Statistical methods such
as campling are also used ﬁn setting standards.

To the extent that these rely on actual performance
data, they also suffer from the above mentioned

limitations.

A second category are so~-called synthetic

st.’:rxdlﬂ‘dﬁ (‘-"*"Tftif‘ir(' gtandards -~ 1.e. those
develop® ed through the use of iundustrial \4!“:"”{.,‘\,_;“(}
tochnique ¢). These involve 11ed studies of

al ufa Gy ¢ Y ind

a JTI
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TECHNIQUES FOR SETTING STANDARDS

of the standards as alrecady discussed, but

The type of standards in use often has an
important effect on the manner in which the

standard cost can be used. This does not only

refer to the degree of tightness or leniency

aiso to the methed, care, and effort put into

thé setting of these standards.

)

There are varied ways of establishing

standards, ranging from the pedestrian to

the very sophisticated ways. The quaiity
and usefulness of thesc standards depends,

to some extent, on the degree of sophisticatiocn,

time, effort arid funds expended in setting them.

The first category of standards we are going
to look at are those where past cxperience
can serve as an "accurate" guide for future
pehaviour. Here an average, a typical, or

recent expericnce, or a projection of past

sitnations which reprezents a roeasonable
expnpﬁqrifn 16 used. Yrom available reconds
the average émount of material msumed in the
pro: ion O givel i 15, |

- . i |

avi
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characteristics of the work performed. Either
vpre—existing data is used or that obtained from
special data collection routines, sometimes
test runs are used to provide a more Objéctive
metﬁod. These activities requife the services
df“feéhnical staff - enginecers, chemistg, or
o£her.experts in manufacturing techniqués‘m who
'conduct a continuous review of all products for
the.purpose of analyzing materials costs, the
émdﬁnf of material required and the economy of the

various processes to which it may be subjected.
. . £

*

.'In respect of labour, diffcrunt meihods éfg'
also possible in arriving at standard times; and
'depending on the type of industry involved, the
detailed procedures may differ. Nonetheless,
genera.’n.izatiorn_; are possible. Past recerds may
pe employed but as observed earlier, past rccords
ha;\;e‘ to be trcated with great recervation and
care. In respect of scicntific ',:',__,“(1;_1‘1@]3” time
and motion studies will answer such questions as, at

standard performrances, how many hours do these

work(r‘q‘fi requl I o do ti opey nes? At standard
perfornance, Now many ° Hers needed for the

. ~ . b 1 >
()Pl‘f'c" LOn: i ' « ! Ltime

CO:,'.! ‘“t ¥ ‘ ¥ ] ‘.\,.1



.of expertise.

For objectivity, it is important what scientitie
gtandards be used. Vith them management can obtain
results which are indépendgnt of previous performances
~iand this is essential. ' This is not to suggdét,that
those standards cost systems in operatioﬁ with
standards based mercly on records of past experience
or, when such records are lacking, on the shrewed
guessés of the factory manager or ﬁis foremen are
by'ény'means entirely useless. They do provide a
yardstlck of a sort and in certain cases may be a
necesqary first step in arousing ];tOJOQt in Lho
possibilities of control through scientific methods.
Due to lack of motivation, or a lack of understanding.

of the pog51b311t1v" of more thorough methods and

in some Cascs, because in considered judgements of the
controller further refinements would not pay their
waY. thesc Pedéstr?ug standard persist beyond the

allowéb]« initial period

OPERATING A STANDARD COST FYSTEM
Pomaeth i cdn e e " - N S .
On this scction, the discusai will be on

accountin

oy Y O : : ‘ DYy

-
-
-

v
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First we shall deal with the question of integrating
or not integrating standard costs into the books of
accounts. gecondly, we shall discuss the question
of variances jsolation. The most controversial

questions of variance disposition shall be discussed

lastly-

A

4.4.1, INTEGRATED JERSUS NON-INTEGRATED STANDARD COSTS

Standard costs may be integrated into the

accounting system of a company by recording or

entering them into 1ts general ledger or they may

pe used merely as an exhibit for comparative purposes

only and not enter them into the ledger - a non-

integrated standard cost system. Let us first

consider 2 non—integrated standard cost system.

This method 18 convenient where effective

control can still be achieved without prompt,

highly itemized reporting. where the work of the

cost centre is less varied, the less detailed and

less frequent the reporting should be. However,

under this system, the benefit of clerical economy 1is

not enjoyed/derived. as the postings to inventories

is done at actual costs. Indeed the cost control

benefit 18 derived. However, as in actual costing the

problems of time consuming and tideous inventory costing

s in this system.



Greater benefit of standard costs is gained

by fully integrating them into Lhe dccounung system.
It allows for the reduction in ciorlcal oosts by
making it possible for the standard costs to be

; used in inventory valuation; The{postjngs of the:
amounts to individual Jnvcntory cards can bc
eliminated and references to inventory cards to-
determine prices reduced.A This system allows'
for greater cost control as ii is possible to
furnish prompt highly itémized information.
First-line supervisors can get vafiance‘information
théf iﬁdicates where and when spec 1frr corrective
actions are needed. This is most'holpful and
appropriate fof the more varied cost centre.
However, even under fhis integrated system, there
is a wide variety of general-ledger approaches to
standard cost systen, which have a bearing

@ RCalA]

on the

control value of the information gencrated. These

neced our examination. some ,,_,.-;::'-(,)",(h- ‘.--1;)y tho

jsolation of variances while others do the separation
gquickly.
4.2. JMMEDIATE VLRIV | AYED VARTANCE TTON
It e ) 111
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Afterall, they in gencral either conform to or are
a variation of two basic patterns, commonly referred

to as the PARTIAL PLAN, and the SINGLE PLAN. Under

the partial plan, charges to work-in-process are

s

made at actual cost, and credits are made at

standard cost. Here variances are determihed on the
basis of output. In a single plan variances are
recognized on the basis of cost inputg. That is,

" variances are isolated and analyzed from the original
documents (invoices, requisitions, job tickets, and
so’forth) used for building up the debit to work-in-

process. Hence all charges and credits to work-in-

process are at standard costs.

The principal feature of the partial plan that
distinguishes it from the single plan is that it delays

variance isolation. This makes it impossible for the

accountant to report them soon after they occur. He

can only do 50 weeks or months later when inputs are

used. Delayed price variance isolation also does not

pcr-uz'jt substantial savings in the cost of material

bookings - materials measured

at standard prices. A singl an, ¢ ‘

makes tho « ivation !
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3.4.3 VARIANCE DISPOSITION

The question of variance dispositidﬁ
is pérhaps the most debated issue in standard
costing. This is so most likely because it
is closely related fé thaf of stock valuation.
In fact, any controversy on how variances sﬁould
be dealt with usually centers around the
problem of stocklvaluation.

é.w. Korn21 notes that there are two schools
of thought on the question of variance dispositio:
1 - Some accountants feel that when a

standard '‘cost system reflects the
most realistic standards which are
kept up-to-date, the variances that
occur are essentially caused by
efficiency or inefficiency and do
not represent manufacturing costs.

Therefore, variances should be

transferred dircotly to cost of
goods or profit . and loss.
21 -~ FKORN, 8.V. s TG FOR MANAGEMENT
» 2 L } : . . i " L . . f 3
} -rl\::f\l:Q(J ;, . ] i.. eid U } 11 (s \ " W Y(’.'» }.:

WTYI Y § s 741 N ,
3 oy . . [ ¥ s 2 (
" . 5 ¥’ g ; 3 . - )



The rationale behind this
treatment is that the standard
costs are the real costs and
are not to be adjusted by
variances for income stafement

purposes. : /e

A major advantage, of standard costing, apart

from cost control, is the savings in clerical costs.

wWwhen stocks are kept at standard this advantage is

obtained to the fullest extent.

2

Others feel that variances should

be allocated to work—-in-process and
finished éoods inventories before

being transferred to cost of sales.
The reason here bcing that inventories
‘and cost of sales chould reflect
actual coste as closely as possible.
Further arguments to support this

method ar



of profit which is contrary
to sound accountiné principles.
Stocks should therefore be
valued at actual cost or market
value, whiéhever is lower.
c2.' _There is no generally accepted
definitions of the conditions
_to "adopt for setting standards;
Accordingly, profit and stock
~valuation will vary with changos
in defination. One bu;iness may
get standards in anticipation
of ideal conditions, whereas
another‘may assume actual
conditicne, That is, those
expected with existing
. planty"zz i
We need tovrccognizc here that by provutinq
variances to work-in-process, finished goods and
cost of goods sold, the beneflit of savings in clerical
costs is forfieted and the benefits of using a standard
cost system are limited.

————————

29 - J. Batty, -

MACDUIR
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Accountants do not seem to disagree én one
aspect - that of the treatment of minor variances.
They generally feel that insignificant variances
are not worth allocating and should be wriéten-

directly off to cost of sales or profit and loss.

There is a third method, which adopts a
compromise between the two methods. This method
distinguishes between controllable and ncn-controllable
‘variances - writing off the controllable variances
against periodic income and allocating uncontrollable
variances over cost of sales and ending inventories
of work-in-process and finished goods. For'example,
if we took material and labour prices as dependent
on exorgenious factors, (market situation, the
government and trade -unions), price and labour rate
variances would be allocated over cost of sales and

ending inventories and all other variances would be
written off against periodic income. They would be
presumed to represent inefficiencies (or efficiencies)

that cannot be properly capitalized as inventory

charges (or credits).

There appear Lo be advantages on the s

- sl v thoe by ey o ¥ : :
cach method, and, 1in 1 abgen 0f dJdetinite rales or

Y t e — v t . 1 ¢ E
conventid ns . o § ( \ =t il : {1 s )%



of the accountant, who should be mindful of the
various points at issue. A. MATZ, 0.J. CURRY,

and G.V. FRANK,23 warn that:

"Judgements with respect to the treatment
of variances,whether variances are.qharged
off ehtirely and treated as a period cost
of pforated to inventories and cost of
goods so0ld, require considerations of
more than the mere arguments that only
actuél costs should be admitted to the
financial statements., Thc.depermination.
of actual costs is almost impossible.

In most companies the use of a normal
overhead rate indicates that management

¢ L N ¥
has accepted this method and finds it workable.

¥ X.¥. BEVAN contests that actual costs contain
certain "inevitable inaccuracies" and “Mathematical
abstractions". "The best that can be said about
an *actual cost,' "he writes, "is that it is an
arithmetical exactitude, being the average of a
number of unsp weified variations." - THE ACCOQUNTIRG
PROCESSES OF STANDARD COSTING -~ The accountant,

April 10, 194¢, B. 200 .
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To argue that charging off variances
in the period in which they arise
might distort the net profst figure
reveals a misunderétanding of

standard costs."

Among .the things that should determine how variances

should be disposed of, they mention the following:

/

(a) Type of variance - material, labour,

~and factory overhead.

i 37

(b’ size of the variance

(c) Experience with standard cost,

(d) Causes of variances, e.g. incorrect
standards; and
&
(e) The timing of the variances, e.g.

an unusual variance cavsed by seasonal

HOWARD E. COOPER states that, “iany overlook the

y i
point that, in determining this so-called actual
cost. arbitrvary divisions of overhead have beon
made and arbitprary d isions of joint costs and
by-product ts have been 1. No mothod has
eV ¢ bee: 1L5C4 LO abul L1 ctual cost of the
preduct ©f lern 1aausey HoOME
B - ' 1 W 87
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It is worth noting that, ali'the three methods
normally would be acceptable to the American Institute
of Certified Public Accountants, (A.I.C.P.A). In
this connection, the Institute}s Accounfing Research

Bulletin 43 comments as fgllows:

. “gtandard costs are acceptable if adjusted
‘ at reasonable intervals to reflect current
conditions so that at the balance

sheet date standard costs rcasonably

‘ approximate costs computed under one. of
- recognized bases. In such cases,

descriptive language shouidlbe used

which will express this relationship, as,

for instance, "approximate costs determined ta

the first-in, first -out basis," or, if

it is desirable to mention standard costs,

at .standard cosls, approximately average '

cost. "

Here in Kenya, the position of ;ﬁu’An~r or not
standard costs should !} used for inventory valuatior
would be dctr ned | X ! !

24 o ‘ h ) Y ot



The government regulates accounting through THE
COMPANIES & INCOME TAX ORDINANCES. These

stipulate what may or may not be contained in
financial statements for purposes of exposure

as well as income tax. The INSTITUTE OF CERTIFIED
PUBLIC ACCOUNTANTS of Kenya is a body formed less
than a year ago, with the objective of standardizing
the accountancy profession and its practices in

this country. Obviously, the government's position
overrides that of ICPA (K) but the latter can go

a long way in influencing that position. Besides,
in case the government is silent the practice

would follow the recommendation of the institute.

Both the government and I C P A (K) are
gsilent as regards the booking of standard costs.
In these circumstances, as in several other
areas, the practice may be expected to be
influenced by that of British and American
bodies. The point to emphasize here is that
our manufacturing companies have the latitude
to use standard costs for or exclude them from

inventory calculation.



CHAPTER_ __4

RESPONSE RATE AND FINDINGS IN RESPECT OF NUMBER

OF FIRMS USING STANDARD COSTING.

RESPONSE RATE
The first round of the study was concerned witl
1

the determination of the extent of the usc of

standard costing technique in terms of the numb
ers

g manufacturing firms. The purpose of this chapt
. apter

is to review the findings in this respect As stated
. s state

carlier, the study limited itself to four locatio
: ns

— NAIROBI, MOMBASA, ELDORET, and THIKA - which

constituted 75.9% of the total populaticn (191) of
: cn (! >

manufacturing con anies registere i :
g D g red with the Burezu

of statistics in Kenya, (and employin
3 ing 100 or nmor j
nore people),

»

A total of 145 firmg vas surveyed. From these
m these,

104 t32%) respondad. That is to say, they answered
. swere

cy were either using or not using standard
i av

that th

costing- of the 41 non-rezpondents, 2 just refusced

to cooperate - they just did not want to hear
10ar
the research. Mo reasons are

anything about

available S AN DUhe® 00 whil AL Can

[} - [

1 e | S ¢ 2l :
.

o stant

. tant,



a waste of time, or pressure of work simply made ;
it difficult for fhem to respond; Table 4.1 gives

a classification by LOCATION of the firms using
standard costs, firms not using standard costs,

non-responses, and those uncooperative.

