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A B S T R A C T 
• 

Th · ~ ·' udy j: nbout standard costing. An 

im ox tcttll go l of cost accounting is cost control. 

\'litllout ost control, waste, errors, and :i.nefficiencies 

may rccult which dissipate the company's pot ential 

net 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 can 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 al J.Ws t impossible:. This is the major 

limitation of h is tor·iccJ.l cost acco,_.m ting; and s tandal'd 

costs have been develop ~cl to overc.ome thi~; l :lJ!ii tation. 

It is much more :i_11,porta11 1: to knO\·J Hhat a product sho'l} cl 

cost <111 the excesses o. c.:r' thi ~ cost than vJllu.t it ha: 

cost . Varian e!; bet;''< 11 stand;- rd costs a11d ttctual 

cos ~ al'n nnaJy: c1 -. tll · tl c; C .l.l u1der i. kil: futu ... c . 
operuU ons clP !"Our h or m~ t th sta11d l''ds . 

A st rd co:; I l 'l sy tC' J- s -1·~ j ,. 
~· 

o' jcct to l ~ l 

p 0 i ul s n 

nd n y c . 
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Th j ndir J n ~~bi l i ty of standard costing for 

~igo ou~ o~t cont rol has long been recognized in 

dcv l ope conomjes . In th e researcher ' s opinion, 

th need fo r the adopt i on of this technique ln 

:less developed countries; where there 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, littl e is known 

about whether or not this useful technique i s used. 

The purpose of this study was to examine the 

extent to which standar d cost i ng is used i n Kenya . 

The extent here was measured in two ways : Fi r st 

in terms of the number s of firms that use against 

tho s e that do not use t he t echnique . Secondly , 

spec if i c cri t i c al areas i n standard costing were 

selected f or s tudy in determining hov1 far the 

technique had been adop ·ed by those c ompaniec tha · 

use the technique in Kenya . 

One m jor hypo· sis and 

er i v r igat d. T m 

'vi O c o oll r y hypo ·h 

poth s:i s 1 t : 

(xi) 

S nd d cos 9 n Uw 0 g n ' 1 y . 



(x:i:i) 

corollary hypoth s w rc that: 

(i) h .r jt i s used, the gap between theory 

n prac ti c will be wider than in 

d ve lopcd countries . 

(ii) the use of standard costs is not 
' • ' 

extended to inventory valuation . 

In the researcher's view, lack of stiff competi.tion, 

lack of expertise, and lack of funds justified the 
-hypothesis and its corollary hypotheses . 

The study was based on t hose manuf acturing 

companies located in Pairobi , Homb~:;a , Eldorct, and 

Thika, and employi ng 100 or more peopl e . For the 

first part of the ~ tudy, muin l y l C::! t.. tc r·s and, to somE~ 

extent, t e l ephone and personal contnct were used to 

collect t il e da t a . The sc~.·ond part empl.oycd the 

qucst i onnuire ma:i nly and son c persoual intcrviC\oJS . 

The main hypot esis a1 its cor ol ari s \1 re 

u held . Tl c evi nee al~ r-uppOl' d the ju;;) i l j c ions. 

k of , UJ l ] 

p 1 on OJ f t) dy m I f 

t 0 
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3 

(xiii) 

Th t Jack of competition, and lack 

of xp rtjsc provide some explanation 

to why standard costing is not used 

·o a gr at extent in Kenya. 

That the use bf standard costing is 

an increasing function of economic 

advancement. With the growth of the 

industrial sector, tighter business 

conditions, and higher educational 

standard s , more and more manufacturing 

fi rm s will use the technique. 

That the adoption of standard costs 

is necessary for rigorous cost control 

and the efficient allocation of (scarce) 

resom."'c es . · It j s r1eccssary, therefo:.cc~, 

that a conscious effort is made to 

expedite the ·ado. tion of ., tandard cos tiog . 



1.1. 

l -

2 -

Cll/\PTER 1 

Hany definjtions 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, 

during a specific immedi ate future 

period" 1 

,•• 

Their intensive use started in /\m0rican industry 

as far bac k as shor.t ly after \vorld vlar I, \·Jhen t he 

absence of gov el~nme;nt 51 ppo:cte(l dem·.tnd · prcci pi ta ted 

a slump jn business acti ·ity. 2 

I ~~ (_; 0 ._"1' 
d . , (LO r o 

>40 . 
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nusinc~s s h d to tight n their cost belts in order to 

surv.'v . u to the Industrial Revolution, businesses 

hav g1own from one- man shows and continue to grow to 

_. enoJ•mous si zcs and with them grows competition. The 

n d for even tighter cost control grows fur·ther. Hence 

the need for use of standard costs has been perpetuated. 
I : .. . I : ' ' • I I ; I I ' ~ .., 

Cost control is probably the most important aim of 

any costing system, and standard costing gives due 

recognition 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 norm. The model for planning 

and control used in standard costing compares actu al 

and expected results, significant deviaUons givjng ris 

to action either by the respon s ible man age r or h i~; 

supervisor s - in or·de r that fu t ure operat ions mi ghL 

approach or mee t the standard s . It i s the ma in pu1pose 

of a s t andard cost system to ~stabl i s h an adequate 

yardst ick agai t s t which to nt •asurc c ost~ and f acilitate 

thc:ir contra o stimulat t c "cost c nscious 1e~<-~ of 

1 xecutiv s and to ncourag in iv'du 

''3 

·ction to 
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Sev ul oth •r dvantag s have been learned by cost 

ac ount. c. 1 t .., . Ap< l't from u~. J owing management to plan 

produc i on cont r ol costs, and determine sales prices, 

'tll y al o; 

reduce book-keeping costs (clerical labour, 

and cost). ·Entries can be made without 

recomputing costs. 

since the price and effj_ciency variances 

serve as a measure of depar tmental and 

individual performance g r~c:.tt er eff' cc:tive­

ness in r e spon s:i bil i ty accoun t ing i . ~ created. 

It is fo J~ these rr~as on s t lwt s t c:.tncL:.n'd cc~~t:i.n9 ha s become 

so gene r al ly accepted a~ d use f uJ nccounting techn ique 

in industr'} . /\ full d(:•) ivat.ion of lhr~~ ~ h~n 'f:i ts 

depends much on a cureful estu.b· i -;1m .nt -nld op ->rat:i.vn 

of the standards. I n tur , thi~ is con irgcnt upon the 

exist .t.cc of u motivation to go to tlios 

avail b'lity of funds o inane x 

manpo 1 r to r • • n . in tl 

A 

pdrs clll tlc 

·t· e/~1 ·1 
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1. 2 OI3JEC'fl VE OF TI!I•, STUDY 

Th cic prcmi s~ of this study is that 

t costing i s pr i marily a practical and 

~ us e fu l tool fo r management to-day. It has proved 

itself in the u.s. and other parts of the developed 

world. It is desirable that this techniqGe be 

transferred to the developing countries wh ere the 

acute scarcity of resources demands an ev c::n great e r 

efficiency in the use of tho se tha t are availabJe. 

we have to be mindful of the long-te rm c ertainty 

that the waste, loss, and depl e tion of our natura l 

resources will, if unc ur bed, e ff ec tively si l enc e 

many industries al to9e ther. 4 ·' ·· ··· · ··- ' 

The ma1n ob j ective of this study iG to cletc~ rmin e 

the exten t to which standnr d co s ts are used , by 

manufac~urj g compani~s in ~ ~nya . 'fhu <!x t ent lJ P J '(:! 

i s defined in t er ms of: 

( a) th0 num be r s f fj rms l si. ng t h 1·cc hniqu~ c: nd , 

(b) th e advanc 111 nts J,E\' • in :iv"d al f i 1ms 

i ·he ad ·on o .. 41 • t ch -i ue. 
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A second nd minor objective is to identify the 

mn in rol J m ~; of operating standard costs in Kenya. 

1.3 STATEMF:NT Of THE HYPOTHESIS 

The main hypothesis of this study ls that: 

standard 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 

than in developed countries. 

(ii) The usc of the technique is not extend d 

to inven tory va lu ation and financial 

statemen t s. 

In the researc he r' ~_; opi nion , t: ll <: fol lo'·Jj ng 

factc1· !.> j ts tify th~ hy pnthesis and :its corct'LJ, ry 

hypothes r. . L a(: of t.::!XpPrti sc - \!he e th i c.; means 

and :i nc u es knn ·Jlcdg d out t l e t elm ique and I or 

~nough k )0 11Cd!]r:c.:ble Ji1,:npJ~J('. to lncJ.l he sys m; 

1 c of funds ; - ll' lc c!-- 0 · iff c mp ·i tim to 

ac · · I 0 i' i 1 c r r' g us co con. 1. 
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Wj tll rc~1 .ct. to corollary hypothesis ( ii.), the 

ju~tifi ~tion w>uJd be that cost accountants may have . . 