TABLE 4.1

SURVEYED COMPANTES CLASSIFIED BY LOCATION

LOCATION NUMBER °°NUMBER NOT  NON - TOTAL
é USING USING STD. RESFONDENTS  SURVEYED
STANDARD COSTS

COSTS

1. NAIROBI 18 57 27 102

2. MOMBASA e 17 3 29

3. ELDORET 1 3 4 8

4. THIKA ' ] e 1 G
T;;AL 23 81 41 145 ;

% 15.3 2. 28.3 100

PR g S—
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Table 4.2 shows total responses as a percentage
of the total number surveyed, again broken down into
locations. g

TABLE 4.2

RESPONSES AS % OF TOTAL SURVEYED

-

. NAIROBI =18 102 0.3
2.VM0MBASA 20 . : - T 69.0 .
3. ELDORET L ; 8 ; 50.0
4. THIKA 5 26 ‘ 83.2 1
|
&, TOTAL 1&4 145—-- -3 20

A1l in all, the responses were fairly satisfactory,

with the exception of Eldoret which reported the lowest

rate of 50%. Part of the explanalion for Eldoret

being the lowest could be that the Firus there are not
~ 80 used Lo being .)h;.:"!(;:.‘!ca", on ro rell matters as those

in the other three lo

s 3 3

was, however, CONSIGErce



4.2 FINDINGS

! ¢
e significant characteristic of the

104 respondiné manufacturing companies is that
:they are fairly young; Their mean age is 22.48

years (Standard deviation 14.44). The range is
prom 6 years to 78 years. Table 4.3 below
 classifies the responding companies according

to their ages. TFrom the cumulative frequency

of this table, 48% of the companies fall below
this (mean) age. (See appendix III)
'TABLE 4.3
AGES OF RESPONDING (104) COMPANIES
YEAR OF RESRUNSES .
INCORPORATION YES NO TOTAL
1901 - 1910 - 1 1
1911 - 1920 1 1 .
1921 - 1930 1 2 3
1931 - 1940 - 7 7
1951 - 1960 7 25 32
1961 & = %970 9 25 34
A8 . , | >
1671 ; 1 480 1 35 “ 10
,v\-".v :' 'q‘ .(\
1O !i

o
SR,

.

e e e
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“phe information in Table 4.3 is again presented
?graphical]y in figure IV. The negatively skewed age
~di§tribUtion shows a concentration in the years.betweﬂ
‘1950 ! 1980. This indicates that the influx of | i
imanufacturing industries seems to have stérted only

about 30 years ago.

while not conclusi it B :
sive on its own, the relative
young nature of our industrial se o g
sector may su .
y support the
~arguments about lack of competition. It may also
‘ ; ; 1so explain
the lack of career industrial workers,Competitio
. 3 2tition acts
. as an inducement, while the availability of ca
5 ficareer
industrial workers facilitates the
: »g the operation' of
- effective

- ¢cost control toolsS.

n = : T Aangn - v
of the 104 firms that responded, only 23 £ 22..3%)
. (=% Ca oo
nee standard costs. hese are clas 1 £ C
Thes are classified ¢ i
. ' RS 53 1 awcordlnq {4 ¢

jocation in Table 4.4 below:

TABLE 4.4

2

 SPONSES CLASSIFIED ACCORDING TO LOGATIO
It e S - .":.,". TON

—

LOCATION RESPONSES

1. NATROBI (8 ’
‘ g 75
? . I\"l():"'i‘,"\.(‘.:’. " 2
20
R ELDORE" . .
q
4. THIKA
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This (22.1%) is a very small pcrcenfage, . S TR SO B
project conducted in Britain during the 1977/78

winter Sessions by the I.C.M.A.{d Research and
Technical Committée,25' peter J. LASZLO reports, on
behalf of fhe commiftce, a'finding'of 6O (62.5%)

out of 96 responding companies.

.
‘ '

‘Table 4.5 is a classification of these responses
according to industry. From this table, it is possible

to make comparisons petween the compenies that use

standard costing and the industries to which they

helong.. The figures indicate that there is a strong

relationship petween the size of the industry and

the use of standard costing. The correlation

(r=0

A A% ) [ gt e ¢ REE Ior i o
coefficient 15 0.858 r=0.8582), svggesting a

strong direct 1inear correiatich between the use of

standard costing and iadustry size. (Calculations

1YY

are found th the app
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FIED ACCORDING TO INDUSTRY
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Although the gize of the sample'does not

allov generalizations, this finding is significant

We are arguing that because of lack of stiff
competition standard costing will be used to
1ittie. extcnt. Put in another way, competition
will act as an 1nducement for the emplbyment of

more efficient and effective cost control tools
Ao

(in this case standard costing.) That the us

e standan costs is found to grow with the size

of industry supports this hypothesis because as

industry grows SO doecs competition.

The data were further-classified according

to company sizes. This is in Table 4.6 below

The size c1as
CTORY OoF INDUSTRIES, wvhich ds according

the DIRC
to the number of employees: It was felt that
this was a useful means of size-clasuification for
g ¥ " o r~:._']~| N\ 4 : 5 2 p .
this PUIIK"‘J The [ollov.ing 15 the adepted class
fication:
511/.!1 ot [?(l.(‘)_‘(-.( ','.‘ 3}_(;-.. :' ,,: , ,
D 1
]‘ A
{

.gifications uscd were obtained from



TABLE 4.6

CLASSIFICATION OF RESPONSES BY COMPANY SIZE

RESPONSES TOTAL
* *
COMPANY SIZE CODE YES g
5 9 38 o7
" 5 30 33
3 9 13 22
23 81 104
Sk = No.of companies that use standard costs
L Ne. of companies that do not use Std. costs
NOTE: §3 - B, : Results are independent of size
H. : Results are not independent of size

with two degrees of freedom, the
computed chi-square (X2 = §.007)
is greater than the table value

(x2 = 5.991) at the 5 per cent
level. The NULL hypothesis is
therefore rejected, and we conclude
that the results are NOT independent

of size.



» ~ The percentage of positive (yes)
responses over the total 1s as

follows:

D = 19%
E = 14%
F = 41%

The findings indicate that there is an

interdependence petween the responses and company

cize: This explains why only 19% of the D (small)

size companies uses standard costing and 41% of the
Shiy = .

(big) F gpoup (SlZQ) nse the 'technique.

This finding is understandable because as a

company grows and the size of its labour force

increases, it becomes more difficult for a manager

to know what each individual is doing. Supervision

js not only difficult, but also unreliable. At

the same time, the wages of extra pcople reduce

profits unless they are accompanied by the generation

03 )

y '(\_ » 1 i \ o ol = o - »
ore revenue through increased production,

of equal or m

'Z‘his in iLS(;‘]? pr()‘-.':(l(?S a motivation for the substituti

of scientifﬂc more effective methods of control for
tlll??:‘h methods of the pasit

rule = of




4ot g organization's effective management,

there is an increasing dependence on formal

control systems.

This does mnot negate but, rather, supports
éur' hypqthcsis that the technique will not be
found to be applied to a great.extent due to lack
of competition. competition compels husinesses
to growv if they are to survive. A stagnant |
company.will eventually be swallowed-up by the
pigger ones ~ nence "grow or perish."
vTﬁét thé use of the techniédé ig found to

hs dependent Of size tallies with the common

,belief el SUPPOSitjon that standard costing 1is

applicable gRiy to 1arge businesses. Thi:
notion 18 not shared by some cost accountants 26
e o Ly

who argue that if the Pechniaue can be mpplied
y - A ] ) \ 'v‘(.,'

fo a small department of a big company it
any, it

Gen DS am.‘»li.cd equally vel 1 to-a small business

The reseacher shares this seccond view and in
our case, our small business is much biggar tn
most dcpnrtmcnlg of big businesse i i

{\l ™m here !,:‘;:"_y'!(~ : at

- —————



In this instance. therefore, this finding may also

be associated with a lack of knowledge, which takes
Lo the form of managements not knowing that the

fechnique can be applied, or the benefits Offered‘

by it as against the disadvantages of their present

practices.

This study would be deficient if it merely went

as far as telling us that 23 out of 104 manufacturing

companies use standard‘costing. We might be accused

of being SO glavishly addicted to the idea that we

‘pind fault even with Lhose companies that could not
possibly apply the rechnique without doing more
damage than qood . A useful contribution, therefore,

is finding out why the 81 of the 104 (,‘())';l}‘,;]nj_(zs do’
not useé what wé consider SO vital and generally

# ;g ¥ .‘L . "-: C r OO 0] ¢ < :
accepted cost control too. The foregoing quantitative

g it ek of ithe evwplanatior 1
analysls gives part ©i the cxplanation. 1In the

i gcussion, SOmMC jualitative explanations

following d:

are examinvd.

. oryr PEA cone YOR N (OTHS O & e
s 4 QUALITATIVE EEAS=S—=o THG_ STANDARD COBTS
rhe quallite 2 or. 1 using standard

"}',u :

costing




3.1

necessary to el

The first way was through a voluntary

response. 1IN replying to the letter asking them

whether OT not they used gstandard costs, 10

companies volunteered to say why they'were not

using the techniqué, although the letter did not

specifically require them to do soO. A second

way was by personally asking some companies why

they were not using standard costs. It will be

remembered that apart from using a letter for

this first round of the research, it became

icit responses by telephone and

} AN . ;
personal visits to some companiés - This opportunity

was also used in tryind to get the reasons why
they were not usingd JEtetl edst . +Responises Vere
again obtained from ten (10) companies. So that

data was obtained from 20 of

nies cthat do not use standard costing

INFLATION

Fourl respondents qave the reason for not using

standard costing as the escalation of input prices.

t because prices are ever rising, there 1is
. >

ssity for the system OTr that they cannot use
-~

it

—oet "Y‘,."‘"‘. ,....

-
&



This argunent of fers an opportunity for a very

1engthy discussion; however, it is not possible

within this thesis to do morc than touch upon

the general principles involved in order to

show that inflation does not prevent the use

of standards. 1n fact, it may be the more

reason why they should be used.

R standard cost has two dimensions j; the
quantity «tandard and the price standard. Price

standard may be pased on recent - past average

prices, or expected prices. If for some reasons

ss 1is reluctant Lo anticipate price trends
T e PG =y

it mayéely on prices in effect at the time the
R T=T6! a o a0 = .
ds are Gsydblj”hC“’ as well as on announced

future price changes- Quantity standards may he
using past penypmangt data, ctatisticeal
techniqucs, test runs etc, - A bricf review of

1ANne 1 - O O% ® 11 R e £
these has been done in a previous chapter. The

price / rate variance will result if actual

price differs from the standard set. In the case
of unfavvurablﬁ price / rate variance(s), an
invcstigﬂti”“ will show whether deviation

ki3 /

ig due 10 poor
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purchasing officer ( - for labour it will be

the recruitment or personnel officer), or such
exorgenous factors as unanticipated price increases,
for which no individual within the company can
beAheld responsible. Even during periods of
frequent price changes control of these departments
24 Bwtill pdssibie, (although it may be difficult),
by'making an effort to distinguish between that
margin which would have becn anticipéted by the
officer when revising the standards and that which
could not have possibly been forescen. At least
some kind of norm will still be found to be more
valuable than having none at all, Obviously, .
frequent price changes will necessitate a much

more frequent revision of the price standard

which costs some cxtra morcy, and which reduces

the value and benefits of the standard price or

e

rate variances; but that is only a small aspects

of cost control.

Another, and perhaps most important, aspect
of control is in production processcs where scar

resources are being converted into finished goods.



Here, the control process takes the form of
‘comparing materials used and / or time spent
with those that should have been used and an‘

investigation carried out in order to determine

the causes of dev1at10ng, and an action taken

to pre- empt a repetition of the controllable

factors. A good part of the control effort qhoUJd

be dlrected to these quantities rather than prices
because this 1s an area more prone to inefficiencies

than any other. Vastes and inefficiencies here

have a far more damaging effect than the latter.

Inefficiencies in the use of materials and time

can lead to a very high increase 4in costs, and it

is even more difficult to control because of:the.
numbers of people that may be involved and the
intricacies of the manufacturing process. A

special technique for control is needed and it is

possible to install standard costs in this area

even in periods of hyper-inflation, which we have

not had in Kenya.

Therefore, frequaent price hikes, although

they present special problems, are not a hindrance

to the use of standard costing. The problems are
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not insurmountable and the technique can be used
to the full advantage.- Ve may éo further to argue
that part of price hikes dan, ‘ih L40t be blémed
on inefficiencies and lack of control by the
manufacturing concerns themselves or that these
factors fan the flames of inflation. Increasing
prices 1ead to demand for more wages, more wages.

1ead to increased costs, and the costs push up

prices and thevicious circle continues.

“The best that can be said about this reason
that standard costing is not being used on account
of infiation is that it reveals certain limitations
or inadequecies in the knowledge of standard costing,
and what it involves. Lack of knowledge may take

at least two forms:

(a) not seeing the limitations or defects

of methods in operations, and

(b) not seeing benefits of alternative

systems or methods.

In a {‘1_)!l;pf,?t,i1,"i ve 5l lillu.t'i.().':, Lthe -‘Viber‘ty to raise
prices does not exist and rising costs jeopardize

£s 4

the obJes ve vl Cmaking ol tc.,



In that situation, firms are compelled to re-examine
existing systems for defects or alternative ones
sought. Where such a motivation (or inducemént)
lacks or does‘not exist, such an effort will

not be made.

x4 g \

4.3.2. -LACK OF PERSONNEL / MANPOWER / EXPERTISE

A second reason that featured prominently
.is that of lack of skilled manpower; either

to instal or man the standard costing systenm.

Companies are having problems with recruiting
accountants, as there is just not enough

supply to match the growing demand for

. ~ ‘X‘
accountants or accounting staff. Because

of the shortage, companies have the problem of

retaining even the bare minimum of accountants

that they have.

WVith some companies creating

attractive positions in an effort to fight for

*# _According to the Minister of State in the Office

of the President, Mr. Nicholas Biwott, to
Parliament, there are 10,177 and 792 expatriates
in private and public secicrs respectively. O0f
these 432 are accountants, 2947 general managers,
375 technical managers, and 69 '

arll b \l»‘\'lﬂ"‘l";. 'lH y
STANDARD, Wed., Septemb ;

e



the few accountants that there are, accoﬁntants afe
even on the go for better opportunities elsewhere.
Therefore, some companies feel that installihg such
a system would not be wise because there would
either be no people to man it or the problem of
recruitment would be compounded. The nature of

the problem is such that some compénies_do not

even have a cost éccounting office/unit as such -
a skeletal costing work is done by one or two
people in the normal financial accounting unit/

department.

One respondent went further fo explain that
the problem of lack of manpower has to do with the
fact that Kenya is not an industrial country.
"Heavy industrialization is‘only as old as
independence and for that reason there has not
been enough time to develop career industrial
workers.“* In the first place thercfore, he

explained/elaborated, the type of people you Qot

® 45 Aeconding to Figure IV (page 58) “heavy"
lndust?:u}lxdtz'u 15 dbfuz 30 years old
(about twice as old as i %34

However, -the respondeal’s argument stil)
hu]‘f necause .!i much longer time to
pr(x:uunr~?nCAﬁ;n carcer industrial workers



for factory work are by and large people who enter
a factory for the first time. That in itself
creates the prdblem of acclimatization. Secondly,

the general level of education is so low that when

you would expect a high school leaver to'make'én

industrial worker with quicker and better under;
standlng, he is attracted and goes to work in the
admlnlstratlon as a c]erk of some sort. (In
developed countries, where there are many educated
people, high school leavers will not get as high
category jobs as they do in this and other
developing'countries. So that you have people
with a much better education wvorking in factories).
So that in the final analysis you end up with
peéple of the lowett, if any, education working
in the factory. These pecple take a long time to

teach how to handle equipment, and learn the

.procedures. A lot of time and effort is expended

in acquainting and trainirg them. The process
is a continuous and perpetual one as trained

ones are attracted out by other companies. The
respondent argucs that this makes it impossible
to install such advanced techniques as standard

costing, as it would not only complicate the

situation but would also bring in noy headaches.



In order to circumvent this problem, some

" companies encourage further learning by-th@ir

accounting staff. They encourage them to enrol

with such accounting bodies as the TCMA, ACCA
. d 9

4énq CcPA(X). Some go so far as giving financial -

‘assistance to enable them to proceed in their

studies. Special training programmes are also

organized by some companics and one-the«job

training for lower echelons of the accounting
and factory staff.

lThere is a paradox herc, regarding the
argument about tack-of -expertise -~ shértage of
skilled (especially accounting) manpower and/or
1ack of specialized personncl. vihile firms are
complaining about lack of.sﬁilled accounting
staff, the Faculty of Commcrce (both staff and
students) are worried about the numbers of
student graduates being produced cach year and
denied the opportunity by the business sector
to translate thcin academic knowladaa into mecan-
ingful, aseful, and productive A ey

the graduates have to strungle { ot DO
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Secondly, there is a prevalent complaint that,

" those who are lucky to get jobs are relegated

"to junior jobs such as those of accounting clerks

“and salesmanship, with the result that the'recrﬁit.'

loses whatever he had learned within a shorttime.

This also leads to the individual being

‘. frustrated as a result of which his performance

4.3.

‘be more harmful than having none at all.

deteriorates, giving credence to the claim by

some that the calibre of the'graduates is poor:)

.......

.

3.  STANDARD COSTS NOT USED BECAUSE THERE IS

NO NEED 3 ok :

There were thosé respondents that did not
use standard costs because they felt that they
did not need to. These may be divided into:
(a) those that felt that their companies did
not need the system as such or that the'systom
would overload the compeny; and (b) those who
felt that the nature of their production and costing
systems is such that installing the system would

\

Let us

100k at the former group first.
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a)f Two respondents felt that they did not need
the system because their companies were tpo'smallb
to need standards. One of them went furthér to
séy that supervision is by‘direct management and
emphasié is therefore on trained superVision; We
can argue‘fhat even in this case, there has tovpé
é;yardstick against which we can compare performances
and be able to say whether performaﬁce vas good or
bad without'relying on the subjective whims of a
particular manager. Ve need objective data.and
standards give us a quantitatively objective data
for the purpose. As has already béen discussed,
the argument of the smallness of the firm does not
hold and, in this case, a company with a minimum

of 200 employees is 'not much small anyway.

That standard costing is applicable only to

large businesses and that it is an expensive

technique wvas expressed by the other respondent.
The following words neced no rephrasing:
"Setting standards involves engincering

studies; long observations and test runs by

Knowl cdgeable people have to be carried out.

All thcse we cannot afford."



No doubt this respondent is conversant with
standard costing and, he probably has worked
with sophisticated standards before. However,

he is not aware of one thinQ: that standards

: range from the pedestrian and simple estimates

based on past experiences aﬁd/or performances,
to the very elaborate and complex systems based
on enéineering techniques, time and motion
studies etc. Obviously the latter are more
accurate, and accord better and more useful
information than the former standards. But

the former, too, yield certain benefits that

cannot be found without standards. Fora beginning

or a small company, the installation of sophisticated
system may not be advisable. First of all the

expense involved may .be higher than it can afford

Secondly it is not possible or easy to design a system
that will suit the company at first g0 - several
adjustments will or way have to be made through a

few years after installation. It is therefore

risky and unwise or inadvisable to stake a lot of

resources at first go. Tt is advisable that a simple

system be employed by small and starting firms and

later improvements and sophictications can be brought in.



So that the question or problem of expense and

overloading may not arise.

b) - In the second camptwerg two companies
that felt that they did not need standard
costs, Both felt that the jobbing nature

of their production did not permit the

~employment of the technique. Indeed, standard

costs may prove to be somewvhat impracticable

wvhen a company performs many small different
jdbs becéuse}different materials and .times
will be spent on each individual job.

Tf standards are used, it will be necessary
to set-up standards as many as there are
di.fferent jobs as each job will be different
from the other. The rcsources that may be
required to carry-out this procedure may
well exceed the benefits. So that the
respondents' argument may be tenable. ‘The
size of our sample has the limitation that
we cannot attach statistical significance

to these data. But it is worth noting that



it is only 2 out of the 20‘responding
.companieé>that did not use the technique on
the tenable argument of the difficulty

imposed by the production and costing system;

..Even in a job order system, however, it
is’still possible to exercise control in a
manner similar to (though not as efficiently as)
standard costing system. This caﬁ be done
by using estimates which in any case will have
been used for establishing job prices. It was
not possible to investigate these two companie§
and see whether indeed their jobbing system
would not permit even the crudest form of
standard costing or wvhether at least pricing

estimates were not being used as just

explained'above.

Another reascn given by some companies is

very interesting for this study. It is that

v, .. management think or feel that they are

getting enough information and the company is
making enough profits, 5q why bothay

. A
chasing a few | nies her theére . "



This particular chief accountant had personally:«
tried to talk management into adopting standard
costs and had been given this argument. A
similar argument was raised by a'financial
controller of another company whq_felt that a
budgetary control system was ining them all
they needed. (Their budgets are built on the
basis of forecasted expenditures i.e. expected
costs and there is no break - down into unit
costs). He was of the opinion that standard
costs will just bring too much work: "Our system

is satisfactory ... How do we know that after

all that work we will not come to.the same price
as we are Qetting with our present methods of
pricing?" At least twoinferences can be made

from this second statement:

(a) . = cost control is not the worry or
the aim as far as this company
. 1s concerned. Hence the purpose
of their cost accounting system(s)
i is purely price determination,

and/or
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b - the standard cost accounting

| technigue 1s not known or has
never been heard pf in this
company, let alone its various

advantages.

Stéhdard costing can be used for both cost
ascertainment and cost control. One thing that
is clear here is that, for both companies, there

is no motivation for much more rigorous control

than4what their present methods can achieve.

A good number of the respondents, if not all,
who did not use standards relied on budgets for

control purposes. Again, generalizations are limited

by the size of the sample but this gives enough
indication that there is lack of motivation for
rigorous cost control and, lack of expertise may

also be held responsible for this inertia. 1In

chapter three refcrence has been made to the

indispensability of standard costs for an effective

budgetary control system, and enough stress laid

on the limitations of ‘budgetary control not based



on standards. Suffice it to say that such a
system would necessarily relay on . past actual
costs which have the danger of comparing a

cost full of (past) inefficiencies with another
(present). It is encouraging to note that at
lecast three of the twenty responding'companies,
although not using standard costs presently,
are thinking of installing them in the very

near future.

~

™Te next chapter‘brings us to the second
round of the study. This was concerned with
determining the extent to which gtandard costs
are used in terms of the advancements made by
the companies in the adoption of the technique.
That is, how far has practical abpljcations in
Kenya kept pace with the theoretical developments

and advancements of standard costing technique.
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CHAPTER . 5

FINDINGS OF SECOND PHASE OF THE STUDY

INTRODUCTION

In trjing to measure the extent to which
the technique has been adopted by individual
‘companies, several areas were sélected for
investigation. These areas afe often a
subject of much debate in professional and
academic forums, and it was hoped tha£
contrasting a particular company's choice
of a procedure with the reasons for such a
choice would reveal the extent of.its grasp
of the principles underlying and its awarcness
of the on going debate and, the available

alternatives.

In a competitive situation, companies

seck optimal alternatives. They will use

a standard cost system that they think will
meet and enharce their objectives. We should

notice that first ‘competition should be there

- (.'.I,,. o NPt - - ) . » .
to give the n essary petus or motivation.
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Without it, companies can be expected to merely
make satisficing decisions - only a skeletal or
rudimentary system of control will be Opgratéd.
They will not see the necessity to invest in
more elaborate systems if.theif objective (mainly
of making profit) is not jeopardized. Another

| case ofsatisficing behaviour may not be linked
directly with competition as such, although to
some extent or indirectly it may be responsible.
It may be due to the fact that:

(a) defects in the operating system are

not known or seen, and/or that
(b) alternatives systems are not known

or their benefits are not seen.

A third case is where there is need to invest
in an elaborate system and’knowledge exists about
the appropriate system but the requi;ite resources
to implement the system are lacking. It is against
this background and in this light that this second
part of the studyfproceeded and the findings reviewed.
The selected areas were categorized in chapter 3,
and the findings will be discussed along these

lines.



It is clear from the previous chapter that
only 23 out of 104 companiecs Used standard cosﬁing.
Eecause of small size of the sample or number of
companies that qualified for this second part of
the study, the intention (oriéinally) was to cover
the entire populétion. For various reasons, this
was not possible and only 70% (16 companies) wvere
studied (interviewed). This wvas conSidered fairly
representative. Table 5.1. shows the total number
of respondents against the total that use the

technique classified according to the locations.

’

TABLE 5.1

THE TOTAL NUMBER OF INTERVIEWED COMPANIES AGATNST

THE TOTAL NUMBER THAT USE STANDARD COSTS

TOTAL NO. TOTAL NO. PERCENTA&E

' INTERVIEVED USING STD. INTERVIEWED
LOCATION COSTING
NAIROBI F 3 18 83.30%
MOMBASA 1 3 33.35%
ELDORET - 1 i
THIKA - 1 =

TOTI’\L 1() ?3 ()(l) t“’(/l.
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gldoret and Thika had only one company each
that used the technique. Because of the distances
involved it was hiéhly uneconomical to visit these
places for just two companies (47 Xm to Thika and
194 Xm to Eldoret from Nairobi); lIn any: cage, it
was felt that their exclusion woula noti be of fuel
(if any) significance to the general findings} out
of three in Mombasa, only onc was interviewed. The
other one claimed to be too busy and another was
outfight unwilling to receive the researcher although
they did agree that théy use standard costs.
(Mombasa is another area wvhere a lot of responses
for the firstlphase of the study were obtained by
telephone andvpersonal visits so that the researcher
could not have known prior to the visit there of
the very low percentage of usec resulting in only one
interview). In Nairobi, two claimed to be busy,
while one was Jjust reluctant to rececive the
reéearcher even after assurances that the informaticn
where they required would be treated confidentially

and in any case no company name would be published.

rable 5.2 classifies Lhe interviewed companies

according to industry and ownership. Important



here is the information that, first, our
original list of industries (in chapter 4)
is cut from 13 to 9 when no companies from
LEATHER & LEATHER PﬁODUCTs; CEMENT, LIME,

& PLABTER: PLASTIC, POTTERY etc., and,
HOUSEHOLD & INDUSTRIAL ITEMS INDUSTRIES

are found to use standard costs; Second
only 19% of the 16 companies is fully
locally owned and the rest of the 81% is
shared by total foreign ownership and partly
foreign, partly local ownership. Local
ownefship here being either individuals or
 INDUSTRIAL AND COMMERCIAL DEVELOPMENT
CORPORATION (ICDC). (6 companies are entirely

foreign owned and 7 are partly localized.



——

CLASSIFICATION OF OWNERSHIP BY INDUSTRY

OWNERSHIP

b ey LOCALLY ~ FOREIGN PARTLY TOTAL
OWNED OWNED OWNED
1. FOCD. : 28 - 1 3
2. BEVERAGES - 2 . 5
3. TOBACCO i - - 1 1
4. TEXTILES 1 - 1 2
5. WOOD & CORK PRODUCTS - 1 m %
6. PAPER & PAPER PRODUCTS = - By 3 "
. 7. INDUSTRIAL CHEMICAL - P 5 5

8. PETROLEUM REFINE 5

9. BASIC METALIC & FABRICATED
METAL PRODUCTS IHCLUDING

MACHINERY & EQUIPMENT - 1 3 5
TOTAL 3 6 ; 16
PERCENTAGE 19% 37% 44% ° 100%

NOTE: The results show no relationship between ownership
- ~ 1

and industry. (The X2 computed from this table

at 16 degrees of freedom is 20.641 which is

significant at 5 percent confidence level The

Chi - square table value is 26.290).
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5.1 COMPARISON BETWEEN AGES OF THE COMPANIES AND

\
!
t
1

THE AGE OF STANDARD COSTING IN THEM

”

The time lapse between the inception of the
companies and the establishment or installation
of the standard costs systems present,an'interesting
: feature to the findings. (for reasons already
mentioned, 16 out of 23 companies that used standérd
costing were interviewed. For purposes of comparing

fhe ages of the interviewed companies with the

length of time that they had used the technique,
; only 14 companies were considered. This was because
information regarding when the other two had started

i using the technique was not available).

The average (mean) age of the 14 companies is
20.36 years (standard deviation is 16.15, Range =
- 6 - 60 years). The average length of time for which
the technique has been used in these companies is
8.71 years (standard deviation = 4.68, Range 1 -15 years)
One thing that becomes clear here is that standard
costing is fairly new in Kenya. The average time
laﬁse between the inception of the cumpanies and
their introduction of the technique is 11.6 years

(Range = 0 - 48 years). 'A possible explanation
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for this delay is that competition, being a
function of industrial Qrowth, was not as strong
in earlier years as inthe later ones; And indeed,
the difference between the ages of the”éompanies
aﬁd the ages of their standafd costs is much
greater the older the companies. For example,
for the companies that are aged 20 years and
below the average difference is 4.9 years,

while for those above 20 years of age the
average difference is 36.3 years; This ties

well with and supports the findings in connection
With'tﬁe correlation between industry size and
the use of standard costing (in chapter 4).

(see appendix s 1 B
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5.2 EXTENT OF STANDARDIZATION OF FACTOR INPUTS

The maximum control value of standard
costing is derived if a company haé standards
for all its products and for all the factor
inputs - direct matérialsf direct labour, and
factory overhead costs. it makes sense
therefore, that this study should try aﬁd
find out to what extent this has been achieved.

The study ;evealed varied developments
in this area. All the sixteen respondents had
standards for all their products. This signifies
a great échievement when one considers fhat the
number of different products per company
ranges from 2 to 13 product groups. (In
product groups there are several product items
for several compdnies, as many as up to 180)'
Howéver, not similar achievements have been

made in respect of having standard costs for

factor inputs.

Only eight companies (50%) had standard
costs for direct material, direct labour,

and manufacturing overhead. The other 50%

O
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had standards for direct material only, direct
material and direct labour only, direct material
and overhead only, or direct labour and overhead

“only. Table 5.3. below presents this information.

TABLE 5.3

EXTENT OF STANDARDIZATION OF INPUTS

INPUTS FOR WHICH' THERE ARE STANDARD COSTS NUMBER OF %
; : COMPANIES

1. DIRECT MATERIALS, DIRECT LABOUR

& MANUFACT. OVERHEAD- - - = = = = = 8 50
5. DIRECT MATERIAL & DIRECT LABOUR

L AR e S RS L e PR S L, B i T N - 12.50
3. DIRECT MATERIAL & MANUFACT, :

OVERHEAD ONLY« = ¢ ¢ = ¢ o o o o s o » 1 6.25
4. DIRECT LABOUR & OVERMEAD' OMLY < 2 3 "o s &y 1 6.25
5. DIRECT MATERIAL ONLY. .« - - R Laaed 4 25.00

For the other 50% that does not have standard

costs for all the three input factors (DM, DL, & 0O/H)
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but have for either one or two of them some form
of application rate was used for those factors

_ that do not have standard costs. Of coﬁrse,

L4 ‘
this has a much more limited control value than
standard costs, and it was necessary to find

out why respondents decided to limit their use

of the standard costs.

Before we comec to the reasons given by the
respondents concerned certain inferences can be
made from the data. Half of the eight respondents
that have standards for all factors are the size
F (over 500 employces) companies. There are two
size E(200 - 499 employees) in this category of
those having standards for all factors. This
shows a tendency for more standardization the
bigger the company; which 15 consistent with the
view that there is greater need for control and
more accurate data the larger the organization.
According to the findings, the extent of standardization
seems also to go vith the method of costing; with
companies that use process dominating both in the
numbers of firms that use standard costs generally
(whether for all factors ur not), and those that
have standards for all factor inputs. Table 5.4

depicts ond clarifies the:
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Methods of costing ranked in order of use are

Process costing
Batch costing

Combined Job/Procéss .;;.;;.

3
Job costing i g
TOTAL 19

One company used process; batch; and, combined
job/process costing methods. These account for the
excessive total of nineteen (19) costing methods

used over a total number of sixteen companies.

The dominance of the process costing companies
may be attributable to the fact that it is easier
and cheaper to install and operate standard costs
than under job-order costing in special order
industries. 1In the latter there is é wide varviety
of products of a non-standard nature which in
most cases makes the cost of Sctting Ehe ik andavas

prohibitive and out of proportion to the value

received from ' their use. There is ‘the



TXTENT OF STANDARDIZATION AGAINST COSTING METHODS

EXTENT OF USE OF STANDARD COSTS

" . DM.,DL., {DR.MATERIAL DIR.MATERIAL} DIRECT . DIRECT LABOUR |j TOTAL
COSTING METHODS & MFG & DR.LABOUR | & OVERHEAD MATERIAL AND OVERHEAD :
OVERHEAD ONLY : ONLY ONLY ONLY

1. Process COStiNg ecesecccss 5 i - e - &
—)atch Costlng - WY P WE.SH VS 8 3 g 1 2 oo 6
3. Combined Job/Process ..... 1 2 - - = 3
ob €cOSting .cecccecscccncs B . 1 * -t X 2
O T I‘\ I_ 9 a4 l 4 1 19




need for constant revisions and formulations to suit
the many production and product changes. Also the
accumulation of actual costs for production orders
is much more frequent, (mostly on daily or so basis)
whichcauses or leads to further demands on resources.
Oon the contrary, in the process cost system the
general tendency is that the products are uniform
and standardized and it is not only easier to set
standards but it is also inexpensive as no constant
and frequent revisions are necessary. Batch costing
system is one of 'HYBRID SYSTEMS' found in some

businesses and which fall between the two extremes.