"sold" m nag mcnts on the control value of standard 

costs, ut have most probably not succeeded in 

convincing them that standard costs are "real" costs 

and thus should be recognized in financial accounting 

statements. Due also to the aforesaid factors, 

standard costs of such sophistication are likely not 

to be found in J'enya yet. This corallary hypothesis 

( ii) is in direct con tra.s t to ·the findi l1£1S of a 19117 
r.: 

!'.A.C.A. Quest ionnaire survey Jwhich revealed that 

of 65 co~panies which used standard costs and treated 

all of the different matc1·ial and labour variances 

alike in the accounts, 51 firms closed the;r.;e variancec; 

to cost of good~ sold. Of the 12'7 companic:, \·Jh:i.c:h u~;cd 

prcdetcrmin~d overhead f·a t:c~>, ap ro.:-:iJiltttf·ly !30% clo';cd 

both und~r - and over·ab:>o.·bed ovcrh ~t"lct Vc.tl" if:!.nce:-; to 

usage of stnnda d costs for· j n tt'l. ·>ry v<-t t tion. 
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1. '1 IHPOI'Ti\NCE 0~ TilE CTUDY 

'J'hie! study is a fac t finding one and as such 

shouJd be of interes t to academicians, professionals, 

an business people; . ' . ' • ' I 

' : , " ~- I 
~ • • , 4 • • • ' , 

(i) For the professionals and academicians, 

it is expected to reveal how much they 

have "sold" to managements. on the 

.value of standard costs; and what 

'.I . efforts are necessary for further 

appraisal. · 

(ii) It is expected that problems of 

operating standard costs in Kenya 

Hi 11 be rr~vealed and, \vhere possi blc, 

corrective effort may be tak0n. 

(:iii) 1· c1r the bur.i ne!> s pt;(;pl c , the propose.<l 

~valuation :s expect d tor veal 

a ·ernati 'C me l ods open to th min 

th i.r app j ation or stand d osts . 

I· . h s , a choir- 1. c y c m of 

F · h · v ng ci1 

onm nt 

J. 
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1.5 RESE/\RCII NbT!IODOT.OGY 

,. 

WI iJ ftandard catting technique can be applied 

to a usin~ss of almost any type or size, this 

study vJas confined to manufacturing firms only. 

The Directory OF INDUSTRIES, 1974 and its 

supplement of 1977, from the CENTf\AL BURE/\U Ol· 

STATISTICS was the source for manufacturing 

companies in Kenya. Only finns employing one 

hundred or more, according to the said source, 

located in Nairobi, J.1ontbasa, Eldorct, and Thika 

were selected for th12 study. The reasons for this 

are: 

l) 1 t v.'ClS f o._md th a t finn:~ e111ploying 

2 ) 

less th a (} 1 0 0 pur~::o rt~:i i lt c lud cd evc'n 

such un cl cr 1·a J~i lOS a~; i t ~ p ·oup of ta .i.:l or~;; 

\·Jho vrc ' ot m nuf ": ·u ~ i nu f :i l'rn .... as _. u.c h. 

J t \ JOU1 >e ui ~ j r·ul t to G01 t t lJ :-; 

out of h Si 10 . 

t J { ! 0 , J n 'nr 'gn· £jcunt 

. f I 11 l 0 
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I . 
I 

,• 
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3) ThG r - ~;ources (mainly time and moJ1cy) 

availnbJe for thi.s study did not permit .. 

4) 

.. 
'·. 

an alJ round study. 

The concentration of these firms also 

had· something to do with the choice 

of the said locations. Of the J.9l 

firms employing 100 and more people 

in Kenya , about 53% (10?) is located 

in Hairobi, 15% (29) in Hombasa, IJ% 

(8) Eldoret, 3% (6) in Thika , and 

th e rest arc scattered ~ll over th e 

rest of the country . The selected 

arC<!.:• ( l!ail'obi , Thj J::.1, El dorct, nnd 

of t.1c total popu li't t · c,n . 

In trying 'cten if.) ( r I OJ.' " 0 out tle numbeJ r ~~ C! 

.. nd ·o til ( , ·1 ctt •; s \·JC sent 

of 11 t 111' f' ng .h m 

0 5 y t t , Cll 

o, 

l 

l ) . 
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A qu t:ionnairc w s used <:~s em instrument for 

coJ'l ting data in respect of the -vmys in vJhich 

sti1ndard costing was opQrated by individual companies. 

The researcher visited and personaJ.ly interviewed cost 

accountants, financial controllers , chief accountants, 

and/or financial managers of tJ'l(~ companies, and during 

these discussions the questionnaire "''as compJ eted 

(see appendix II for the questionnaire) ·. Whj J e this 

method of personal visits is rather expensive in 

tenns of time and money} it was felt that a lot more 

information could be gained in this way. 

. .... 

6 PROBLEMS /\Jm LIMIT/\TIOJJS OF TBE STUDY 

Letters sent during the fj rst rounrl or the stur1y 

got a very 1av1 respo: se . 111) s m.:c ;ssi ot ::d tbc s nd:i ng 

of seco:Y letters to 1 on-rec; n ents ill1'1 sc.l'n mor 

responses ' re obtained. Ho·:J ' .r , it "'as fc. t th t the 

number of respondents ·as sb 1 unsatisfactory . 1i H~ 

to al 1 scs yield d by lc t• rs sen 'I:J r : 

Jl ro :i 0 ut of o 

f 8 

1 
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In N" i 1 ol i and Hombasa more responses were 

gainc b' t l phone and.more by making personal 

vi~~ts to the non-respondents, and these visits 

w .re undertaken concurrently with the actual surv8y 

on positive respondent~. At least responses from 

41 companies could not be obtained either becatise 

they refused to cooperate, could not be traced or 

because it was not possible to get to ~he relevant 

authorities - On several occasions the managers were 

not in and nobody else couJd accord any such help 

\vithout the gener0.1 manager's authority. Time and 

resources available, at the disposal of the rcscarche~, 
. . 

did not permit a telephone and /or p er~onal folJcw up 

of the letters to try and get more responses from 

were entir•ely goLtc:n by letter . For tlte ~;amr.= reasoP(~;) 

the actual question nair i ervi (.\:S \vere J :i m:i ted to 

rairob~ and Mombasa . To t l is e..-. · n t tl1e 1 · • ~; ucy "lS 

J'mitcd. 

oth J . Jn. t tion uc f t th the 

D. l ct r y of i s co ln 

z u~ f 

i n 

. h 
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The dirccto1y, therefore, includes particulars only 

of firm s which cooperated in supplying information. 

/ 

Th e CENTRAL DUREAU OF STATISTICS warn, there fore, that 

alth ough the directory includes a high percentage of 

firm s in the manufacturing sector, some ha-, e inevitably 

had to be exc1uded. 6 

·- ·· 

1.7 ORG/-\NIZATIOJ1 Of THE STUDY 

In chapter two, an attempt is made to put th e 

need for cost control into proper perspective . It 

tries to show how standard cost s fit in. This is 

done by refl ecting on the evoluU on of contJ•ol sy~.;t C'mS. 

Chapter three deals with the~ sel cc:tc:d areo.s rc,r 

investigation of the e>:t:cnt to \tl1ic h ~-·l:<:mcl.:n"'d co:.t.in
9 

is used . It prcscnU; or 1~evi <.'\;s t 1c 1·· t< r ture \Jj 
111 

re c:pcct to each area unu shows '~OITte o,' ' t}!r.'!> t · 

~ 
~ .. con rovcJ'Sl.al 

issues in tlJ<:•m . 

------

c .n L 
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l , llll p t C J f' () U 1' c1 C ul ~; VIi t.. h t h C f U r t h e r 

]t!JCJ''t i.011 of the sLndy c.J c)~;ign and its Li.m:Lt.::tti.on!::;, 

1 
r e s n t s t h c f :i n c1 J n 9 s in r c s P r.; c t o f t h c f :i. r s t 

definition of c:d.c~n t: - numbers of firms using the 

technique. Clwpt er five prcs(~ n ts t ll e findings in 

respect of pr·ar:ticcs of the fi rm~ thaL U!3C the 

techrd que. 

A summary, and concJ.usion~; form the sixth 

ch apter· . Rccor:mcndaLi uns Jl'e also macl r: .i.n this 
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CHAPTER 2 

2.1 THE NEED FOR COST CONTROL IN PERSPECTIVE 

Judging from the fragmentary evidence that has 

survived, modern business accounting is not the 

product of a sudden flash of genius to meet a long­

felt need . It did not develop overnight, but 1 s 

the result of a long and gradual process of evolution.7 

so that a study in business accounting (financial, 

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

be preceded by some understanding of these developments 

and the development of the manageme nt process for which 

it was meant and dependent, with specific reference to 

the manufacturing enterprises. 

Manufacturing industries started as small 

entrepreneurs o r craf tsmen sever l centuries ago. 

s early s th t, there was ccounting for finished 

goods (cost ccount·ng) as ~ell s for the basic 

10 rt r fin nci 1 
n th Precious commod· ies s d · b ( 

ccoun n ). In Eu op som f r i d 

out cos ceo n in pr·or to h I n R vo u on. 

7 
0 

L D., 
u 

D 
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Then th ~l' \.Jt\S, l!Ov/CVCr. little need for cost 

accoun jnr d ta as a means for price determination 

and o~t control, for manufacturing and selling 

were controlled by the highly monopolistic guilds. 

Later guilds were weakened as tradesmen revolt ed 

against the guilds' restrictions and moved out of the 

towns to establish industries in the freedom of the 

country areas. Religious persecutions . also l<:.d 

immigrants into England who came with new ski lJ.s and 

new industries. Merchant adventurers also expan0ed 

trade and brought in new vJeal th and nevJ dc11 ands for· 

basic commodities such as wool and·cloth. 

The Industrial Revolutions furl her v1ea kr>nctl the 

stability and confinement of the guild society. 