The eight respondents, who did not use standard
costs to the full extent (did not have them for all
factor inputs - direct material, direct labour,
and manufacturing overhead) but limited them to
either one or two, were asked to give reasons for
not doing so. It will have been observed from
table 5.3 that four respondents confined their
standards to direct materials only out of a total

of fifteen that use them for direct materials.
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Limiting standards this way can be expected where
direct materials form a very large part of the
total costs such that minor inefficiencies in their
use would have a big negative impact on the profits.
Conversely,labour and overhead must constitute such
a small percentage of the total cost that (minor)
inefficiencies in their use would not increase

costs significantlyfThis should not be taken to
imply that standards are useless in such a
situation, for they would still help to identify

and stop even those minor wastes which would
otherwise find their way into the product costs.

We need also to realize that this also limits

the extent to which the benefit of savings in
clerical costs can be derived. The four respondents

gave different reasons for their procedure.

Two gave the reason(s) that chat is the way they
operate, that is the way they 33K6 ik, it is
convenient that way, and that it 1s not necessary
to establish standards for direct labour and
manufacturing overhead. A lot can be said about
these answers. To say that it is not necessary to
maximise or optimize the use of a control tool
implies that a company is confident that it can get

away with a merely satisficing decision or behaviour.
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That isy' it can still make its prbfits'anyway.
Associated with this may be a lack of knowledge

of other benefits that go with putting such a

tool to optimum use. If these benefits can be
obtained without comprbmising the original purpose
for which the system was adopted, rationality

dictates that such an advantage would be taken.

One comapny argued that labour and overhead
constituted a very very small percentage (actualily oy
for labour) of the total cost. Where the aim of
ctandard costs is solely for cost control, this
argument 1s tenable. The impact 6? inefficiencies
that enter direct labour and overhead unchecked
will have a small impact on the total cost. But
as said earlier, there are other benefits that can
be derived by using standard costs to the fullest
extent. It is encouraging to note that in this
particular company arrangements are already underwvay
to install standards for direct labour and
overhead even though they constitute such a small

percentage of the total cost.



While it would have been expected that
companies u§ing standards for direct material,
and directilabour would also use them for
factory overhead, two were found not to be doing
“this. Instead, they were using predetermined
factory overhead rate. Their reasons. for not
using standard costs for overhead were not
convincing. It is not sufficient to argue
Shat P00 1T 18 the vay we A0 it"." Xt does nhot
tell us that the method used is the best for the

company. Standards would probably yield better

results.

One thing that can be said is that standard
overhead rate, genérally speaking will be useful
for product costing and planning rather than
management control. This is because it includes
a mixture of fixed overhead costs, which will be
incurred by the firm regardless of the level of
productive output, variable and semi-variable costs.
The responsibility for the fixed costs does not
rest with operational but with top management who
are responsible not only for general policy, but
also policy regarding sales and inventory. levels.
In order to convert standard factory - overhead
into a control tool, a lot. of work is involved

and this is perhaps what they were trying to avoid.
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T?e procedure involves separating the fixed,
variable, and semi-variable elements and establishing
}dualfrates; one for the fixed and another for
variable factory overhead. As a business grows,
the overhead portion of the costs grows and. in
some cases (especially highly automated firms)

it constitutes a greater percentage. 1In that case
there would exist an even greater need for
rigorously controlling this portion of the total
costs. So that the dependence on predetermined
overhead rates may not meet this need and hence
may be inadvisable. Of a total of 6 (six)
respondents that use predetermined rates instead
of standard overhead, two employ over 500 people;
and these are considered fairly big enough to

shift from predetermined rates to standard

overhead.
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5.3 MAI? PURPOSES FOR USING STANDARD COSTS

The nature of a standard cost - whether

tight or l1enient - and the way it is going
to be applied depends mainly on what management
wants to achieve by 11. "For' this'Peason,
respondents were asked to say what their

" main objective or objectives were fer using
standard costs. They were also asked whether
or not there were any other uses to which they
would like to put their standard cost system
but for some reason(s) they were unable to
do so. On this particular question, the aim
was to try and find out whether managements
were aware of the various uses to which the
system could be put and/or whether indeed the
knowledge existed but full advantage could
not be taken for some reasons. If the answer
was positive, they were asked to mention
these uses. (See question 5(a), (b) & (c)
of the questionnaire. Table 5.5 is a
presentation of the responses regarding the

objectives for using standard costs.

The table is very simple and self-

explanatory. vorth noting however, is

-
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the particulag]y low number of respondents that aim
at simplifying book keeping (and/or reducing clerical
costs). Only 12.5% has this as an objective also.
All the respondents also answered that they did not
have any other uses to which they (their firms)
wanted to put their systems but were unable for some

other reasons.

TABLE 5.5

MAIN PURPOSES FOR USING STANDARD COSTS

PURPOSES . RESPONSES %
(a) As a help in budgeting 15 93.
(b) As a means of exercising control 16 100.00
(c  simplify book-keeping 2 12.50
(d) Pricing 14 87.50
(e) To put consistent Value @n

technical variances 2 12.50

Further discussions with the respondents revealed

that there was either insufficient knowledge or none

at all about the other extra uses to which standard

costs could be put other than those chosen by each

respondent. With the exception of two none, aimed at

more than three purposes: mainly control, budgeting,
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and prieing. At least in half the cases there
were also reservation that further ambitions

would bring more demands and complications.

It ié‘considered important, at this juncture,
to review briefly the advantages that can be aimed
for when using standard costs other than cost
control which has so far been emphasized. These
have been mentioned before and this repetition . is
simply a matter of emphasis that is motivated by
the realization that these are perhaps not so
obvious to our practising managements - mainly

simplification of book-keeping.

Standards are useful for production and
price policies. Pricing is important for preparing
bids for prospective orders, for planning new
styles, production of new products and for
furnishing cost estimates. 1In mass production
plants the need is even greater. This particular
advantage is taken by a fair percentage (87.50%)
in our sample. Clerical economy and/or simplification

of book-keepingattracts only 2 out of 16 respondents.
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Of great concern is the fact that this situation
is more'a result of ignorance than choice; and
it is -hoped that a brief reviey of how clerical

and labour cost can be saved under standard costing

would help.

How clerical and labour cost can be saved

in standard costing is as follows:27

- S Standard,costs are used to carry
inventories so that stock ledgers
are kept in terms of quantities
only. 'In this way, much clerical
effort in pricing and balancing
items on stock ledger cards is
eliminated. In order to obtain
total standard cost of goods on
hand, at any time, fhe quantity
in stock is multiplied, by the

standard unit cost. Similarly,

27 - "“A RE-EXAMINATION OF STANDARD COSTS"
Research Series No. 11, NATIONAL
ASSOCIATION OF COST ACCOUNTANTS
BULLETIN, February, 1, 1948, p.720
as quoted in J.G. BLOCKER & V.K.
WELTMER'S, COST ACCOUNTING, 3rd Ed.
(U.S.A.: MCGRAV-HILL BOOK COMPANY
INC., 1954) pp. 303 - 304.
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.raverage actual cost may be computed
by multiplying standard cost by the
ratio between actual and standard

cost of the goods.

Because the pricing of requisitions
or bills for materials to be put into
production is not done at actual

cost which would entail a laborious
process,. a lot. of time dis. saved.

This is also true for obtaining
standard cost of goods finished

which can be obtained immédiately
upon completion by simply multiplying
the quantity by the unit standard

cost.

Considerable time is also saved
because reports highlight only
those factors that need management
attention and exclude unnecessary
details. In this way, the time
devoted to the reports by manage-

ment is also saved.
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' :
ESTABLISHMENT OF STANDARD COSTS

A third focus of the study was on the
actual establishment of the standards. This
area involves two decision variables: first

a decision has to be made regarding the

- level of activity which should form the

basis of the standards - i.e. the degree of
tiﬁhtness or lcoseness that should be aimed
for. Second, management has to decide on

what procedures or techniques they should

use in setting the standards. It was seen

in the literature review that these areas

are controversial. The study was mainly
interested in finding out what factors lead
managements to their choices of particular
levels of activity and of particular techniques
for setting the standards; and whether such
choices were in keeping with the management's
objective of installing standard costs. This
area was expected to reveal whether practice
has kept pace with the theoretical developments

in this area in Kenyan management.
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5.4.1. LEVELS OF ACTIVITY FORMING BASES FOR STANDARDS

For\Bne or two reasons, the choice of a
lével of activity to form the basis of a standard
ERET IR & particulaerly difficult one.  First of
all, a particular choice while consistent with
managements' objective, may lecad to'behavioural
or human relations, problems - We ha?e observed
earlier for example, that tight standards are
good for control purposes, but may lead to certain
human relations problems. Secondly, BACKER &
JACOBSEN28 warn, and this is after the choice
has been made, that, while it is relatively
simple to categorize the theoreticql assumptions
underlying the establishment of standards, it is
far more difficult in practice to conform to a
specified conceptual framework. The precise
calculation of the degree of tightness or

l1ooseness of standards cannot be done, More-

over ensuring that standards have been set throughout

88 . RACKER & L.E. JACOBSEN, COST ACCOUNTING
- a management approach. (U.S.A.
McGRAW-HILL, INC. 1964) p.278.
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the organlzaglon with the same relative tlghtness
or 1ooseness is impossible (even if managements'
policies are clearly defined in regard to the
type of standards desired). With these.in mind,
an attempt was made to determine what levels
managers aim for and the reasons for such aims,
without necessarily trying to determine whether
they actually achieve it. The classification
levels used have been described 1in chépter . B

They also appear on the questionnaire.

out of the sixteen companies, fifteen used
standards for direct materials, eleven used
standards for direct labour, and ten used
standards for manufacturing overhead. Of the
fifteen companies that used standards for direct
materials, six used the expected capacity 1level,
one normal capacity lével, and eight used the
practicalr - capacity level. For the eleven in
direct labour, four used the expected capacity
and the remaining sevenused the practical - capacity
Jevel. The expected actual level was used by
five respondents for overhead, and an equal number
used the normal capacity level for the same. The

ideal capacity level was used by none of the respondents.
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Table 5.6 below contains this information.
]

TABLE 5.6

LEVELS OF ACTIVITY USED AS BASES OF STANDARDS

FACTORS

ACTIVITY LEVEL DIRECT DIRECT FACTORY
MATERTAL LABOUR OVERHEAD

1. EXPECTED. — ACTUAL.. ... 6 4 5

2. NORMAL CAPACITY.. . .. | 1 3 5

3. PRACTICAL-CAPACITY..... 8 ; %

4. IDEAL CAPACITY- — - .. .. » 3 i

TOTAL 15 : 31 10

The respondents gave various reasons for their
choices of the particular level(s). Befcre going into
these, we need to mention that the ten companies
that use standards for both direct materials and
direct labour, (see table 5.3), there was a'consisten:y

+

of choice for levels between one factor and the other.
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That is, if practical-capacity was used to establish
direct material standards the same would apply for
direct labour. (3 chose expected level, while 7

chose practical capacity).

Four of the total of six respondents that use
the EXPECTED LEVEL for direct material and/or direct
labour gave reasons for their choices. The answefs.
vere that the level was the most convenient, other
levels are just theoretical and/or that was the
most appropriate level. Further investigations
revealed that at least two of these were aware of
the various other levels that can be used while
the other two did not give the impression that they
were either aware or have an understanding of the

different implications of each level.

In a way, EXPECTED ACTUAL LEVEL is an average
which covers a multiplicity of business errors -
waste, poor planning etc. To argue that it is the
most convenient or appropriate or that the others are
theoretical leads to two conclusions: First, that
the conditions are so good for business that

managements are led tc complacency. While it
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might be’ difficult in practice to attain the
desirgd level at least the aim of management
should demonstrate that rigorous cost control

is needed. The philosophy changes from that

of satisficiné to that of maximiiing. It is
apparent here that management philosophy remains
that of satisficing. Aiming at a higher standard:
than expected averages does not make the former

any more theoretical than the latter,

Second, it was also:apparent that managements
were not very clear about the fine distinction
between a budgeted cost and a standard cost - that
a budgeted cost is what is expected williresult,
while a standard cost is what should be the result
and that it aims at uncovering the inefficiencies

and wastes.

Wwe have argued, earlier, that for control purposes,
standards must have all inefficiencies "squeezed
out" of them. Therefore, there is a lack of
consistency in the seven companies that used
expected, and Normal capacity levels since all of
them have cost control as their main aim for using
standard costs. This indicates a situation where

theory has outpaced practice.



Fifteen of the sixteen respondents also use
standaras as a help in budgeting. There might be
a slight conflict. between using standards for Cbst
control, and for budgeting; Standards for control
show (or shoulq show) what costs should be if certain
highly desirabile performances are attained. The
cash budget will be thrown out if such standards are
used for setting it up, because such desirable
performances are seldom attained. As one respondent
rightly pointed out, expected costs are good for
cash budgeting - (but they are not good for cash
control); So that there-might have been a goal
displacement here, whereby standards were established
for control purposes but budgeting took over or Vice

versa.

Several insights are obtained from the reasons
given for using the practical - Capacity level.
Generally here, managements reveal a lot of theoretica)
knowledge of the principles involved, a clarity of
purpose, and the requirements of the different
situations. All the eight respondents are aware
that cost control needs tight standards, at the
same time they are aware of practical limitations
of using ideal standards ; the behavioural problems

that are likely to result if no allowance is made
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for unaVoidable inefficiencies such as, for example
]
'Spoilage and shrinkage. There is that conscious ang

consistent effort to set a standard at a level that

allows for maximum control while at the same time

giving allowance for unavoidable wastes. Said one
respondent, "..We aim at cost control as far as

pPossible without being unpractical," Several

factors were found to be responsible for this

achievement. .

In one company, the situation or cost-revenue
relationship is such that the smallest savings they
can make results in a very big increase in profits,
For example, if they can operate ‘at 2% above a
previous periods figure, that has a significant
impact on their profits. So that all the time
they aim at as high performance as possible. It
must be explained that no attempt is made by this
company to reach for ideals but to meet the set

practical-capacity standard.

Some companies have a highly mechanized
production procecs with practical-capacity levels
in-built within the machine. 1In one milling

company, for example, the machines are such that
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while the} can be made to produce 100% flour out of
lQO% wheat, for their 1ohg life and good production,
they have to operate at 75% efficiency. 1In that case
a machine produces 75% Qood flour out of 100% wheat
(direct material). This particular éoint will be

discussed further when we come to setting of the

standards proper.

The third motivation comes from the influences
of mother companies on the operations of their local
- subsidiaries. This pointlis dealt with in detail g s
the next section hence only a short‘observation is
made here. There are cases where mother companies
send in a battery of engineers to come and set the
standards. In most such cases, appraisal is done by
such engineers every other year also. This is very
significant in that it introduces another variable
in our study; while we are arguing that the level
of expertise, and competitive conditions will
determine to what extent standard costing technique
is used, certain other variables are at play.
However, it is not clear whether such external
intervention is brought about indirectly by tightening
internal conditions or simply by a desire to stand-

ardize operations. Whatever the case, this stil} goes



to affirm that expertise is lacking locally hence

the mother:&ompany has to send engineers frop

overseas.:-

In respect of factory overhead, ten respondents
used standard overhead rates. Further discussions

revealed that six employed the standard factory-
overhead rate not so much as a control instrument

but for product costing and in Planning. The
Practical value to management of limiting the

standard to cost ascertainment is little unless tﬁig
process 1s linked with an équally important one

of cost control. The other four respondents were
found to operate the standard factory-overhead rate

on a dual rate basis, which automatically converts

the standard into a coptrol tool. These wvwere only
the companies that employed over 500 people (F group),
for this reason the achievement may be associated with
a greater need for factory overhead control in large

companies.

It should be mentioned also that, in respect
of overhead standard, respondents based it on
expected or normal production. Only one mentioned

that their production is limited by sales; so that
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'
they worked from the sales budget béckwards. A
good number had their sales, instead, determined
by production, so that they worked from production

budget forward.

In all the respondents, there was a generai
reluctance to anticipate prices. So that the price
standards were determined mostly on the basis of
future market prices for materials, labour, and
indirect services. Quotations from suppliers and
union agreed rates were used Qenerally; This should
probably have been discussed under Section o P $ig s
however, haviné done so here saves such a later

exercise.
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5.4.2¢' TECHNIQUES USED FOR SETTING THE -STANDAR

DS

Setting a standard involves the
determination of the amount of material
and labour/time to be expended in making

a product. 1In order for the standard to

be useful for control purposes, the
exercise goes 80 far as determining the
types or specifications, and the quantities
of materials and/or labour which enter into
the product for which a standard is being
compiled. Different procedures and theip
merits were discussed in chapter three.
Here we are going to report the findings

of an investigation into this area.

The procedures wvere classified into the
following techniques: Engineering studies,
& time and motion studies, (2) Past experienceo
(Past data/performances); and (3) statisticai
analysis. This classification or grouping
served as a means of standardization of the

information sought.
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'
.
sy

Pa;t experiences or performance techniques for
setting standards meant those techniques which relied
solely on the use of past actual performances,
observations etc., where these were available from
the records and were used with or without adjustments
for deciding that so much material of this quantity,
so much labour/machine hours and so much factory
overhead should go into a product. Statistical
techniques include all those methods in which
statistics of any form was employed, such as
statistical sampling techniquesi Enéineering, and
time and motion techniques here meant any methods
that involved a scientific determination of the
standards. Under these methods will fall, for
example, test runs, and time studies - where an
expert observes and records each element of the
work cycle; times these elements with a stop watch,
rates the skill etc. These are generalizations as,
indeed, the finer details of how exactly to do these
things will depend on the nature of the product and
the production process. The classifications are
merely to guide our study. These methods differ in
their level of accuracy, and their usefulness, which
are dependent on, among other things, the degrece of

caution exercised at this planning stage. Also,
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'
Some are more expensive than others and the level

of expertise required is indeed different.

In this connection, the study went out to

find out what methods the companies were using.

All respondents were asked to explain the proce-

dures that they followed in establishing their
standards and these were classified appropriately.

In order to determine whether a technique was used
because it was the only one that was known: feasible;
or appropriate (and optimal), they were also asked
whether (a) they knew of any other technique(s) for
establishing standards; (b) whether they thought or
felt that the one they were using was the best for

their companie(s); and, (if no), (c) what preventeq

them from using the best technique.

Table 5.7 below shows the different methods
used by the sixteeen respondents for setting the
standards for direct material, direct labour, ang

factory overhead.
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TABLE 5.7

TECHNIQUES USED FOR SETTING THE STANDARDS

TECHNIQUES DIRECT DIRECT FACTORY
: MATERIAL LABOUR OVERHEAD

; & Engineering/Time &
2 MOTEoNn Srtuades.. . Ly 9 6 3

2. Statistical Analysis, 4 N 3

3. Past Experiences/
FevIOYmanCes. . . o« s s

n
¥ .3
D

TOTAL 15 11 10

Classified under engineering and time and motion
studies techniques are a number of some very sophi-
sticated ways that were found to have been used in
setting the standards. Mostly, a team of experts
came from overseas and actually took a long time
studying the operations, making test runs, and
setting the standards. Mother companies played a
significant role in this. As explained before, a
majority of the companies are either fully or partly

foreign owned; so that when talking about mother
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Companjﬁs, we are talking about "mothers" to both
,group§.and not just those fully foreign. However,
forefgn expertise was not confined to these group
of companies. Three local companies also we found

to have benefited from their services.

An . interesting situation was found in one
compay in which their standards had been set by
the mother company. These were found to be too
tight (eépecially labour standards) and management
had to relax them in order to make them less
resented. Clearly this is a case where not sclely

scientific"methods were relied upon but past exp

and performances were also used in order to arrive at

a workable and acceptable compromise. These were,

however, classified under engineering technique.

We notice past performances and statistical
analyses are also being used. One of those
companies using past data had as a reason the
fact that past experiences wac the only convenient

method. Their costing system was job-corder and

erienczes

did not lend itself to econcwical uszc of sophisticated

tcecchniques.
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Seven out of sixteen respondents knew, and

\

ning did not know of any other technique(s) for
setting the standards. One of those who did not
know any other technique used past actuals and two

used statistical ahalysis.

The next question was whether the technique
being used was thought the best for the company.
To this question, there were 13 pogitive, % negativé,
and one neutral responses. As the thirteen positive
responses explained, saying 'yes' to this question
did not mean or imply that no improvements could
be made but that a satisfactory way had been used
and only improvements within the set framework and

adjustments were constanly being sought and made.

It is worth noting that out of 6 that use
past performance data for either material, labour,
6r overhead, 3 denied knowledge of any other
technique for setting sfandards and the same feilt
that the techniques they were using were satisfactory
for their companies. Of the four using statistical
analyses, three denied knowledge of any other
technique but felt that the methods they were using

were satisfactory for their companies.



This is curious when viewed against the fact that
in all‘fhese companies standards have been used
for a good number of years (Range 4 - 15 years).
Standards of this nature are considered 1less
effective for control'purpose§ and are only
recommended for initial installation period onily.
The respondents' satisfaction with them can only'
be attributable to their iénorance of other better

alternatives and the easy business conditions.

Most prominent again are two big companies,
one 60 years old and the other 20 years old which
use past experiences and statistical analysis for
setting standards. Both use process, and/or
combined process and job costing methods and have
been using standards for 10 and 15 years respectively
They both claim knowledge of other techniques, but
feel that their present techniques are good for their
companies. Worth mentioning is that these companies
are absolute mcnopolies in the sense that they are
the sole producers in their respective industries.
The only direct competition they face are imports
which are subject to very high customs duties.
These are so high that the imports sell at 100%

or more over the local products.
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Two c?mpanies were not satisfied with the
techniqueé they were using for setting their standards.
One.was ﬁsing scientifically set standards, but was tiil1
not satisfied and was looking forward to improving them.
:Something was wrong with the standards but it wasn't
known yet what had to be done about the whole system.

The second respondents were using the standards from

the mother company adjusted downwards.

By way of rounding ~ . up this section, it might
be said that, generally speaking, the procedures of
setting the standards are fairly satisfactory.to the
extent that they are mostly accomplished by the use
of scientific methods which are generally considered
the most accurate. The pratical value of those
relatively few systems which are based on what may
be called crude standards cannot be ignored or
underestimated. They also meet such other objectives
as, for example, shortening the time required for
producing operating statements and they also do
give some control information that may not be
obtained without any form of standards. It must be
added, however, that for rigorous cost control, their
usefulness is limited and it is necessary that they

be replaced with more scientific ones.
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Their use should not be allowed to go beyond the

N

allowable initial installation period.

- The deployment of overseas consultancy and
expertise has been very instrumental in the
achievement made in the use of the. standards.

The findings lead to the rejection of the
hypothesis that the technique will not be found
to be applied to a Qreat extent - here measured
by the level of sophistication of techniques

used for setting the standards. The expectation
was that due to lack of expertise - that is, lack
of knowledge of the pros and cons and/or of the
better alternatives, or lack of skilled people
that can establish synthetic standards - and/or

a iack of competition to motivate firms tc aim

at better standards, firms would be found to be
satisfied with no more than crude standards. At
the same time, our notion of lack of expertise is
uphe1d, as evidenced by the heavy dependence or
reljance on foreign consultants and experts.

Lack of expertise also featured prominently in
part I of this study as a major constraint that

respondents faced.
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. .
Importing expertise from overseas must

be expensive, much more expensive than if it were
available locally; Few companies can afford such
an expenditure, and even for those that can afford
it, the mqtivation (for importing consultants) or
the reasons for doing so must, iﬁdeed, be fairly
stronQ.» A firm must feel that its vefy existence
is threatened and such an adoption would bring

salvation.

5.5 HOW STANDARD COSTS ARE OPERATED

The operation of a standard cost system begins
with the decision to use them, for a specific purpose.
The purpose for which management will use standards
has a bearing'on the level of activity that is
going to be aimed for, and the procedures that are
going to be followed in setting these standards.
However, the actual operation of the system still
has to be effected. For this reason, after
investigating;

(i) the purpose of using standard, and

(ii) how these are established,
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the research went further to find out how the
system(s) were being operated. An omission of

this would render this work defficient and

inadequate.

Specifically, the study went to investigate

(a) Whether standards were incorporated
into the books or merely used as exhibits.
If the latter was the cése, reasons vere

sought for such a practice.

(b) Whether variance isolation was immediate

or delayed; and
(c) How variances were disposed of.

Asvseen in chapter 3, these areas are NEYW COontio-—-
versial - being the subject of much debate. The
accountant must understand the various view points
and their ultimate effects if he is to avoid muddling
his accounts and confusing the interpretations.

A study in these areas, it was hoped, would reveal
the gap between theory and practice. Only when

the extent of the gap is known can appropriate

steps be taken to fill or close it.
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2
- CHARLES F. SCHLATTER, 9 has put very aptly
and succinctly certain requirements of a good
cost accounting system that must necessarily be

referred to in evaluating the methods:

"l - It must aid'in the day—tO—déy control

of the operations and costs of the business;
Without this service, there miglt be no
profits to show on end—of—thé—period state-
ment and eventually no assets to exhibit on a
balance sheet. This service concerns .the

operating executives primarily.

2 - It must furnish reliable data for state-
ments at the end of the period. This function
concerns the financial executive and, chiefly,
the creditors. Without this service, there
might be no credit and no funds with which to

operate.

29 — CHARLES F. SCHLATTER, COST ACCOUNTING
(New York: John Viley & Sons, INC. 1953),
p. 601.
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@ = 10 MUBt pay its way. If the costs of cest
accounting exceed its savings, it must be
discontinued. Cost accounting per se has no

reason for existing.”’

He goes further to warn that the first two require-
ments "..often seem to be diametrically different
from each other. What satisfies one often seems

not to satisfy the other completely." He says that
circumstances should determine which should be pre-
ferred. For example: "In a business, with relatively
few, but large expenditures, the control of the
business depends little on the accounting procedure,
and the second purpose is given preference. 1In a
manufacturing concern with almost inumerable
expenditures, relatively small in individual amounts
but large in total, the accounting procedure is a
very important factor in the control of expenditures
and in the economy of operations; therefore, the first
requirement of cost accounting must be stressed."

With this in mind, we may proceed to examine the

different practices.
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«8.1. COMPARATIVE Vs INTEGRATED STANDARD COSTS

Standard costs may either be incorporated
into the accounting system of a firm or may be
used merely for comparative purposes. The two
procedures are equally advantageous for control
purposes és variance analysis is possible in
both. The main or added advantage for carrying
standard costs through the accounts is that
simplicity is gained, cost of accounting is
reduced, and reports may be rendered promptly
at the end of the period. A school of thought
that is opposed to this idea or procedure says
that carrying inventories at standard is a violation
of "truth in accounting" that cannot be offset
by the said advantages. So that incorporating
standard costs has the disadvantages that the
problem of variance disposal arises and/or the
bother of having to prorate the variances in
order to bring the accounts to or as close as

possible to actual (true) costs.

The study revealed that 50% of the total
respondents used their standard costs for comp-
arative purposes only, while the other 50% have
them integrated. The study went further to

identify the main reasons for not integrating
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the'staﬁéards into the accounting syétem. The
respondents felt either that it was not necessary

to incofporate the standard coéts, because that

does not.- make control better, or, that is as far

as they felt they wanted tooperate the system.

Such incorporation would.brihg a lot of unnece-
ssary.paper work and 1lcts of complications with-

out any benefits because they (respondents) would

still haﬁe to convert the accounts té Actual costsiAll of
them felt tgat only actual costs can or should be used

in financial accounting statements.

Indeed a selectad system or procedure is
determined by the requirements of the management
at the time the system is installed. So that
.we cannot be too dogmatic regarding vhich is the
betterAsystem. If management needs standards
purely and only for control purposes, there is
nothing obliging them to gé beyond that; but
prudence dictates that there must be a valid
reasoﬁ for not wanting to maximise the Dbeneflit
of an already installed system. As has already
been discussed in previous chapters, severeal

advantages accruve from integrating standard cgsts,
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Of intergrating standards, SCHLATTERZ? says:

"When standard costs appear in the accounts,
the first and the third requirements* are
nearly always well met; and, if inventories
are valued at real standards, carefully
and accurately determined, all the three

requirements are well met."

It would appear that managements have limited

this system to the minimum set by necessity. From

their arguments the usefulness of extending the
system beyond this minimum, while justifying the

extra effort and work, is not readily or immediately

apparent to them. Only two respondents mentioned

lack of accounting staff with the experience and
expertise as reason(s) that stopped them from going

beyond comparative to integrated standard costs.

It is particularly interesting to realize that

seven of the eight companies that have incorporated

230 2 30D b 601

* These requirements were stated earlier on
pages 128 - 129 .
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their standard cost into their accounting books,
also have the idea that for a proper financial
statements all statements must ultimately be at
actual costs. As a result, only one company was
found to keep inventories at standard ROSLe ) sand

included them for financial reporting purposes.

>.5.2 VARIANCE ISOLATION: IMMEDIATE VERSUS DELAYED

Asked whether variance investigation is done:
(i) thoroughly and regularly,
(ii) at random, or

(iii) 1largely ignored?

all but 2 of the 16 respondents gave (i) as the
answer. Of the 2, one respondent did it at random,
"when variances are very, very big," and the other

did it at random on certain items and regularly on

others.

. Variance reports are most effective if prepared

daily and/or weekly. It is almost too late if the

reports are prepared after monthly closing.
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Those that responded '"thoroughly and regularly;" v
was found that they mostly did investigation on a
weekly basis with the exception of five who did it

on a monthly basis.

All the 16 companies used the variances for
cost control although at least one expressed the
reservation that price hikes were rendering such
an exercise less meaningful. Of. the 14 that also
used standards to judge managerial performance
only two had bonuses attached to variances: that
is they.have a policy of directly increasing or
reducing compensation on a routine basis for
employee - caused variances. One of these have their
standards based on past performances and statistical
analysis. This is objectinable on the grounds that
standards are not accurate and are, therefore, more
likely to lead to several dysfunctions. For the
12, compensation is independent of standards or
variances - they rely on other systems for rating
their employees or have uniform bonus systems,
although persistent adverse variances may and do
in certain rare cases lead to various punishments
(demotions, bonus forfeiture, transfers, etc) in

some companies.
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The merit of isolating variances early is simiiar
to that gained by frequent reporting. The aim is to
alert management of the irregularities as soon as
they occur so that action may be taken early enough
to pre-empt similar ones occuring. Waiting until
the end of the month has the disadvantage that
several similar inefficiencies may have been repeated
before being detected and discouraged. Table 5.8
below depicts the findings on variance isolation.

for the eight companies with integrated standards.