Hith it came t},c invention or macl1ir:cry and the 

appl.i cation of povrcr to these macll ·i.ne1·y. 'l'lti s 1 ~c.1nlC' 

the m· jor factor· in the d vcJ oprnc·n - of th•· factot·, 

system. Aanufacturing, J,j rd ng and tr~ n.·p ,1.L 

rcJO tioni:,ed. Improved P~m5>rt 1 su'Jtc 

ex 

r 

nd tlc 

ct ri 

n 

u' . l1 
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At Cil'Olll1d tl1is time price was a function of supply 

ratll '.l t hcin d~mc:.md and the cost accounting function 

was the ascertainment of costs, primarily with a 

view to fixing selling prices or c~timating the 

. t 8 

cost of jobs on contrac -s . 

These developments called for t h0 mobi1ization 

of financial resources and joint sto~k COjiipanies 

became the typical form of business organi%ation . 

. ,., .. .. . 

"The individual entreprenu c r· still 1Jod 

11 is pl ac c j n the smu.J 1 und n r·te1.ld.nu, but 

a feature of major enter~ri~ es wan the 

sepera.t:i.(.~n of O'.·Jn c: rship c.Hld mana. gc:mr:nt. 

'J'}Je emcrnc:nce c,f th e.: rr. a j CJl' 0n t. c r 1
·) 1

· r::
0 

~ 

J. ..... , 

impor· t a~Jt l~"'percussiow;
 .; 1 t.hc cor:t 

( 

accoun tjng t:-ie· cl " 

The crtftsmon could plnn, coord nu , and con .... ol 

t}lc c ·1)cratio. ~. of h · •; dUS 1. N· o a t 1 · 
0 c Jl Vl! 

max ,. '!1 1 o f1 "( r J o · t' a . · • 

l 
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of t h ' l \ c- • 1 I <"' .. )...J. Th) indu~;tr:i fll developments 

brouqll t :in d i f fer ·! n t PJ~· oblcm~.; for the man a.gemen t 

of mod n f-actory. 

Profit making i~ one of the main ohjectivcs 

of a business. Without profit, a business cannot 

survive sjnce it both needs it~ own financial· 

reserves for future development and ha.s to 

satisfy sharcholdel~s - or vJhuc!·'er ha s Jr.on::>y 

invested in it - t lEtt t b e i n v c ~; t m c; n t i s w or t h -

while presently, and even a'L cl fi..1turc! ti me. 

Broadly speak ing, profit J. ~ th•_ cxrc ~; ~.3 of revenue 

reduce pt·oJ j ts just c...s much · s lo ., fll":i ces . Ill 

order to :inc:c._ .. se f;'r'Ofit~.i o.:.· uL Jca;;t J:lain\·a~n 

:i t s pr ~ c<' . c.: r cont.. 1 

Unli.l n thr ~ u · d L , J It n ~c 1 n L r 

. to f 

. v. t . 'J l 

( 
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on the otll r hclnd, t!JC:i.r· (m.:magcmcnt ' s ) businesses 

muc.lt 111 ·c · , f' :i )'~;t tllc c_ontc~;t~> of simil ar products 

offer d by ot !1 •r companies , be they local or 

forc:i gn con,.: ern s. 'fh ere is a:l ~>o the :i.mpcnd ing 

danger that some new products will spring up to 

starve out all its predeccs~;ors by the vigor of 

its growth. The mcnance of compcti t:i on , unknovm 

in the gui l(l society, is uh1ay ~; thrca~cl'ling the 

continuance of the cnterprj sc . Thc s\:: :L:i.m.i. t tho 

latitude for busincss r;s to .i.n crcasc p:ci. c c s in orrlc•r· 

to maintain or incn: il~3 e prof :i. t marg .i 11 ~·; . 

0 ' .. 

Besid e~; compe1jtion , .iJ.crcas in 0 p"i.ccs ~~-; a.l;;o 

uml csirJ :u l~c ono.n · ca} 1 .' , :_,t ,.. i al1 y, d :t 

In fJc t , on e " f' \.) i. th e r1u ti .5 

of ~~tabilj ., i11g P .1 • , ( l' 

">J. ploymen , s tcady c ·c ·11 1, 

so t hat :i I, ' 1 .:. 

. . 1., ' pl :t.C s n -

cono. y 

~. i us 

(' . lc st<t 

..,ociu 

P lJ J. i t ; ( · r' 1 ·1 ' r • ,I ~ J • 

i::; that 

·c 1 it ·) , 

in ng 

r , (.• 1 
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soc.i.alJy unjust." ·Infl ation also may Jcad to 

bal. one c .. of - paymcn L s difficu 1 tics by res trj ct ing 

exports and by stimulating imports. Inflation robs 

the creditors and compensates the debtors. It 

discourages savings, leads p0oplc to holding a~sots 

less liquid and this costs people time and effort 

r equired to convert their lj qu:i d bal c:11J.ccs , :u~t aJ.one 

the inconveniences of iJ.li quidity. It also goes so 

far as dis toJ'ing lJU sj ncs s l1c1b:i t s, pcrsontJ.J. hzlbi-:_ s , 

and also j nsti tutions :l11 genera}. - ac(:ounti ng system, 

tax syste!:l and/or ncncral legal ~·.Yf:tcm. 1 J. 

.. ' . . . ~ . 

There is also the CCJ'I.:aint y thc:1 t thn ·'"'"l·r· 

• 

.... 
f \..A.. , l.. - ' 

J 0 <.:~, ::<n'i .:Jcril'•ticm cd' our nat.H\11 "' 

~ ~ •A '-' L 

) c s (, tl 1"'(• e !J \•J j J l I :i 1.' 

uncl I. <o.O I \. lr ~)""d "'fi'ectivcly siJc..ncc. 1.1any inclustrir...;; . 

prcfcrabJ fro,1, tJJ ' bll~i·j r' roint of vi·· fo, 

o: il '1 1t ' i I(• vr . , r 1 l {lf II l 

reason• . ) ' 
i ~) t} L J.y 

and t(•Cht. 
L r t I \,()'; t :on tl"OJ , j c not 

nor . ..11 'I c y l' c ... bJ 

( 
( 

J • 
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Nod l'll 111· lai1gcm n t arc J eft with the al tern.J.t i ve 

of 0 ~; t.; ontrol if' they ore to r ema in in bu s in e ss. 

Th e complex natura of modern busines~es , 

however , makes this alternative a· gruelljng one. 

This is 50 for reasons just revicw~d above and for 

the l'cason that e ffect:i.V·2 cost control Pequirqs 

that a thorough analysis and understanding of their 

elements - direc t matorjal , di rect labour, and 

overhead - be m.:~de . ·n1r re has to be undc:rstanding 

of tlle costs and the va:.""iablc~~; tl1at j nflur~nce th •m . 

rr>}1C' COl', t Y'O. ] full C t i OJl aS~~ u;r, ·~ ~-' t \1 c • ·-· )'l. r • " 
J 

'"""' •. "(. cnc => or :1 

and l.lCtU<ll o1' r·a'tio rl' ~re rcl,l ·'d to 1.1 1 • objoct~ vc~~, 

and s·· gnj.fiC cll1 L de·1.i c t . CJn S il c I C'o l< d cUH r na 'i y~<~d 

to c1r·tt~rmiu • ca scs 
1 

o dev i.e.! '<,n . I I r .. , ... 
L. 1~ j r 

sugrJc.., t-s cor a·c ctiv · ·Lion tc .~!:'.PC >f nee 

ace , ing to 
ng 

fo tl c ef 
cc;. ... ;h 1 ot 

il th t 
i c· ir. 
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such non·· :tc roun t .in ~1 rnct hods as making all worker s 

pen t-0\·;nc l ' ~ · of the b1,1sinc:;s would, it might be 

urgucd, be more effective , yet even in this situaLion 

Of measuring efficiency · · some means :t.s stll.l desirable:. 

Qualitative measures of efficiency arc useful and 

where control standards arc ~et up for any type of 

company _- activity, it is custo111ary to usc accounting 

and cost data as the tools of control . 