TABLE 5.8

VARIANCE ISOLATION : IMMEDIATE VS DELAYED

DIRECT DIRECT | MANUFACT,

MATERIAL LABOUR | OVERHEAD
IMMEDIATE ISOLATION 3 1 %
DELAYED ISOLATION 4 4 4
TOTAL 7 5 4

NOTEE Not all respondents had standards for material
labour and overhead. Some confined standards

to two factors.
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The study reveals a general tendency to delay
the isolation of variances. 4 (57%) out of 7 delay
the isolation of material variances and 4 (80%) out
of 5 for labour variances. The highér percentage
of delays for labour may be an indication of 1less
importance attached to labour as compared to material

controls

5.5.3. VARIANCE DISPOSITION

The eight respondents with standard costs
incorporated in the accounting books were of relevance
to an investigation of how variances are disposed of.
As mentioned, already in the preceeding section, the
findings show a very heavy reliance on actual costs,

with 87.5% prorating the variance so as to go back

to'actual costs'.

Of the one company using standards in the
valuation of inventory, more needs to be said. The
company has accepted and adopted the idea that standard
costs are true costs and has adopted a policy of
regardiﬁg all variances as having no bearing on the

intrinsic value.of the goods. It charges direct

material, and direct labour variances directly to
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profit and loss. While this demonstrates the
confidence that management have in their standards,
it is the researcher's feeling that a compromise
ought to be sought between practical convenience
and sound accounting theory. At least the company
ought to distiquish between variances due to actual
inefficiencies and those that are a result of
incorrect standards. A portion of the latter will
include what can rightfully be attributed to the

products (goods).

The treatment of factory overhead variances in

ol has called a

this company follows what COWAN
minority view. According to this view, "... the
balances in the standard cost variance accounts
should be carried forward. The reason is that the

standard costs are based on normal conditions and

normality is a kind of average over time."

31 - T. K. COWAN, THE ACCOUNTING FUNCTION,
SWEET & MAXWELL (N.Z.) LTD., New Zealand,

1965) p. 238.
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They have, observed over time that unfavourabie
overhead variances in one month will almost
invariébly be offset or nearly completely offset
by favourable ones in subsequent periods/months.
So that they find no need to bother about dumping

them in profit and loss account. -

It is obvious from this study that littie is
known about the practical value of étandard costs.
It is also clear that our companies are fold
fashioned? as evidenced by their illusion with the
so called "actual costs"; ‘The computation of
actual costs is open to question because, due to
the work involved and the amount of paper work,
errors may and often do occur and what ultimately
comes out as the actual cost is an approximation
anyway. This is even a greater problem in large
and complex organizations. The rejection of

standard costs can only be, according to SCHLATTER,32

" ... lack of sympathetic understanding
of the problems confronting the cost
accountant in trying to meet the first

and the third requirements (above,

PP 128 - 129)-

32 ~ SCHLATTER, Op. Cit. pp. 602
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He generally._-insists SR
holding strictly to the idea that
the books shall be kept ap i the
only function of accounts were to
furnish data for periodicél state-
ments and for income-tax. ﬁe of ten
disregards the use to be made of
éccounts in guiding the daily

operations."

He further stresses that:

"... accounting must serve business and

not necéssarily any particular theory,
however venerable. 1In other words,
service to business must come - fipgt
and respect for theory second, although

the two are seldon incompatible".

Apart from purely internal consideraticns,
business accounting practices are affected by the
state and professional accounting bodies charged
with the responsibility of rvgulating,coopdinating

and standardizing the practice. As observed
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earlier;'in U.S.A. and Britain standard costs may

be used in accounting statements. So that the extent
of their use there is purely determined by how
individual firms resolve the various arguments or
whether the benefit of doing so is‘greater than

not doing so. More and more companies are using
standards for external reporting in these developed
economieS. And, if this is anything to go o N
would seem that there is much to be gained by

doing so than by not.

In Kenya, both the government (companies
ordinance & Income Tax Ordinance) and the Institute
of Certified Public Accountants (K) are silent on
the question of whether or not standard costs
may be included (used) for financial reporting
purposes. In most (if not all) situations
where this is the case, Western procedures are
followed as closely as knowledge and resources
will permit. There are various areas vhere we
are lagging behind in terms of accountancy
developments. This is one area where cost
accountants have not yet sold to management: and
succeeded in convincing them "that standard

costs are real costs and thus should be
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booked. 33

‘National Association of Cost Accountants (NACA)

Bulletln34 reported as early as 1948 findings from a

number of representative companies on the question of

booking standards. Table 5.9 shows their findings

which show a much greater use of standard costslin

financial statements than our present study whose

results are shown on Table 5.10.

TABLE 5.9

NUMBER OF COMPANTES

Materials Labour
Quantity Variance
Variance :
Variances treated as period costss
inventories charged with standard ;
. 4% 52
costs onily.
Variances divided between inventories
and cost of sales; inventories at 13 11
approximate actual cost,
No standards used for this element of : :
cost; actual cost used, 3 0
NUMBER OF COMPANIES REPORTING 63 63

33 - Here, the researcher ahar‘Stho views of Pro.S.A.ZEFF op Cit

34 - STANDARD COSTS FOR COSTING INVENTORIES,
June 1,1948; in STANLEY B. HENRICIS STAN

NACA BULLETIN,
DARD COSTS PUQ

MANUFACTURING, 3rd Ed. (MCGRAW-HILL BOOK COMPANY ,

INC., 1960) p. 111,
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TABLE 5.10

NUMBER OF COMPANIES

MATERIAL LABOUR
QUANTITY VARIANCE
.VARIANCE
Variances treated as period costs:
inventories charged with standard il 1
costs only.
Variances divided between inventories
and cost of sales; inventories at 6 3
approximately actual cost.
No standards used for this element
' 9 &)
of cost; actual cost used,
NUMBER OF COMPANIES REPORTING i 16

5.5. PRCBLEMS IN OPERATING STANDARD COSTS

A minor objective of this research was to identify.
the problems of operating»standard costs in Kenya.
While the researcher did not feel that this technique
needed to have any peculiar problems from those
generally found in other countries, it was felt necessary

that this feeling be documented. It yas also felt o6
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hoped that this would give support to some of the
; ' i
researcher{g reasons for hypothesizing that standard
costing will not be found to be used to a Qreaf .

extent in Kenya;

A questionnaire was used in two ways in trying
to discover the problems that managements face in
using standard dosts; First, an open question was
put to the respondents to mention the problems
(both technical and behavioufél) that ?hey meet in

using the technique, and these were recorded. Second,

- a structured question listing a number of possible

! problems* was given to the respondents who were
required to indicate to what extent the listed problems
affected their companiés. Codes were to be used for

the extent as follows:

TO A LITTLE|TO A VERY |NOT AT

EXTENT ||TO A VERY TO A GREAT
: EXTENT LITTLE EXT, ALL

GREAT EXTENT EXTENT

CODE 4 '3 l e L 0

* HENRICI, p. 11, lists problemS'tbat may harm the
operation of standard costs. This list was adopted
with mjnor (actually two) additions’ = (a) and (b).
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The first method was useful because the researcher
could not'anticipate all the possible problems that
manufacturing firms facé in Kenya. Again this method
would make it possible to get qualitative data which
is very useful. The second method was prompted, first,
by the fact that preliminary survey revealed an
inability, by certain respondents, to say exactly
what their main problems were or remember most if
not all of them. This method also enabled the
researcher to get information on specific issues

in a standardized form.

.6;1. RESPONSES ON THE OPEN-ENDED QUESTION

Most respondents answered the question of what
problems they were encountering with respect to
standard costing, with some giving more thaﬁ one
problem. There was only one non-respondent.

Lack of manpower and expertise was mentioned by

six respondents which made it the most common

of the other problems given. This particular

problem can be associated mostly with big size

as evidenced by the fact that, of the six respondents,

five are size F and one size E and none of size D

(between 100 and 199 employees). This situation
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can be expla%ned by the fact that as businesses
grow, there is a greater demand for formal cont=ol

systems and expert manpower to man the system.

There is such a shortage of accountants that
some companies are forced to do without fully
established costlaccounting departments, as such
- only a few people doing just the fequisite
minimum of a costing system; Some of.the bigger
companies, as indicated earlier, have the advantage
of getting trained manpower from overseas. This
is' at a higher costs, of course, so that only one
or two people will be recruited may be where four
or six are required. This explains why even in
such companies the problem persist - énd even

take a new dimension.

In one particular company, the financial manager

was indeed a very experiencéd expatriate who had been
brought in with the hope.that he would remedy problems
of financial management and cost control. His problem
was that there was such a gap, in terams of knowledge
and experience, between him and the next best man in
line that he found himself bogged down to even .

variance anlysis because no one else could understand

and do it. This took the manager's time from dirc ! inq
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planning and coordinating other activities such that
several ather duties were neglected or not done

satisfactorily, including the control function itself.

In an effort to try and overcome or reduce this
problem, some companies encourage and even finance
‘their accounting stafff to further their studies
with accounting bodies such as the Association of
Certified and Corporate Accountants (A.C.C.A.),
~ the Institute of cost and Management Accountants
(ICMA), and the.Kenya Institute of Certified Public
Accounténts”(é.f:A;(K»; ‘This endeavour Qoes a long
way, indeed, in trying to circumvent the problem of
manpower shortage; and yet it has also had serious

problems.

One of the first problems that managements face
had to do with the problems of education itself. It
is very expensive to train accountants, in the first
place, and many firms are limited by funds to finance

such ventures or to finance to the extent that their

manpower needs may be met. The high {ailure rate

in professional accovntancy increascs both the

risk and expense. This may be held responsible for the
smallness of the number of firms willing to

finance students / employees. Simiiarly, while some
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firms'?%timately decide to venture into education
with all its risks and demands on resources, others
prefer a less risky policy. That of attracting,
with higher salaries and lucrative fringé benefits,
those who finally finish their professional
qualifications. This has-the effect of increasing
further the risk of loss for those firms which
invest in this kind of education. Some companies
feel, therefore, that although the process of
training mofe and more accountants has positive
effects in the effort of improving accounting
operations of Kenya firms generally,the programme
would be facilitated if all firms participated in
a way proportional to their needs and financial
strengths. They cannot see this type of training
continue for any length of time under the present
set-up where some firms bear the entire risk
without the guarantee that they will reap the

-

benefits.

A second problem that firms encounter in
operating standard costs is that of inflation.
some four firms found this a big problem because
it necessitated revision of the standards a bit
more frequently than they had ever had to when
prices were a bit more stable. The process is

expensive and bothersome.
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Indeed inflation poses certain problems or
diffichities. A physical inventory must.be taken
and items affected must be re-priced so that the
standards.reflect current conditions. From the
stand point of accuracy this is necessary, and
yet too frequent revisions may aléo weaken their
effectiveness as control tools. Uﬁless the company
is fairly small, again, the process of revising
standardé cannot be carried out more often than
once a year without heavy expenditures. For
these reasons, some accountants feel and advocate
that changes in prices be accommodated without
necessarily revising the standards by noting
the known effect of‘such a hike on the. price
variance and taken into consideration when
variances are anlaysed and investigated. This
certainly circumvents this problem but oniy to
the extent that such price changes do not happen
more than once inside a year as this would make
it even more difficult and absurd to work with

such unrevised standards.

Discussions with managers give. one the idea
that, in fact, price changes are so frequent as

to occur in some cases more than once within a

single accounting period. At least one company
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complained that, although variance investiéation
is still done thoroughly and regualarly, often the
standards are so way out, partly due to constant
price changes,.that the exercise iS'meaningless;
This may suggest that their standards too are
EFronecus, but it is also true that inflation

does not give miCh incentive, ‘let alone, facility,

to set proper standards.

Another company had an interesting problem.
Their standards were expensive because they were
complex.” Their complexity also led to misunder-

standings because it was very difficult sometimes

to seperate the causal factors and responsibilities.

It might have been easier for the researcher to
conclude that the case was a typical situation

where a company is overburdened with a system

much more sophisticated and complex than it requires

and can cope with; However, this particular
company is one of the biggest, with over 500
employees, whose neceds cannot be expected to be
fully met by relatively c¢rude and checap means.
And, at least theorcetically, standards should
be most suvited to this type of business, being a

milling business. Scientific standards of the
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nature and sophistication that it operates are in order
L
having been installed by engineers who spent. an
awefully long time studying the operations of various work

units. Perhaps what is amiss ics lack of a comprehensive

accounting manual that explains the various procedures.
Incidentally, none of the sixteen respondents had a

manual such as the one suggestgd.here.

At least 50% of.ithe total respondents had behavicural
problems of some kind. The problems were dye mainly to
misunderstandings or lack of understanding of the
standard costs which in some cases led to’a total

rejection of the system.

In two companies, the problem was said to be
that people do not understand the standard costs:
That is they do not éeem to appreciate their whole
purposes and the general preccedures. Worth noting,
however, is that there was no training lessons or
classes in these companies, where a thorough
explanation of standard cost system was given.

The companies relied solely on on-the-job-training.

While on-the-job training is a common &nd
useful way of induction, it is more suitable for some

Jobs or situations than others. It is for management «
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to determ}ne whether or not it is suitable in their
situations. The fact that lack of understanding of
thé staﬁdardspersistsin spite of on-the-job

training probably sugéests fhat_ this type of training
is either unsuitable or in-adequate. Further,
Henrici:.”5 suggests that,. since a standard costing
system is usually installed by people 6ther than
those who ultimately operate ibystieridis essential

that a chart of accounts is supplemented by an
accounting manual for the Quidance of those who will
ultimately use the standard cards etc, so that

they know what to write and where. 1In thisg way, he
adviées, mistakes and confusion can be avoided. This

lack of understanding led to other problems including

rejection of the system in the other six companies.

In another company, (employees) were reported
to have a feeling of being harassed by the system.
They felt that it was just a management tool that
was used to get at them. The literature suggests
that standards may act as a motivating force for
highef performance because the individual knows
what is expected of him unlike a situation where

the individual does not know the target.

an L 1.B. HERRICE, Op. Cit,



In othe; words, setting a target that refiects
management objectives increases the probability
that people will work towards those objectives.
But this is contingent upon the employee's
acceptance of such a syétem and its Qoals. A
failure to meet theseconditions may lead to such
feelings as feér‘of harassment and in some cases
to a total rejection of the system. Similar
feelings of fear and harassment, and fejection of
the standards manifested themselves in several

other ways in the other five companies.

Two companies expressed "a lack of morale,"
"a lack of commitment to agreed targets", and "a
lack of sustained effort to meet set tafget."
Those companies complained of such malpractices
as supervisors hiding documents when they fear
that the report will reveal adverse variances
and including them in later reports when they
feel that favourable variances will offset their
effect; in one company employees deliberately
caused break-downs so that they could find an
excuse for rest or sleep; in yet another, pcople
felt overworked and also feared being laid-off,
forcing management to attach bonuses to good
performance with the hope that this might motivate

them to higher performances. A failure to incorpo:
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all expenses.(hiding documents) and deliberate

damage (breakdown) to equipment were found in the

two companie§ that have bonuses attached to variances.
As some accountants or behavioural scientists have
suggested, this may be an indication of the inadequacy
of standard costs as perforﬁance measures and that
they should be aided. (It was indicated earlier that
most of the respondents in fact rely on several other

techniques or measures for rewarding their employees).

The study revealed also that little attention is
paid by management to the participative type of
management, with only three respondents out of sixteen
(or one out of the eight that reported human relations
problems) have participation of any kind. Most of them
feel that participation is unnecessary and a waste of time

as employees would not appreciate what is involved.

The literature itself is divided on the 1likely
effects of participative management - whether it will
lead to goal congruence or not. This is partly
because little is known about human behaviour anyway.

We can only say that it is a dilemma that all

managements must face.

-
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Raymond Villers> talks of this strange dilemma

faced by indpstrial management to-day. While
pPlanning and control are, as shown by experience,
the basic requirements of economic manufacturing
" ... intensive research in human relations shows

with equal conclusiveness that our large organizations

and methods of planning and control are, more often

than not, antagonistic to good human relations, so
essential to the successful management  of an industrial
enterprise". So that the challenge is that of

striking a‘balance between or reconciling the two such that
human relations problems are minimized as Fér as

possible while maximizing the utility or effectiveness

of our control instruments. One such way, VILLERS
suggests, 1s through participation. Participation

may "... reconcile the technical necessity for pPlanning

and control with the pressing need for good human

relations in industry."37

36 - RAYMOND VILLERS, CONTROL AND FREEDOM IN A
DECENTRALIZED COMPANY, in "TOPICS IN MANAGERIAL
ACCOUNTING, by L.S. ROSEN, (CANADA: MCGRAW-HILL
COMPANY OF CANADA LTD., 1970) p. 185.

37 -t HBNRICE - ‘epvCit. p.2
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5.6.2 STANDARDIZED QUESTIONNAIRE

As* explained before, problems of operatihg
standard costs were studied in two ways. This
-,‘- second method is most pertinent to the study of
the extent to which standard costs are used in
Kenya, as it refers specifically to those factors
that are known, according toHenricis.'to defeat
and stiffle an otherwise Qood standard costing
system. Items (a) and (b) of the listed problems
in table 5;11 were the researcher;s additions,
that were aimed at supporting or crOsé—checking on

those specific factors.

Out of l6_compahies, a total of 13 responses
was obtained. This particular part of the
questionnaire was an after-thought in the sense
that it was conceived of when the research was
already continuing, and actually six companies
had been interviewed. A supplementary questionnaire
was therefore mailed to the six. companies, and
the result was 3 non-respondents. For those that
had not been interviewed at the time the idea was
conceived, the question was attached to the main
questionnaire and information obtained during and

by one interview.
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TABLE 5.11 TO A TO A TO TO VERY
VERY LITTLE] LITTLE ALL :
GREAT |GREAT EXTENT| EXTENT TOTAL
LIST OF PROBLEMS EXTENT |EXTENT
(4) (3) (4 ) (0)

(a) Lack of funds - - 1 - - 22 13
(b) Lack of expertise to man the system - a 3 4 2 - 13
(c) Inadequate supervision and adminstration i 2 2 2 6 13.
(d) Standards installed too rapidly - - 1 2 10 ~ 13
(e) Bad organization - - 1 1 , - 13
(f) Expecting too much from the-standard - - 2 3 8 13
(g) Inad@quate accounting system . R 3 3 9 13
(h) Inadequate statistics of past operations - 1 2 4 g 13
(i) 1Inadequate cost system - 3 2 -, 8 13
(j) Expecting results too soon — 2 - 5 6 13
(k) Failure to obtain cooperation (from;staff) - 1 2 7. 9 Sk
(1) Failure of top management to give active suppPrt— - 3 1 31 13
(m) Failure to analyze results&ascertain causes of

variances - 1 2 2 8 13

5 ; 2 2 1 5 7 13

(n) Too many forms - too much detail
(o) Routine procedures not sufficiently adequate - - 2 3 § 13
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Frdm,the above table, some thinés are already
obvious and little needs be said about them. The
discussion and interpretation is accordingly biased

in favour of the less obvious, and the most important

for this study;

4 {Lack of funds{ emerges as no problem to 92.3%
of the respondents, with 7.8% indicating that that
is a problem SHY T9 8 1ittle extent" (code 2).%“This
position is consistent with the fact that no respondent
mentioned finance as a major problem in the open-ended
question, and during the entire research. For this
reason, it would seem that whatever relationship
finance has with the extent to which the technique is
used, it is less significant and less direct. This
throws away our justification that lack of finance
will also be responsible for the little extent to which

standard costing is applied in Kenya..

It is observable from the tabel that over 60% of
the respondents feel that their standards were not
installed too rapidly; their organization is not bad;
and management gives them active support. Installing
standards too rapidly has the disadvantage that less

time is devoted to studying, with care and diligence

’
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the different organizational units so that the
system fLat is finally installed is fitted to the
neéds of the organization; It becomes difficult
fo operate efficiently a system that is not tailored
to the needs of the organization; an & similar
manner, a system that lacks the sympathy of top
management is bound to have problems, because it
will lack that 1egitimizin§ authority behind it.
Bad organization makes it difficult, among other
things, for lines of authority and responsibility
to be properly defined. This makes it difficult
to pin-down responsibility as it is much easier

£0 "PRsSs the buck"”. In such a situation, the control

process weakens ‘and may ultimately fail completely.

It is encouraging to observe that at least
50% of the respondents are affected "NOT AT ALL"
by inadequate accounting system; in adequate cost
system; the inadequacy of routine procedures; expecting
too much from the standards; with the other 50%

affected only up-to "A GREAT EXTENT".

Standard cost systems are complementary to
ordinary cost systems. These are in turn complementary
to entire accounting systems whose aim is to aid
decision makers by furnishing them with necessary

information. Sound accounting systems are essentia)



- 159 -

for a sound and efticient standard costing system.
Routine procedures should also be sufficiently

adequate so that, for example, Qeneral reports

are not confused with specific departmental reports:
Reports relevant to production should get to production
management, reports dealing with the selling of
products should go to sales management and so on,

and reports which affect all top managements

and especially general management should be directed

there.

Still more than half the respondents were

affected "NOT AT ALL"™ by:

(i) the inadequecy of statistics of

past operations

(ii) failure to analyze results and ascertain

causes of variances.

(iii) failure to obtain cooperation, and,

(iv) too many forms - too much detail.

But we cannot ignore the fact that among those FeQ
that are affected to some extent, two to three
respondents feel that they are affected "to a
LITTLE EXTENT", and "TO A GREAT" which are higher

degrees of extent than "TO A VERY LITTLE EXTENT."
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So that to these extents these problems exist in
some of olir companies. One of the combanies
felt that the inadequacy of statistics of past
operations was a probiem "to a great extent" in the sense
that, although for their internal needs they |
had a fair amount of such data, Qovernment was

always askiné more and more for the statistics

that they didnft have. In order to meet this
governmental demand, certain adjustments were

often made,and, sometimes new forms being created.
This led to a further problem of "Too many forms -
too much detail", because "people are good at
creating new forms, but fail to realize that new
forms almost always include information that old

ones already have, and therefore, o0ld ones could
easily be abolished without any loss of information".
It is particularly noteworthy that 6 of the total
respondents feel that "too many forms - too much
detail" is a problem to some extent, with two feeling
that it is to a VERY GREAT EXTENT, and another two

feeling it is to A GREAT EXTENT.

As one respondent has rightly pointed out, this

v

is a recult of new forms being created from time to

time in order to meet certain informaition needs.
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These new forms often overlap with existing ones;
and againg some o0ld ones are no longer necessary
as the needs which they were meant to meet no

longer exist.

One way in which companies may reduce the number
of forms or amount of detail without prejudice to the
management information needs is by periodically
"weeding" system. Every other time, a designated
official, committee, or body sits down to review
each form to see whether it is still necessary, or
whether it can safely be done away with. Some new
forms will be found although designed to meet specific
current needs to duplicate information already contained
in old ones. In this case, o0ld forms can be weeded
out and destroyed as new forms will replace them as
well as meet further information needs not contained
in the old ones. The same results can be obtained by
deliberately designing new forms such that they replace
old forms as well as meet new nceds. The volume of

forms can be cut-down in this manner.

Sometimes, the problem is more of over-information

than of overlapping forms (or information duplication).
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This happens where management is clouded with all

kinds of* information - sometimes simply becausé

it is.all deemed important. The danger here is
that,because'oftoo much information, management

will see less what we want them to see, or will

have so much information that they do not know

BHRT RO prtend to first. 1In this sitﬁation, the
‘control system will be crippled and fail to

fuhction'astintended. It is for management to
decide on the type of information.they require

to meet set objectives and to gear their information

systems such that only the necessary minimum is
maintained - without either giving too much

unnecessary detail, or without skipping the essentials.
A real effort should be made to keep forms to an

allowable minimum.

A total of seven respondeﬁts said that they
were absolutely not affected by "too many forms -
too much detail." Three had computerized their
accounting systems and actually attributed their
success to that fact. They claimed that
computerization did away with a lot of paper work.
However, installation of a computer may be far out
of reach of many of our firms, so that the earlier

suggested solutions may still prove the best.
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one of the sevegn companies actually had a weeding programme.

Lack of.expertise has featured prominently
throughout this study, and discussed at Qreat 1ength.
As a way of cross checking, it was included in the
1ist of problems that respondents (companies) were
asked to indicate fo what extent they (problems)
affected their operation of the standard costs

system. The findings in Table 5.11 are interesting

and significant.

From the table, one notices, fifst, that no
respondent is affected "TO A VERY GREAT EXTENT"
by lack of expertise. This should,however, be
viewed against the backgroudnd that for the rest
of the listed problems, with the exception of only
two - "inadequate supervision and administration,"
and, "too many forms - too much detail" - there
was no other item classified‘under this category

(of extent).

secondly, it should be observed that lack of
expertise recorded the lowest number (15%) of
respondents under "NOT AT ALL" - (the other end of

the scale). The next lowest recording (46%) under

N en e & TP Yo Sy & s
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"NOT AT ALL" is by "inadequate supervision and

administratidn," and "expecting results too soon."

Eleven out of the thirteen respondents

acknowledged that lack of expertise affected them
to some extent with 4.(31%) choosing "TO A GREAT
EXTENT". This number (4) represents the higheSt
under "TO A GREAT EXTENT" for any of the other
listed problems. The next highest number 1is
two. Up the scale (ladder) from "to 1little

extent" to "TO VERY GREAT EXTENT", lack of expertise
again records the highest number (7) of respondents
— followed by "inadequate supervision ana administration,
and "Too many forms - tooO much detail," both of which

record five respondents each.

The figures also show consistency between the
responses for LACK OF EXPERTISE (b) and INADEQUATE
SUPERVISION AND ADMINISTRATION(c), especially for
the 4 respondents that chose "to great extent" for
(b). For problem (c), these four respondents chose

as follows:

To very great extent

1 Company

i

To a great extent 2 Companies

TO LITTLE extent = 1 "
TOTAL = 4> "
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This consistency is understandable because supervision
'
and administration is done by (skilled) people. The

sizes af the four companies are also all above D group,

as follows:

A AR o Ut oy 5. ple. 0%
e - A | i AT L 50%
AR L4 L S TR 50%

TOTAL & " s i

This contrasts well with the fact that the 2 that
answered '"not at all" under lack of EXPERTISE are
both of size D. This supports what was found to be
a common factor, that lack of expertise seemed to be
felt relatively more by the bigger companies than
small ones. This Qeneralization may, however, be

limited by the size of our sample.
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CHAPTER 6

SUMMARY AND CONCLUSIONS

'
6.1. DISCUSSIONS

keading.through cost accounting literature,
one gets the impression that standard costing is
SO generally accepted as a useful accounting
(control) technique in industry that few
manufacturing fifms (if any) would be found to
be doing without it. In the developed economies
(of the West), the technique is very widely used -
to the extent that even in the small firms,
hitherto considered not suitable, it is found.

Several factors have been responsible for this.

For example, the growth of businesses to
enormous sizes, coupled with stiff competition
called for rigorous cost control. The sheer
size of modern firms and the nature of the
control problems, therefore{ render crude,
old-fashioned, rule-of-thumb methods both
ineffective, out-of-date, and irrelecvant. This
forces managements who are constantly seeking
an edge, to look for better and advanced

techniques for cost control.
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standard ,costing and budgetary control supply an
answer to these needs and make it possible to
constantly monitor the operations against

predetermined standards.

In industries where thé pressure of competition
is less and there is less motivation to :
control costs to the same degree as in thoée
industries which face a rigid price due to competition,
the state normally regulates business behaviour by
placing ceilings on prices. This gives a similar
motivation or exefts similar pressure as in
competitive situations for businesses to control

costs and improve their efficiencies.

These pressurés force firms in these economies
to develop techniques and train manpower to cope
with the problem of cost control. We need to
emphasize that these skills are developed over time
and not inborn. We need to emphaise also that there

is the motivation to undertake such developments.

No studies have been undertaken in Kenya to

determine whether standard costing 1is used.
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For that reason, there was no knowledge,.when
this research was undertaken, of the extent to
which this technique is used. This endeavour
is an attempt to fill that gap. The hypothesis
for this research was:.that standard 'goativio 1%
not used to a great extent in Kenya. Corollary
h&potheses were: (i) that where standard costing
is used, the gap between theory and practice
will be wider than in developed countries; and
(ii) that standard costs would not be found to

be used in financial statements.

A justification for all these was felt to be

that there is lack of enough competition to give

a necessary motivation or exert enough pressure

for rigorous cost control; and directly or
indirectly, also to pressure and necessitate the
training of skilled manpower. Lack of manpower
and lack of funds were also considered Justifications
for the hypothesis and its corollary hypotheses.

It was felt that the general level of development

was still such that these justifications would

hold true.
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SUMMARY
'

The first part of the study measured the
extent of the use of standard costing in terms
of the numbers of firms that use.aéainst those
that do not use theltechnique. This part
revealed a very small extent of the use of fhe‘
technique. Only 22% (23) of the responding
(104) companies use standard costs. This
upholds our hypothesis; Firms that did not
use standard: costs relied on budgetary control.
The limitations of budgetary control without
standards have been discussed fully in beginning

chapters.

The findings indicate that there is a positive
relationship be£ween industry size and the use of
the technique. This seems to support our
justification that lack of competition is
responsible for thelimited application of standard
costing. This position is further supported by
the fact that the technique started in the
latter years when our industrial sector had

grown substantially.
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Lacy of manpower also emerges ‘as a signifiéant
factor. This upholds our Justification that there

is lack of expertise which 1limits the extent to

which the technique is applied; Lack of expertise

here meant or included:

{19 chack. of knowledge of the technique.

as such;

(ii) A situation where management knows
about the technique and would want -
to adopt it but does not have the

manpower to man the system; and,

(i1i) A situation where management knoys
the technique, has adopted 2T but
the practice lags behind the theoretical

developments.

Such reasons as inflation, and the small sizes
of firms, also, dominate the reasons given for not
using standard ' costs. These can only suggest a

lack of thorough knowledée of the technique —

situation (i) above.

Whereas reasons (i) and (ii) above were mainly

revealed by part I of the study, (situation) (iii)
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was revealed in several sections of DEPEITIT /O0f the
research! which investigated the way(s) in which

the technique was used in different companies.

In part II, lack of expertise, and léck of
cbmpetition are evidenéed in several parts of the
study. In respect of standardization of factof
inputs ( direct material, direct labbur, and
manufacturing overhead), only 50% of the respondents
have standards for all factors. An investigation
into the reasons for limiting the use of standard
costs this way by the other 50% reveals that this

is partly due to lack of motivation.

With respect to setting standards, the study
(table 5.6) reveals that a sizeable number of
managements are not motivated to aim for a level
of activity that "squeezes out" all forms of
inefficiency; and they settle for such relaxed
levels as normal or expected actual capacity
through lack of knowledge or conscioubsness of
strick cost control, or sheer complacency. For
the same reasons, a good number (table 5.7) are
satisfied with less accurate techniques of setting
standards such as using statistical analysis and

data of past performances and past experiences.
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In this section, lack of expertise is clearly
demonstrated by the heavy dependance on imported
personnel for the establishment and installation

of standard costs.

87.5% of the respdndents did not use their
standards for minimizing clerical labour (and
cost)because they either did not know thaf
standards could be used for that purpose or they
did not see the need. 57% delayed direct material
variance isolation; 80% delayed direct labour variance
isolation; and 75% delayed manufacturing overhead
variance isolation. That practice has lagged behind
theoretical advances 1s again evidenced by 50% (of
the 16 interviewed) not integrating their standards
and 87.5% of those that have integrated them not
using them for,inveﬁtory valuation; the main reason
given being that of maintaining books at actual
costs. The theory that nothing else but actual costs
are good and proper still prevails with only one
company using standard costs for inventory valuation.
It can only be hoped that this illusion with actual
costs will graduallybe cleared and that managements
will become aware of the extra benefits that would
and the little they would lose, if they used

accrue,

standard instead of actual costs. They need to be
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awvare of‘ghe fact that their counter parts in developed
economies are increasingly adoptihg standards for
inventory valuation; and that in Kenya there is no

legislation that prevents the use of standard COgTs

for that'purpose;

Lack of competition has been assumed as given in
this study and needed no justification or support.
This position may be attacked by many who know that
the governmenf has instituted price control, and
presumably, thereby rendering price as fixed as in any
competitive situation - A situation which métivates
or pressurizes firms to improve their efficiencies
and cost control. It is contended here that the
system of price control in Kenya ﬁas worked

counter to its own ends.