The budget is perha ps the most important pLm 

of the enterprise. Th e u s c of bndoe ts, pa~:u·culdrly 

in connc~ction Hi t h the ccw1t:r·ol ph as e of ma n ag e nt e J~t, 

has be ell t cno-:ccl huclgc t af'Y c ontrol. I t. de f i w..::; t h ~ 

arc ke pt t. hr J gl• cm1tin 1 ou .• s •iJ('Il .;~·ion . /\ huclc et 

is a 
5 

atr. ~nt or expcctr·d activitir.s , a 1 cl a:. ;ur·h 

acts as gu · dt () t .1 •/h j (')I . cp', c:t l u~;in r t• on (1 ~~ 

ch,rt0 c I3 CclU'• bu I 1 ( <.ild s , 

t iM c. l t J ct. i c >nt 'l -
;t 
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JlCM .v 't, th:i. · disUnclion sl10uld be obvious from 
1' 

oui' 1·,1 ·.nition of standard costs and what hc:ts been 

caid about a budget. 

standards tell what output will be if cert~in 

performances are achieved and not VJhat output ts 
expected to be. They ~;tress the level to wh j ch 

inputs should be reduced while a budget emphasizes 

the volume of bn:Jiness and the output level which 

should be maintained if the fir·m .is opc:r utcd ,, 5 

desired. Even if tlic f'i9urcs arr.~ set vii til th(; 

greatest care and v.:.i.th the cooperation of thos 8 

of \·'ll .1t shouJ d be. T!Jc adcli i.un of th' f) ,-..x·i blt~ 

budget as a 1 cfin<:mr·n~ ·i ~; i1 PN c,qr .:Lon of tb~o· 

weak1 css, wj hin the l u get~· 

contr 1 purpo~ ·s of a I u ct ) 

I· or cont J pur m f' 

ant l'no 1 g 

( !· :i 1 l h 

c.och' 
... 
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sorn ba'l nn c·1 juclqc•mcnt of the accomplishment as 

w •l J a.; th) 8ffort a spec Ls of t lw performance 

13 
determination. J.B. HENkiCI puts very succinctly 

the arguments against actual costs for control 

pu 1~poses and any systelll based excJ. usi vely · tllcre on: 

He says, 

IIJ\ny cost contl'ol basc..:d exclu!·;:i vely on the 

use of actual cost:-.; is inadequilte bcc<:n1 ~;e 

it stresses ~ast performances. Instcdd 

0 f point in g at the I; est 'v/ a y to the b c s t 

it mereJy attempts to hurdle the past, 

and it yiL!:Lds litt:lF~ uscft<J .informot:iGJ.. 

f •. f.) t U d y 0 f hi S t 0 r' .!. C rl. J (1 C t I' ."'t J. C (l S t S (' (J Jl 

never be fully rcvr.- J illg ), (!cau:.~(! it d o...:::; 

not con:.icl cr compc 'r bJ es . J'o:t· ex amp ll!: 

:i r \·Je c o.:lpc:·.:.·e act.1 :11 o;, :~ - c•i the f' of 

p1'oduc1 ,. or of opr ration(· - :i .1 two 

success:i. c eriod , \!~ TT!cl l i.nd tlJ, t 

the tOtLl r i11ClUUl: 1 ny r U u~ l)y 

i n rr , • c f c t r- · . sc, lemc:r. 

rose; c thl 

t.o ld 

f 1 

It y 
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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 

late 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 peri od's 

performance. They provide an ind ica ti on of the 

absolute merits of the performance , and t o exp lain 

why performance is bet te r or wor se t han it s hould 

b Thi s is just i f ied by t he f act t hat : 
e. 

"St nd rds re scienti f ically d ermin d 

est m s of h t P rform nc sho 1 b 

und r s t op r t·n con on . 

s n c n b n f n 

b 0 h 

con p 0 n, 

0 on- f 
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ctl ·1 j J it .i .J of mrn and lllachj rw s . 

standard~; can be determined for both 

the accornpJ ishment and effort a spec Ls 

of perforrnance."
14 

.. ,J .J ' In the light of the wc ~kn~ss of actual cc>~ ·tc 

it is safe to say that standvrrl costs ar<~ 

indispensable for uffcctiv2 cost control. For 

control purposes, bucJr;r>ts !..~hou1<1 not be b\Jil t 

without the use of 
5 t· ,-, J1 d ,-~ ) r_.ll .r J• I -l r t 11 )• t • u. - c -·· '-' c .J n n e v C' r 

-----
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1 EVJ 1·:\'J 01· ~;Jo:LECTIW 1\RE:/\S OF STUDY 
;:.:.;;,~..;;;...--- --· -------------------

It is difficult or even impossible 

c:o 11 etJ·.mes to ar)r)l_v autornu.tically 1·o compan · ~ v • l e ~> 

management systeHls / tec.lmiqucs tukc n from 

textbooks because each business i ~-; un:i que. 

This difference is pres~nt in businesses 

even of similar ~;izcs llnd in the same 

industry . The same djfficuJty Dpplies to 

the standard costing technique. It will 

vary, not only acco:ccl ina to :_;ize ;md typ e. of 

industry, buL aLso the n0tur'<"! oF :·t~; 

01
,g;:n:izat:i on. It '.:·i.J 1 be t:a:iJ orcll o lrtC' t, 

n ..... tinr prtcti' 'S 

fl " . r ; ·JO 1 l !.J · .t ·cal J 
0~ c . ~ l , .1. m 

and l I . t; (. j 1 • I l 

mon· I ! o.:. 1 i" ~ ' ·~ ·h . Jt 

f )t }It t•1 ()I . 
' 
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un <J 
1 

no cj 1 curn~.;toncc~> , thc; r cfor'e, was an attempt 

lllitLlc to co· r all the . aspec t ~> of the standar-d 

·osting pJ'actices of eac h of the firm~; visited. 

Jnstead only a few specific areas were ~elected 

for investigation. It was felt that a probe into 

tl
1
ese particular· areas would s uffi ciently r.:;v·e.:tl 

the extent to \IJhich each indi vidt1al company applies 

the standard costing technique wjtho~t getling into 

small or petty details peculiar to eoch indivj.dual 

company. 

The main selected area~> for study .;cr·(' a~; 

follows: 

1 The c1i n purpcse(s ) for ns:ilJ<J 

standarl cost;;; . 

2 
'f h c ~ c h n · q l • ~ u ~ · d 11 1 ... t ·: :i 1 a u-

f • 1 ·v (. 

3 
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( ) How standards are used: 

(i) integrated vs non-integrated 

standards. 

(ii) immediate vs delayed variance 

isolations 

(b) Dispostion of variances. 

These selected areas are crucial 1n that they have 

been the subject of most frequent debates in 

publications, annual meetings of the National 

Association of cost Accountants (N.A.C.A. now N.A.A) 

and similar associations, and academic forums. 

3.1 CLASSIFICATIONS OF STANDARD COSTS 
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Thcl' . c r' ~ll'gum ~ nl:~> for basic standards. Undcl' 

th s !Jtc.~ndarcls, the value of being able to compare 

th co~,ts of different periods :i.s retained, and, 

,, moreov0r, the variances arc regarded, by the 

staff concerned, as bei.ng of value and not som~thing 

which, within a short period, arc likely to be 

reduced by amendment of the s tancl ards ~~ 1 5 

argument has to do with Lhe fact thaL it is very ca~y 

to value stocks at actul.l1 cost ;~j nee both ac t:ual and 

standard costs are rec o1deJ. Un~ ~ r current standards 

this is only possibJ c under the· ;;ystcm vJltC:.:l'(~ 

variance isol ation i~; clcJ.ayed . llO·Jevcr, there arc 

obviou s eli sad van t a~t:s of 0.:.1 ~,;ic ~; t and a rdf.,; \Jhic h t end 

to favour curr-c nt st and.Jrds . J· .' r~.; t of (tl , for 

if allO\JCd to J.Cr'lclin :in ore . a 'Cl ' J.r 19 ti 

as both unusu" 1, exc pt ·· ·; lill , 11' othc i 1 

circum!)tdlCe. occu at< 

for revisions. 

1) 

.l s \' ~ I ca ... 
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S ·on l ', )), :;ic standard co~jt:i.ng normu.l:l y requi res 

du11 1 COl'ds whj c h is more expc~nsivc in terms of 

c: r•ical lc-tbour and costs. The ar~rumcnt that 

valuation of inventories in octual costs is 

facilitated by basi~ s tandard~ is also vulnerubles 

- the value of actual cost~:; fo:r inv~ntory vaJ uc-t1:ion 

i~ a subject of debate c..unonu cost occountan Vj and 

ac<.1demicians. Thct·c seem~~ to b~ g0nc ,-·a'J agrc: cment 

mrong cost CJ.ccounLunl~ s, tl1Clugh, that, i+' stc.~l!<Jard 

costs are to he r·~cognizc~ d in fin cn:c:~l'l :;tatow::nt~, 

they must b~ cu1·ren t. 16 

.. , 

f ~ r ~~ '1' /\ ., i J /\ i, L' ~~ -- ------ .. ..__ 

I bl . 1. t l l ' l· 1e )'1' ,.,.,., 'Y n cr;ta J.:: lll g :; :ull ' :- [' ~~ , (I :J!' Ot l.. ':I 

< f attaj lti.t·~nt th· t ~11oul<..i ,., til( 1 c •.• i.s 

pon \JL; ch sta11 u l •• a (' ~ 

tig t ~trolld,r S 0 .at t ' 0 I. 

'th 1' j 11 Uey b a 

1 o lem 1 ' 1 
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.olllp·l 'X l •; hum · n na uurc itself. "A very high 

.• tttH.l 1 l m, y motivate the employees and may 

p1 odu t:lJe best results. On the other hand; 

i may discourage them to such an extent that 

they will not even meC;t fajrly modest standards 

of achievement. 1117 The probl_em is· further 

complicated by the two major objectives of 

standard cost systems - control of costs and 

valuation of inventories in the accounts - 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 needs tight standards (i.e. needs costs 

as they ~·;h~>uld be or as they should have been), 

and finnnci al ac-counting v/Oilld require real :i. s t i 

!·tandt.. rds ( j . e. costs as th ey arc). Stundnrd 

cos l.s arc incvi tably ei thc!r a pool' c-)!") -c con t1 

devic 

'1 -

18 -

poor inventory vnluat:ion pro edur 

.L. 100R. 
wr 1 r:G, 

.>UJ L . 3'/1'\. 



W i l h t.h ·.., 1 rcamb:l c , w(l may tu r'n to con sidc!r the 

u .u· 1 ·la ~,ificati.on~; and giv<: a furtlv.; l' eval uation 
of ach . 

Standard~ may be broaAly classifjod ~s 

follow s :-

1 - Strict or tight standards 

2.- Att ainable standards, and/ or 

3 - Loo r e or 1 ox s tandc.n·cl~;. 

Fol lov!ing the , bove clas~:i f:ici.lt:i.on , t~ glll: stand._:r·ds 
are normally Col led } DE/\1 01 Pl:!:FECTl 0. ST/1.1 1 !>/\J~I;S . 

ThC! S(; reprcsc·nt acb vj ty at: 

o1 the pJant. Tlvy .rc•:::ult jf 'deal rt.lj~·j_l,ll~> 

obtain, fo1 t'x 1 ,, - ' .iX.i.J IUlfl ' U t -pu 

bc~·t ossi >lc· p1· · c" . or nat 

Id•,lbt 

p 0 

(t II 

nc .. 
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n r , r 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. 

1 

u 0 1 

0. 
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/\not h 'l' ohj('C tion to these standards has 

to do vJ:i th invc1•tory valuaU on . This asp ec t is 

fuPthcr claborcJ t c·d lotcr j n this chl.l.ptcr·, but 

we may note that thcsa ~tondards are unacc eptable 

for inv cn tory cost in 0 s j n cc 'v!i t h :;uch r.:;tanclard ~; 

a subs tantial portion or the nccc~..;~:;.:n·y co:.;t is 

charged to v ar.i.anc c accounts ra i·llnr t hiln to 

inventory. 

It is possible to ~:.ub--d:i v ~ clc the J oo:;c' or 

( .; ) 1'1JE·' r.xPl·'r,..·r·' "' I C .. ' 1 T '1 C ~'" 'l '' 1 f •· . ) .J. r~ J ~ 1 __ , J J ~ 1 \. }\ .J v l.) l ) r ~ 1 ( ..l J 

The 

cl e t < :: r· ·r· J. ... t 

th ~~ U 1 t (" Q f { ' 1 \ I ( ( P ( ' • I ' t J1 (. } ) I 1 1 

c a , ., ll ~ I l I \0 , l v01} 

, ) (' / ] .n 

l c 0 r Ill 

')'] 
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~; t.:; nd~ rds J.l'e more pr1..: f' e J."rablc than 

!XPC 1·t d c UC\l ~.t.:..n1clard s bacausc they comp e l 

m n g men t to be fon·mr d J ooking. This may be 

u. efu j n long-run plann :i ng activi tics and 

decision-·making. 1\ common featur e of both 

these groups of standards i s that they are bas6d 

on pas t avera9cs adjusted for futu re cxp.cctations . 

There arc several d isadvantages to thj.s . 

They suffer the disadvantage Lhat th ey nrc 

affected by pa~,t ,.,astes and savinqs; and an 

anaJy:,i ~; of vadc..H;ccs therefrom rnu~~\. neces~:CJr:iJy 

be do 1c j n th0 :L'i.glli; of ch<~11ginq r::c)n<li tions 

affecting both the past av~~ra9cs ~111d the pr(~scnt 

cost. Tl1i s l s b0 th di ffic11J t ancl 110 ur.ef\J.l 

conc1 us· ons can be 'drt: \olfl . Fu etl!o..;1'ill'n·e, :it cc n 

lov C!·· re rio ! y < t ·a· 1 l.;d costs, · t :loc~, 1 o1 

menn 1 h" l co .... t· uot l r lH;r d furt}.( 

th:i ~ c· 1 cv r. of f1 •u, <..'C~. 

Pa;.) t P { (I 

r ·u 

tl 
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m naq m ·nt. may recognize t hem as 

t ll J • c ~.: u 1 t of in c f f j c :i. c n t us c o f 

matcrjal, la~our, and equipment . 

Best past cost s mcrjt a suspicious 

scrutiny. Th e y arc too temp eramental 

to be called standt.tr·ds a:. is" 20 

In respect of attainabjlity , both ~l~ndard 

groups are nor::wl ly c·;.ts.iJy cltta:i.nahJ.e: anG, hence , 

they excJ.""t ro:lativr~ly little= j)J'('SUPC. on pc:opJc· for 

cost control. Gc;J't(·r;t1ly ::;pcw.l' i n~J, pco: .. J c! \d J J not 

exert th cmsel·. r~ furtnc.Y' tlta' <H1 C!;td>l :i.:.hr2d 

St ::o 11 0~<-'"',·r"· 1 ? ... r.tur· they hare met 1.1·. 'J''Jl'Y "'"~ ·l'l J [< U • <..A I 0..! , 1 r (~, y 

to feel tlJJl. t.:1C,Y l!avf dou a:,.;, ·:isf.cio·y juh. 

In bet ·i •.• t:1, J CJ 1 c. 1 1 tl1 J ov~)c 

s an'tlld!:i 1 h~ 1c tl I S'IJ\ :i /l'l), 

Th 
'I IICi •:,; 

n l, ti~ht. 

t l n 
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Th<>l' ~.1, 11 lu l'd•' c<m be t.tc h.i.cvcd w:i. th a reasonable 

~ r Ol l · n th y provicl - ~F1uuc~ s for d g-orou:J cost 

on rol ; a .:> they provid(! i'il.i.r- gools t;1rrt. cmployc!I2S 

an be hc lcl rcspon s) bJ c for nt(•eting. And yc~t even 

vi th these stanclur·d~;;, ·there :is the possibj J ity that 

they may not be bjgh enough to stimuJab'? tlJc s\.ipcrj or 

type of employc0, or rnny be too hjgh for the Joss 

skilled individual. Thr:~;c stand,.rccJs overcome the 

problems of the tight and J oose one;;, und t.tr·~..~ said 

to be wideJ.y u~ ; r~ d. Thc~y tli' C aJ ~;r) fr1.j :t"ly ;.;ui. LaVJ c 

for irwcntory value:tion b <!c u.use tlv~y :i nclucl c all 

really nccessar·y expen d i Ltn"c s 

being co~ted. 
. - . 

n(~ !' O l" C \•J C l)1_'0CC I?cl I (J t . C t <·C'f! ll i qUPC CJl •· c 1 j_n t) 

thes e <~t<wdaPd~; une t h: 1. J need:, to l ~ e;r,p li1S · : •• d . 

Thi::. _; ~ th t ·. 1 her u • , .u 1 r1 

Jj tl 0 

c onL 

f o 

t h l 

th 

c; i ct c ., l n·i 1 

not lJ o i 1 

·1 



,. 

39 

:in Vit \ ~ .... ct:ons of tllc .factory, and the 

ilV 'l · u . mount of other expenses consumed in a 

unit of \/ork, a:cr~ obtained and u~jed as standards. 

Tl1c vdvantage of standards of this nature is that 

they cvn be dev e loped chc~a pl y and · r·apidJ.y. However, 

they are less accurate, more so be~ause they assume 

that what happened in the past is what should . 

continue to happ en. Usual ly, the se are us e d as 

forerunn e rs to the r.1orc.: sophisU C<.tted becau se 

many cor:-tpanies/plants find it in advisable; c.lt thn 

first installat:ion of standard C'Cl~,ts to ex],e::d 

necc~:sary fo r ~;ophi~.;t:i czttN1 one:.. These ,, ·:.; 

l
"P 1. nn •1 alSO U .... ,... 'i.n -l' 1 J. ng r. tc })C ..... 1 <lS . 

i1 s s .. . ~J .... ~· 

To the ·xt Pt t tc t 1 " 

da1 ( , they ~;, .o c-uff 

c 

( 

'' ly r ' (!( I a'J ! 0) fOr, ttl1( 

lt<. 0 



3.3 1'1Wl!N1Qlll~ ~; FOR SWJ"l'JNG ST/'.J'lll/\IWS . .. -·- . -- · ·~- ---

Til~ type of :.tundanl ;; in u:.:o often has an 

important f·ffE:!ct on the Jnilnncr in vJhich the 

standard cost can be used. This <loc•:::. not only 

rei· e r to the d r· 9 r c~ e of t i 0 i 1 t n c ::~ ::::. o P lc n i en c y 

of the c; tandard s as al :rc·::: c1 y di ~..; cu ~ , :::.c·c1 , ~.~u t 

also to the method, care' , and ef f.' oPt put in t o 

the setting of these st a ncla:cds. 

standr1rd~; , raw: i ng fr c1J.t t he p<?d c~~l.f• .i a n to 

ancl U r:r_·,rt~lnc:,~; of th c::sc St" Tld CJ) <lL: r · IJ •YJ '}t' ~ ..... - ..... -· \ ·.J , 

to s ,mr (.x tent, on t h Q d.:grce c !" :·oph i st · c.1tion, 

U 1nc , ,.f or t t~r" fund:.. ;>c nd t, i 11 ~,ct t · ng hem . 