Through discussions with some respondents, it
was found that the price controller in fact fixed
a price given by the manufacturers in the sense that
manufacturers prepare their budgets and determine
what they expect their prices to be in the following
year OT'Period; Then they take it up with the price-
controller, showing him how increases in their input
prices necessitate or make it imperative that they

increase prices. 1In most cases they succeed in
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convincing him, although delays are experienced and,

sometlmes, increases short of that required granted

(Both the delays in granting Price increascs
and the granting of increases less than those
'requested by the manufacturers can, and sometimes do

b

result in at least a f£alil in budgeted profit and

at worst a SRl 3N actudl profit, ) We need to notice,
however, that these will lead to a motivation for
c?wpagies to try and avoid the fall in budgeted and/or
actual profit by asking for a higher price than what
they actually require, and starting the negotiations
much earlier so that a price increase, when ultimatley
it is allowed (by the price controller), will be in
good time and closer to, if not equal or more than

the required minimum.)

We need to notice two things here. First, that
the price controller bases his decisions on cost
figures glven by the producers, which already include
inefficiencies which could have been squeezed out if
stiff cost control methods were used. Second, that
the price controller has no other standard, anyway,
for refusing or granting a pfice increase. It is not

unusual, therefore, that manufacturers prevail over him.
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The argument here is that the extent to which the
price comtroller places ceilings on producer prices
(or in other words, the extent to which producers

are price takers) is very limited.

The mere fact that lack of manpower is upheld
in this study suggests something about finance.
We need funds to train manpower; However, it is
interesting to notice that managements do not take
lack of funds as playing any significént role in
limiting the extent to-which standard costing is
used; In several parts of the interviews where
finance (were it considered a problem) would have
been mentioned, it was not. Even in the standardized
qﬁestionnaire (Table 5.11) where respondents were asked
specifically about finance, the responses show
finance as "unimportant". In fact some respondents
went so far as saying that it was irrelevant. A
possible explanation to thi; is that management do
not see manpower training and development as their
responsibility and therefore availability or lack
of funds for that purpose is irrelevant as far as
they are concerned. The researcher has no reason
to suspect or believe that there is a deliberate
attempt or general tendency to underrate the

importance of finance by the companies in this respect.,
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is difficult, therefore, to conclude that lack

funds does or does not justify the little extent

which standard costing is used in Kenya.-

CONCLUSION

On the basis of what this study has revealed,

can make a few conclusions:

1 - That lack of competition, and lack of
expertise provide some explanations
as to why standard costing 1s not used

to a Qreat extent in Kenya.

2 -  That the use of standard costing is an
increasing function of economié
advancement. With the growth of the
industrial sector tighter business
conditibns, and higher educational
standards, more and more manufacturing

firms will use the technique.

3 - That the adoption of standard costs is
'necessary for rigorous ccst control and
the efficient allocation of (scarce)
resources. It is necessary, therefore,
that aconscious effort is made to cxpedit

the adoption .process.
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6.4 RECOMMENDATIONS FOR BROADER POLICY ISSUES

‘
)

It was mcntloned earlier that the erfavtent
allocatlon of resources is desirable. So that the
state also takes a keen interest in seeing (oo
that this is achieved. Price control was instituted
for‘this reason. The failures of this institution
have been referred to above. One alternative is
waiting and hoping that, with industrial growth
and tighter business conditions, things will sort
themselves out. But this alternative is undesirable
because it is too slow. It is recommended here that
more positive results be sought by more rigidity of
price control. Thi$ will ensure a faster shaping-up
of our companies. A similar result coﬁld be achieved
by relaxing import restrictions and thereby increasing

. competition, but this would jeopardize the balance-

of-trade position.

The training of manpower cannot be left to the
University of Nairobi (in this case, faculty of
Commerce) and other public institutions alone.
Therefore, the above measure should be coupled with
a strong restriction on the importation of expatriate

pel-\sonnel " I-‘()]" cxa]']ril s Sll(‘}! llll[)Ol"t,aTi ons

should be for fixed periods cf 2" -" 3 "years.
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except where the training of local counterparts

would need more time. The requisition to recruit

an expatriate should be'accompanied by / include the
name and qualifications of a local counterpart who
should take over at the expiration of the specified
period. This should oblige our private sector to
absorb more of our B. Comm. and other graduates, and
should also make managements see training of manpower
as part of their contribution .to the development

process of this country.

The faculty of commerce may make a positive
contribution by hosting management seminars. These
would go a long way in propagating some of the new ideas
in management techniques. Both staff and'perhaps MBA
students could be deployed for this purpose. This
would indeed provide a cheap but invaluable service to
the private sector. There is no doubt that increased
communication between the university and the private

sector would also help increase the relevance of our

\

educational system.

6.5 RECOMMENDATIONS FOR FURTHER STUDY

This is a pioneer study into standard costing

in Kenya, and therefore, it is by no means an exhaustive
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exercise. .It is merely an introduction for further
research in this field. The study was limited to
manufactﬁring industries, employing 100 or more
people, and located in Nairobi, Mombasa,lEidoret,
and Thika. For even more conclusive results, a

similar study may be carried out to encompass all the

manufacturing companies of this size.

Secondly, this study indicates that lack of

competition and lack of expertise are the factors
it st % ‘-\»—- il
responsible for a low usage of standard costs.

It does not, however, say to what extent each
of the factors are responsible. A study that
separates the role played by competition from
that played by lack of expertise should be very

useful to the policy makers and academicians.
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APPENDIX T

The University of Nairobi,
Faculty of Commerce,
MBA Programme,
¥ P.0 Box 30197,
R T R OB 1.

The General Manager,

SRS R T A LS EEL LA ssoh o sace

Dear Sir,

May I ask for your help in a research I am undertaking?
I am trying to find out a few important facts about standard
costs in Kenyan economy.

I am sending this letter to you and a cross-section of
Managers of major Kenyan manufacturing firms, and asking
you to'say whether your firm uses standard cost accounting
technique at all (i.e. predetermined standards for material,

labour and/or overhead).

The aim is to try and identify these firms that use
standard costs with the view to visit them and carry out
questionﬁaire interviews with the cost/managcment
accountants between now and the month of May. 1If you do
use standard costs, 1 should be obliged if you indicated
also whether you would be willing to recceive me in yous

firm.

I hope that you will agrce to help.

Yours faithfually,
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arP. IX;

V. B S TIORER AT R B

I enDE

(a) What 1S ‘the principal industry of your company?

(b) Is your company locally owned, multinational
subsidiary, or partly local and partly multinationa)

LOCAL

MULTINATIONAL

PARTLY OWNED

' OTHER

What type of costing do you use?

BATCH

JoB

PROCESS

COMB1NED JOB/PROCESS

OTHER
i

. e
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3. (a) Do you use standard costing for:
'

DIRECT MATERIAL

DIRECT LABOUR

MANUFACTURING OVERHEAD

(b) If no for any, why not?

4. (a) How many different products do you manufacture?

YES // NO

(b) Do you have standards for all of them

(c) If no, why not?

-

5. (a) Mainly for what reasons do you use standard costing?

(i) As a help in budgeting

(ii) As a means of exercising control

(iii) To put a consistant value on technical

variances

(iv) To simplify bookkeeping _

(v) oOther (briefly explain)

(b) Are there some other uses to which you (your firm)
ould like to put your standard costs, but for some
V! xe i

/™ . f
- . ' ! 10 t_f (}/‘, :;()") YES / NO
r‘eason(-_z) are unanie 0
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’

.(c) If yes in (b) what use(s)

6. (a) What level of activity forms the basis for your

" standards?

IDIRECT DIRECT | MANUFACT,
MATERIAL LABOUR | OVERHEAD

(i)nEkpected'levél'OF'activity}-

(ii) Normal level of activity

(iii) Ideal level of activity

(iv) Practical capacity level

If other, briefly explain

(b) What are the main reasons for your choice of the

particular level?

(i) Expected

(ii) Normal i

(iii) 1deal Bk
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(iv) Practical Capacity.

7. (a) What techniques do you use for establishing your
standards? .

DIRECT DIRECT [MANUFACT,
METERIAL | LABQUR QVERHEAD

(i) Engineering/Time & motion
studies

(ii) Past experience

(iii) Statistical analysis

(iv) Other

If other, briefly explain

(b) Do you know of any other technique(s) for establishing
standards? SEB "/ NO

(c) Do you think or feel that the technique you are now
using is the best for your company? YES / NO

(d) If no, what prevents your use of the best technique?

4
i

L
L
|

(a) Do you use standard costs for comparative purposes on1¥

or do you carry them through the books (i.e. operating

them all the way up to the general ledger)? =

3
:
:

et 5 e o bl .
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3.

(b) Ifjor comparative purposes only, what is the main

(a)

(b)

(c)

(a)

(b)
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reason(s) for not integrating them?

'
.

‘manufacturing overhead

(If 8(b) is applicable answyer only 10, 11, 14
234 165 and 17 thereafter).

Upon receiving direct materials from th |

€ suppliers,
do you enter them into direct materials account

at standard or actual costs (in other words, do

you start recognizing varignces upon receipt or
do you recognize them later at issue)?

Explain the procedure with respect to direct laboup

Again, explain the procedure with respect to

What use do you make of the variance?

(i) Control

(ii) Judge managerial performance

(iii) None

If (i) only, why not (ii) also?

Is variance investigation -
(i) done thoroughly and regularly?

S ——

(ii) done at random?

(iil) largely ignored?
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12.(a) If you get variances that you feel are due to
POORLY SET STANDARDS, how do you dispose of them?

(i) Transfer directly to cost of goods sold or
prefit and loss

(ii) Allocate to w.I.P. and finished goods inventories
before being transferred to cost of sales

(b) Please briefly explain your reasons

A338) 1¥ youwaet oo variances that are due to ACTUAL
INEFFICIENCIES how do you dispose of them?

(i) Transfer directly to cost of goods sold or
profit and loss

(ii) Allocate to W.I.P. and finished goods
inventories before being transferred to cost

of sales

(b) Again, briefly explain why

e ———— S

(c) Do you treat small (minor) variances any differentiy?

y§ - S AT ¢

. (d) 1f yes, explain how and vhy __

. —————————————————————
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14, How often do yoﬁ revise your standdrds?

T

15.(a) What main behavioural/human relations problems

does your comapny meet in operating standard costs?
N

(1)

(ii)

{1i4)

(iv)

(b)  What other problems (technical etc) does your
company meet in operating standard costs?

()

¢ by

(iii)

(iv)

16. (a) For how long has your company been using standard
costs?

(b) How old is your company?

17 To what extent are the folliowing a problem
to your efficient operation (use) of the standarg

costs?
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.

N.B. (USE THE GIVEN CODES)

TO A VERY TO A 0 LITTLE |TO
EXTENT A VERY NOT AT
. GREAT EXTENT GREAT EXTENT EXTENT LITTLE EXTENT ALL
CODE 5} S l 13 (2) (0)
PROBLEMS CODE
(a) Lack of ‘funds
(b) Lack of expertise to man the system
(c) 1Inadequate supervision and administration
(d) Standards installed too rapidly
: (e) Bad organization
e (f) Expecting too much from the standards
} (g) 1Inadequate accounting system
‘- (h) Inadequate statistics of past operations gy
! (i) Inadequate cost system WA
f (j) Expecting results. too soon
} " (k) Failure to obtain cooperation (from staff)
(1) Failure of top management to give active support
(m) Failure to analyze results g ascertain cause of
‘ variances .
; (n) Too many forms - too much detail
(o) Routine procedure not sufficiently adequate

————

Please use the reverse side Sor any necessary explanationg
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APPENDIX III

_AGES OF RESPONDING (104) COMPANIES

LAY Sk RO
AGE CLASS FREQ.  CUM.
; FREQ. i
(YEARS) (Xi) (fi) % i S T Xicpd
0- 9 16 16 4.5 9 324
10-19 34 50 1405 . 493 7148.5
20-29 32 887" 248 Y84 19208.0
30-39 9 B a8 pdialds
40-49 7 g8 - 44.5" . 311.% 13861.75
50-59 3 301”7 sReRT . 164 8910.74
60-69 2 2037 64.%° " 1290 8320.5
70-79 1 il Y LI P, ¢ 5550.25
TOTAL 104 2338 74036.0
2 aExifi = 2338 = 22.48 years
g BE 104
- SR s 3 g b s g 2 i 2
BT SRR XIP & Z(Xifi)° =104 (74036) - (2338)
ain - 1) 104 (104-1)
= 2233500
IN712

='208.5

S = 14.44
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APPENDIX 1V

‘TEST FOR _CORRELATION BETWEEN INDUSTRY SIZE AND

USE OF STANDARD COSTING

INDUSTRY COMPANIES

SIZE THAT USE
STD.COSTS
(€3] e 2 eR? o )
15 3 45 225 49 1.515
3 3 9 9 25 1.515
1 1 1 1 49 0.591
17 4 68 289 81 4.977
7 1 7 49 1 0.591
1 0 0 1 49 3.129
8 1 8§ <64 0 0.591
7 2 14 49 1 0.053
4 2 648 16 0.053
6 0 b Y 4 3.129
3 0 0 9 25 3.129
30 6 180 900 484 16.90
2 0 0 4 36 3.129
104 23 338 1652 820 39.32
s_,’{_ = ¥ - 8
e o S RO
Given

&Y »r 08 + &k x
bR L e bix2
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Substituting:
1]
B & 104D ..... (1)
888 = 1008 + 16525 ... (ii)

Solving for b:

PR R8s 1043 4 | B32b  ..... (211)
338 = 104a B RIReD: s ed by (iv)
RVt (341, 154 = 820b
o, b = 154 = 0.1878
820 '
Given:
2 2 =-.2 2 s
ke SRV RIRE & iX) where r” is the coeffitient of
— determination;
Wiy - x) |
2 and r is the coefficient of
i’ correlation.
Substituting:
r® = 0.0353 (820) = 28.946 = 0.7365
39.302 39.302
$ =7 .0.8582

-: There is a strong correlation between industry size
and the use of standard costing.
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FURTHER TEST FOR LINEAR .RELATIONSHIP BETWEEN X AND vy

Given:

t being student's distribution

o RN SR | R Y

SRl B

Let oY = 0.05

Substituting:
1l - 0.7365
= 5.5449
128~ 9) = 131 degrees of frcedom

e 20)

at X = 0.05

Since 5.5449 :h 2.201, the critical value of t for

11 degrees of freedom and o7 - 0.05 (two-sided test),

N

Ho is rejected, and ve conclude that x and y are

linearly related.
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APPENDIX V.

COMPARISON BETWEEN AGES OF THE COMPANIES AND THE AGES

- OF STANDARD COSTING IN THEM

TOTAL

KEAN

AGES OF THE DURATION OF

DIFFERENCES BETWEEN

COMPANIES USAGE OF STD. THE AGES (TIME LAPSE)
(YEARS) COSTS IN THE
COMPANIES

A8 3 (yi) (Xi - Yi)

6 1 5

10 8 2

10 10 0

13 2 9

11 5 %

54

11 10 1f 17 = 4.9 yrs,

11 11 5, @

13 13 - 0

17 14 3

20 2 18

T et o SO B P R 10

31 15 161

54 6 48 1%2 36.3 yrs
« ol
285 122 163

20. 36 g.71 11.6
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