The f .1 r .• t ca t r ~ ' y f ; c.~n c a 1 d 1... ' u r. i n .J 

to 1 '} v ... 

call ~ l Ul , II q ru I • 

bch I' ( 

r ("' 
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l :i c ~ of t h c work p ·1·.fo rrnc)d . Ei th E~r 

11 •-t''.!':t:ing d<\ta ·i.~ usccl or that obta.i.ned fr om 

.. p .ci aJ d t col.:l r:cU on routines~ Sometimes 

t st runs arc u~;cd to prov:ld0 a morc; objective 

method. These oct.i..vi ti '~, l'cquirc the ~~erv:i.ccs 
. . 

of technic(l staff- cngjn~crs, chemists, or 

other experts j n manuf ac i ur·in~j t c~r· l m.ique; s -· \·Jho 

conduct a continuous rt;vie\·/ of a·l ·.'- JYt ' CJC1ucV; for 

the purpose of an a lyzins l!tatcr:i c:\1 ~ ; co;-;ts, UJr~ 

various pr·occs~;es to vh :i c h j t lll rlY b~ sul>·j,-·c t·ccl. 
r-

a.J.so po <> :-; ibJ <: :i n a r· r :i vj r 'J tll. ~; t ,t11 trd t il~ ··.: ; <:tn d 

c cpendi ng on t1 10 t y pe oi ·i Yhl f" ~ r·y j .. ··o . C"·d , t he 

detaiJc rl proc cdl cs ~a; 

be eJ'lploy d b t ·or· 1.., 

ha c t J i:.>e t l"('r ' d J ( . 

c r e . I ' , t. 

1 >• ion i l 

f 
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of y p r· t .i . • (' . 

For objectivity , it i s jmportant that scientific 

s1 andards be used . W:i. th them mt"u1agemcnt can oht;:,t.i.n 

results which arc indcpen c~cnt o.f previous perforrno.nccs 

_ and this is essential . This is not to sugg~sL that 

tho~e standards cost syste1ns in operatjon with 

standards based mere:ty on records of past expc:r:i.cncc 

or, \vhen such record~.> are J.acki~1g, on the shrew~d 

guesses of the factory manager or his foremen are 

-D s entir~ly usele ss . by any mcv . . They clo providQ a 

yardstick of a sort and in cc1·ta in ca ~>0s mc:ty J> c a 

nec essary first st<!P in arousin ~J ir!t C•)·~~ t in U'C' 

p 0 5 5 j ]) i 1 i t i (' S 0 f C 0 {J t 1'' 0 1 t }1 L' (l U g h r· (; :i_ C ll t i {' j_ (: Jn ( ( ]1 () cl ::_; , 

Due to laC]( of Jnol:i\ftll:i on, nr a lCJcl< rd urHl < r·!;l ,~qcli lJ 

cf tl1e po~ si bj Jj t:i ·; of m<-•'' .. U OJ'Ougll H!l"'thocL n·1l1 

:in some case::.;, 1J _c, 1l c in c m·~ir'c·· ·t ·ju lg rnf:nU; of' 1:h, 

0).] nr· {ur r l • 
l. nt '/01 1 1 not tl<.: cont. . n . pay I' 

\ y, the~ p ~ta I' ) \ :r ~· ... t ) 01.' l 'I 

a o JabJ t ini c. l io 
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First w sh 11 de 1 with the question of integrating 

or not integrating standard costs into the books of 

accounts. Secondly, we shall discuss the question 

of variances isolation. The most controversial 

questions of variance disposition shall be discussed 

lastly. 

3.4.1. INTEGRATED VERSUS NON-INTEGRATED STANDARD COSTS 

standard costs may be integrated into the 

accounting system of a company by recording or 

entering them into its general ledger or they may 

be 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 a non-integrated standard cost system. 

This method is convenient where effective 

control can still be achieved without prompt, 

highly itemized reporting. Where the work of th 

cost centre is 
ss varied, th ss d il n 

less fre u nt th r por in shou b . Ho v 

r th's ys m, h b n f' of c ri conomy 

un 
h n 0 nv n or 

no 

i on 
1 0 In h con 0 

b n fi 
n 0 n 

p ob 
0 l 0 y 

h 

0 
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l '~ 'it ' l' }H. l1l.!f' :i t: Of r,ta lldd r·d COStS i S g-ained 

by r n ly j nt •g 1'n ting ti 1cm into the accountj ng system. 

I 

T.t t , s for the reduction j.n c J orical cos t s by 

m 1 · ng it pos siblc for Lhc s tan(LJ rd co~_; t s to be 

used in inventory va"Ju·ation . Tlw . postings of the · 

amounts to Jndividual jnvcntory cards c~n be 

eli min a ted and rcf~rences to jnv cntory cards to 

dctcn1i ne price::.; reduced. Th j s sys tr.:m al l 0\·/S 

for greater cost control as it is po~ s iblc to 

furnish pro1npt, highly it e:::mi ,:r cJ infO.t'Hicl U on . 

First-line supervisors can ~wt vo.rian c:o~ j nformat ·i.on 

t h c:1 t in d i c u t C! s w h c r c <.tn rl \·: h c 11 :, p e c i { i c c or r r_ c t i v ( · 

appr-opri, t c f or th r: r1oJ '"' v c. r i. ' •d cost c: 'n l:rc . 

i:; ·1 wide· c 1 ie t y ~1 ~' n··1 ' J r clge 

st~wdar·<l ·c. L sy~.t '. 1h.i( I l ng 011 t 11 

Ol Vc 11 Of U. . n~'ul >r, g d . '] 1 . ~. 

n d n ~ ( y I. 

l tic 01 

q 
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t h ·y in gcncritl oi tber confo::.'m to o:r ar·e 

t Vl':dt.on of two ba!>i'c.: pc.lt.:tern~:, commonly referred 

to a the P!IPTT/\1. PJ.I\lG._ and the .~nr•rgLE_l~I;_I\_!i · Under 

the partial pJ an, chor-uc~; to \oJOrk-in-proC'e>~3:.:; arc 

made at actual cost, ancl cr·cdits arc made' at 

standard cost. Here var :i.ancc::> arc detonni ned on the 

basis of output. In a sin~j] ":"> pJ an variances arc 

recognjzed on the ba;:i~; c,f co~~t inputs. That is, 

variances arr~ j ::.;o latcd ··nd c.n:o:J yzcd from the ori~!inal 

documents (irl •oic'=s, r 'qtd ~;:i U on;:; , job t i( kct~> , i1nd 

so forth) USC!<) for bu i :1 rhng up Llw dc:bi t to \·JOl'k- .i n ... 

procc.ss. Hence a11 clJ a1 fns awl C1'.edi l:::; tr:· \·!OX'l'-<i n­

proc c.s s a1 c 11:: st~nd<Ji d r--o~;ts . 

cJj ., i 1 guish 

a 

ace c. 

Cc ly (( 

( , 

f "'<> ~ ~; i 1 1 e 1) 1 r. i (' 1 l1 ~, t j t c. c•l ;- y 

t. · n. '1 · ; ' 1. 1 j r.. .,. L fo... llc.: 

c f' . II 

ut 

I ( 
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Tho question of variance disposition 

is perhaps tho most debated i ssue i n standurd 

costing. This is so most likely because it 

is c 1 0:::; c J y r· c 1 i1 t (~ d t 0 t h (.! t 0 r s t 0 c lc v a 1 u t.t:l; j 0 n . 

In fact, u.ny cont:r·ovcrsy on how variances should 

be dealt Hi th usually ccnt cr·s around ilw 

probl em of stock valuu.tjon . 

21 S.H. Korn · not es t!Ju.t tl1 c:cG arc t\vo .. choo:l~> 

of thought on th<· quc·st:i on of vo.rioncc di~;po:::.i l: .i.ot 

... 

stanrL::n·d ·cost sy:;i·t·;n rcf'lccts tlJc 

J·er t up-to- ~te , l '"' va ·i ~nee'; t:hut 

occur ar ~ssent· J'y als_ by 

f fie. •n'·y or £fi.ci lCJ n co 

1 o t 1 p1 c . r, l CCJ' S. 

'J' or , . ) 



The l <tt.ioncl1(~ bc~ lrt:lcl this 

t 1 • ;1 t 1n,.,. n t i D U1 ( t l: t h c ~~ t an cl a r d 

costs arc tha real costs and 

arc nvl: to ])(~ r~.djust.crl by 

vari anc-2s f or income ;.;ta.temcnt 

purpo:;cs . 

A m~jor advantdac, of standard co~t.~ng, npart 

fr•om cost control, i~; the sc:' r:i n~)S :i.n c1eriC'al cust~-;. 

When stock~-> a:re kept at stalld ard tl1:· !:; CJI.~\ri;_ntZtgc is 

obtained to the fulJ r.:st extaJJt . 

. ' 

2 0~.-hc~r':. fc t::. tlic1t 1 l11 iar:~ ~- ,lJ•;u1o 

be a J J I..H..:a' c•d to '-''Or Jr--1. p'l: c ·ns <, c.md 

f ini,..Lcd gur> ~r ... .i. "~ '•nto ie.· l ,r-

being trc:·J 

'J'hC' rcaso1 

c• < OS t 

d t (O;.;)t 0 Sc (·S . 

(.• t II It()"" j !:, 

J 'Ju. 
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of p1·of' i l vJ\J :i c:l1 j :; con t rc.try 

1 o ~;ouml accounting p:rj nciples. 

Stocks ~.;l1ould tltcrcforr: be 

valued at Dctut:.t1 co!=;t or market 

Vdlu c , whichever j.s lowor. 

2 - There :i !"~ no gc n cr·alJ y accepted 

definit:i on~j of t!Jc conc:i tions 

to "adopt for sottin9 s Land<:n'u ~:; . 

Accordingly, ~rofit and stock 

valuation \·Jill vary v·i tit c lt angc!, 

in de f:i.na t ion. Orw h' J ~.;:i ne~; ~; n~ y 

cf :i dell.l Cl nd." t ion~;, \·JhCJ' • .t~ 

co. <.1 i t · c n <· • f{ h ~ 1:. :i s , } 0< r. 

"YP ·tc \' · th e :i c 

plaJ .,2:? 

c n d o I I 0 

0 



f\ ount t 11t •> do not seem to disagr·c:e on one 

a:·p c- l - th a t. of th trcu.Lmcnt of minor variances. 

'l'll , q n .r a J J y feel tlwt insignificant variances 

n1 no t worth aJlocatjng ·and should be written 

directly off to cost of sales or profit ond loss. 

There is a third m~thod, which adopLs · a 

compromise betvJcen the two mcl;hods. Th:i. ~> method 

d:i stinguishes between con troll a ole and non--control lablc 

variances- writing off the controllaolc v,riances 

against pcr:i odic inc om<: and a1 J oca tina UlJr..:on t:roll able 

variances O'ter cost of sales and ending invc n tcl r·ic~~ ; 

Of \.'OY'lc-1· r. _r_.;rocess ancl fini~,h c d goocJ··: . !·'or ""'V "Jfl <i l n _ ~ \ . ,r , U ) · • - I 

if \·JC took J!""tJtcrial <:.tn d labour pric e s , s d ~ pr ! u ck JI "I" 

on C! XOJ 9Cl iou ~; fac to ·s , (ma r l·r.t s:·tu,~t"i_op , th e 

gov ~rmncnt and t rade ·'1 11 icn s ), rn· i. c l! .1J1cl .lc.1 l>Ot r !'c.tt<.:~ 

var j anccs 10 1· d be :11 r)cctted ovr r 0!3t. of 1rF· 

nding -· n < nt cries nd a·11 o 1 PJ' v· r." .ou b 

1ri ·t·mt off jodi( .i.nco a c . 'I hey ·JO tea h 

r pre"'e' L · , ffi nci .· ( n c 

b• l" l'C iz d , · 
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of ·h , · · un Lc n l , vJllo s hould be mindful of tho 

Vd1'i \IS JO·n .; at :i.s~;u' . /\. MATZ, O.J. CURRY~ 

23 
<ntl G. \ •. I·P/PK, ~ WCIY'n that: 

of variances, v!hr;-thcr v <trianccs arc: charood 

' off entirely and tr·catcd a~; a pcd od cost 

o:r prorated to invc·nto1·ic~ and co~_;t of 

goods sold, rc~ujre considerations of 

more: tha!1 the T!lf.:.!T'C Drgumcn ts tllat uuly 

ac tual costs should be a1mltt d to the 

of acttal cosU; .i.~; i'Jrno~.t :impossihl '· 

In 1.10~~ t co. p ni s i h · u~ ' of ·, norma] 

hus ccep · d tl is 1 r•thcrl ·u1 1 f "nds · 
): 

. ur·l' ( bl (.. 



,. 

To al' uc that churging oJ'f variances 

n tlw pcr'iod :in wh·i ch thc~y arise 

m:i gh t lU s tort the net pro:l.'i t figure 

rev eals a misunderstanding of 

stand0rd cost~:. 11 

~10ng the things that should det e rmine how variances 

should be disposed of, th0y mention the followjng: 

(a) Type of variance - mat0rin l, labour, 

and factory ove rh ead. 

(b) Size or the vur· :i a nce 

(c) r.xp e>r.ir~nce v.d.t.J s t andil ·c1 r.::o::> t, 

( d ) C au se~ or varj. n ·r>s , 

!J tnnc, Y·ds ; a scl 

(r>) The ·:. ing of 11 

an l' uc U 1 Vc 

. u . 1 nc or·r· ·c l' 

nc .., , · u . 

'Y :· . · naJ 



J 1 1 !i \·JOl't !1 noting tlli1t, al l the thrGc method£; 

11 ·m lly v 1uld I>P ncccpt;:1hl c to the-~ American Institute 

fcc t ·{jed PulJJ ic 1\ccountu.nts, (1\.I.C .P./\,). In 

thi~ connection I i..lw In~;"tj tute ' ~_; Accountin0 r~cscar·ch 

Bulletin 113 COffill\elltS as fo:ll OVJS: 

at reasor.a hlc intcrvr.tls to rr.f.lc;c:t C'1H·rcnt 

con eli tion ~; so tl1t.1 t at tlJ(~ balanr:c~ 

sheet date r;tanl1;n:·rJ cost~~ r·c·asonab1y 

approxj lf.ui f; COStS C~mputPr] 1P1C18r Ol!f~ Of' 

fo in s· rt'1c·c 1 ll I) J cos t s ( 1 u~ 1 m · ll,. cl ~.; .. 

1hc fi r t- • I 
<" I II r 1 {' 

:it is (1 ~' i 1 ( Jl . n J 

·- etc co I . " .,:;. I 
l. ' 

1. l I 1 J( (l 

(' rt . II 

II (I 
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Th ov nm nt regulat es accounting through THE 

OMP NIE INCOME TAX ORDINANCES. These 

stipul te what may or may not be contained in 

f inancial sta tements for purposes of exposure 

as well as i ncome 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 latte r can go 

a long way in inf~uencing that pos ition. Besides , 

in case the government is si l ent t he practice 

would follow the recommendation of t he institute . 

Bot h the government and I C P A (K) are 

silent as regards the booking of standard costs . 

In these circumstances , s in sever l other 

areas , the practice m y be expecte o be 

influenced by that of Br"tish nd Am ric n 

bod·es . The po"nt to em ph siz h r i th 

our m nuf c ring comp 
. n s h v h 

0 us s cos s for or X h rom 



' ' 

,. 

53 

Cl!/\PTP. IL_j 

RP.SPONSE RATS AND FINDINGS IN l<ESPECT OF NUMBSR 

OF FIRMS USING STAND/\RD COSTING. 

4.1 RESPONSE RATE 

The first round of the study v1as concerned vii th 

the determinC1tion of the extent of the usc of 

standard costing technique in terms of the nulllbers 

of manufacturing firm s. The purpose o.f this chapter 

is to review the findings in this respect. 1\s stated 

earlier, the study limited itself to Pour locations 

_ N/\IROBI, 110!·WASP., ELDOR£1', and TlliKJ\- vlh.ich 

cons tit u t cd 7 5 . 9 ~~ of the tot i1 J. PoP u 1 u tic n ( 191 ) of 

manufacturing co1npan .i.es reoj stcred \vi th the f.lul''2.:::u 

of sti1t:isti.c~; in K(~IJ.)'a, (c~r,(} empJoyir:~J 100 or r·.to."'' .' 
JH~op I'.). 

"· tc>~, ... l of J!j:; "irm~ \t.J<: S•l"Vr::;<:d . r, tl 

Ji ~ '·" 

' J (\In ~ I} r ~ !) \ I 

) l <l Th d t i ~ 1 

101 ('/2!' rc•;.pour. u :-:cty , t,J•y IHa·t·-r·~d 

l!ling rt·nj.) 
.• c ' • <.. 

cost'ng. Of he 1, n-1 c:. JJhl, 1 L-:, ?. · r; r-cJu ~ 

·o coopc 1 ..t tc tt.·y rot 1:•1 to 

he 1. 

.tV ') 
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a w l c; t of i m . , or pres sure of \vork simply made 

il djrf·cul for lh m to respond. Table 4.1 gives 

cJLssification by LOCATION of the firms using 

standard costs, firms not using standard costs, 

non-responses, and those uncoop erative. 

TABLE 4.1 

SURVEYED COI·1P/\NIES CL/,SSII!IED DY LOCATION 

LOCATIOH NUHBER . - !Jut1BER I·!OT NOT~ - TOTAL 
USING USING 
STAN DARD cosT;; 

COS1S 

1. HAI ROBI 18 57 

2. tltOi·'JBI\SA 3 17 

EI.DOf.E'l' 1 'J 

3. 
.J 

4. TII I "A ) II 

---------- -

0 '/.L 21 [S) 

1 • ' .) . 

;, TIJ. RESPOI:DENTS 

27 

9 

ll 

' I . 

SURVSYt:D 

102 

')(" ,_ '.) 

8 

G 

) 00 
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. 
Table 4.2 shows total respons es as a percentage 

of the total number surveyed , again broken down into 

locations . 

TABLE L1.2 -------

RESPONSES AS % OF TOTAL SURVSYED 

------
LOCATION 

-------
TOTAL 
RESPOHSES 

TOTAL 
su:·vr:.:n:o 

% Or TOTAL RESPONSS 
OVl::R 1'C'TAL SURVE'.n·.D ___ .. -·-------~---.. ~-----·· ----------~· .. -

1. NAIROBI 75 J.02 70.3 

2. H0!·113ASA 20 ~9 G9.0 

3. ELDCr~I.::T 4 e )0.0 

4. Tlll ~:A 5 G (l ,., ') 
..)•..,J 

-----·-------~--

TOT/L 1011 

-----------------

1.11 in 'tll , t' c ll~!:;pOP, · r · 1 · y c;,;~ l • f, t r. , 

~;rith til• ('V PP 'I of Jdut I, ' I 

c of ~0/. f I ,, 

b 3 t l 

'0 

·n 
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of the 

J 04 rer::ponding manufuctur:i.ng companies :Ls that 

they ar<.~ faj rly young. Their mc~an age is 22 ./l-8 

years (Standard deviat:ion liJ",;:J!j.). The range :i.s 

from 6 years to 78 years. TJble 4.3 below 

classifies the rc~pondjng companies according 

to their ugcr.;. From the c:umulah.vc fr cq uc•nc:y 

of this table, 118% of the co~punics fall bclo~ 

this (mean) age. (Sec c:.tppcndix III) 

TM3LE 4.3 

/\bES or-· l~E~~['QIWII:.c .J 104) ·~0!!£1dliES 

YE!.R OP 
1liCOf~P(ll ~ ! 'l'IO!l 

------. . 

19(Jl :v:no 

19JJ J 920 

1~21 )9~0 

19:1 -'I} 0 

J9 J -~ 
) , 

19;..~1 
GO 

1 ( I 7 I 

tl_3).j ___ ![;I~~ 

yEs I lJ () 'ff;'i'J.. L 

---!·-·--·----------

1 

) 

4 

7 

1 

2 

{ 

3 

7 

9 



· 'J'll :infolli\C:ltion ·in Table '1·.3 is aga.:i.n rn' ""S(~ntcd 

~11~< 1 lri ·c1:tl y i 11 f i gur '~ J V. Th e negat:i. v c J y skmvcd c=~ge 

d i ~· 1 1 i bu ion ;,11ow~i c:t conccntr•otion in the years b<::~twecm 

19)0 - 1980. Thj s in<..l:i.catc~s that the influx of 

manufacturing industries seem~; to have started only 

about 30 years ago. 

While not conclusive on its own, th e rulutjvQ 

young natu:ce of our j ndustriuJ sec tor may !a.lpport tl'J(! 

a:cguments about lack of cornpctj tioll . 1 t m cJy· a ·.1. ~~ o ("' )' p l • -· ~~ - ' • (..<,I. I • 

the lack of career industriz"tl worl~cr~..:.CompC't.i. t iol! clrts 

as an inducr~rnent , v!hile the rJVCJ.i:J abiJ 1 l y o 1.' ccn·cc;l· 

jndu str·ial vwrlu~rs faciJ:i.tai...c~~ the.· oprr<- hon · of cf'fccUvc 

cost control too]s. . . 
of tl~c 101! fi1 1-::-; that J• ns po. dec), on ·; ~ >) ( 22 . i ~~) 

'f'l I 

I' 
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1 
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beh alf o f the c ommi tt e(~ , a · f :ind i n u of GO ( 6 2 .)% ) 

to mak e compc:~:cisons hr: L ·Jccm tlH.~ co1np.:~n i e;;; L l! a t u~;•; 
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/\1 tl1 , Jll th ~;:i zc of tll(~ ~~ample do cs not 

'tlJ "' qcn r ~1 l :i.z ation~_;, thi~; finding· :1 s si~Jnif:i cant. 

we are arguing that Gccausc of lack of stiff 

coll\pctition st.and<:u' cl costi nu w.i.11 be us ed to 

little extent. Put in another ~;;ay', competition 

will act as an inducement for the efupJoyment of 

~fficicnt and effect iv e ccst more _ control tuo] ~3 

(in this case standard co~:;; t:i.ng.) That LhC:: usc 

of standard costs is found t o grow \•/j_tJ. 1 the s'i:~.c~ 

of industry suppor·t~J this JJ ypot ll s:i :·j be ern ~~'-= a!~ 

indt,stry grO\·tS so doc:s conq.~ •·U.tion. 

,., 1 .• fl c 
to company .). ~'-·" · 

'J'}J -'~~ :i ~ L l J 'f;._lbl. r (, '· 'I • 1 1)8] ( J ,I, 

The: 
. . r· . . ' ; OJ' " l.l , l size ( I,JSSJ J J( o - I;;> • 

r.llr:: DlRG'Ji) ··: Of' J1 1" 'lRI ·; ·, d1 . cl 

b 1" 0 to the nn 

i hi ~.; \!, r 

f l caL. 0! : 

. oy v 

J oJ -c 1, 

('(COld' c1 

1!" th 

II { 

i-
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T BLE ._Q 

CLASSIFICATION OF RESPONSES BY COMPANY SIZE 

RESPONSES TOTAL 

* * COMPANY SIZE CODE YES NO 

D 

E 

F 

* YES = 

NO = 

NOTE: 1) 

9 38 .47 

5 30 35 

9 13 22 

23 81 104 

No. of companies that use standard costs 

No. of companies that do not use Std. costs 

Ho Results are independent of size 

Hl Results are not independent of size 

With two degrees of freedom, the 

computed chi-squ re < x2 = 6.007 ) 

is greater th n th t b v lu 

(X2 = 5. l ) h 5 p ' n 

ev h ULl. hypo h 

h r for 

·h h r r 0 n 

0 
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? The percentage of positive (yes ) 

responses over the total is as 

foll O\oJ~>: 

D 

= 

F = 

19/C 

14% 

Lll% 

The findjngs indicate that there 1s an 

interdependence between the re s ponses and company 

size. Thj.s explains ~hy only 19% of th e D (smalJ) 

size companies usr~ ~; stando.rd costing a.nd 41% 0 r the 
•• .1-. 

(big) F group (siz ~ ) use the techniqu e . 

This f i nding j s unders La . a bl e hcc au •· n ~' c ~. <J, ) 

c o.npany gro··J 3 and the s 1 zc of i t. s l dl our f ore, 

· ,... ,.. 1." t beco.~es more d ii'ficu ... , t f "' 
lllCl C Sv .J I •.1 

t o know ,hat each indi ·idual ~ doin "upc 

j s ro t 01 y d~ffiru t , hut "'o unrcJ i. b 

the sa 1c t . ' gee of x r op 

ti 
pr fit, u 

I • 
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. IlallitQcmcni· , 
I· (l J • lll • 1~ c1 ,·J 1Yi 2 a tJ o ll ' ~; c {' f Q c L j v c~ r 

t)
1
c

1
' j c· an ·i ncrcas:i n~i' d pcndcnc(~ on formal 

This dOC'S not neoatc but, rather, !::;upports 

011 ~_. llypotlw:;is that the tcclmi que w:i lJ n.ot be 

found to be Rpplicd to a gre11t extent due to J~ck 

O
r co··

1
pe-+-j U on . Cor!1f.JC~ti tion cumpcJ:; .]l u~;:i.nc.•. -,'.',r._ ,_-, - ' .. .... . \ .. 

That tl!u u~;e> of Lh 
f (;Lmd to 

))C c)Qj)C!1UCl1t 0J1 c:izC t aJ. } iC'~· \l.lth 1
1 

•• (' JTif.(JJ: 

j)l' J :i. c: f ()}' ~ ; uppo~" j t i or: the:• rt, ... n(J.l"\ (1 ''t)C' .; l ' *1 ~. 

ppl jcabl on3y to l· rc c \ lat . ..;Sc·•·. 'I 
' 

tiO 1 j ;, no\: s'1 ('(] by (' ( . . . t 
~~ G 

l1 
• I 11 .. 

·: 0 ar9uc tl 'lt j f t!J Cc ( 1 

to 0 sm 1' d p of <.: 

<. < n t PI' .d y \o' 
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In t·llj s inr.;t~JICC: th c J' f'i'orc, tld s findinu ma y al so 

be asr;oc:i.atccl with u. lack of knoVJ J c· dg e:; , vJh :i ch tak es 

-· the form of m,·1nJq~ment.~; nol: kn c..~vring th a t tllc 

4-3 

tech nique ccm be applied, or the bcn cfi ts offered 

by it as against the disadvantCI98S of L.hc,·i r p:r~escnt 

practices . 

This study \/OUlcl be dcf:i ci8nt i. f :it JM:rc> J.y v! ~' llt 

as far as teJ.ling us that 23 out or 10/j. m,1nu factup j_ng 

companies usc !;tandL1rd costi n~J. \·Jc m:i ull t be acc t!~jc cl 

of being so <La vi ~hJ y ad c) j c tcrJ to th :i c·l c a t l1 iJ. L 

find raul~ even ~;~i ti1 Lllose co!:·Ir;aniG:j t.lJ nt could not 

po~;si bly app:l y t}1C! l:r~c}I nj.qu <• \·! i tllout d 1i nrj TilOl'C 

damage thaP ~lood . 
u~;ef't~1 cnJJtl':i.btJ 1.; on l • 1 f l . I(' .(''r; \YJ'...: 1 

• · •· wJ 1 y t·.r. '· 81 c · 
:is finoJ ng <)\.1 I 

acccptPd cost cont1 1 too . 

analysjs 9ivr·s >,.rl c.f ·hr· 

,.; t a1 ,..1~ <I 1 c .-·1 ·, 
. ... 1.1 ;;) • J tl y 

' l ! fOl ' , 1. } ' 
~ I :J quanh tnt · (i 

c1n t' '· Tn th 

f o110 til(} • r cu .• ~ 
' .;; OJ, ( I l I, 1 t . 

c "e CY., ' l I 

( 
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The first way .;as through a voluntary 

response. In eplying to the letter asking them 

wh ether or not they used standard costs, 10 

companies volunteered to say why they were not 

using the technique, although the letter did not 

specifically require them to do so. 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 

necessary to elicit responses by telephone and 

personal visits to some companies - This opportunity 

was also used in trying to get the reasons why 

they were not using standard costs. Responses were 

again obtained from ten (10) companies . so that 

the qualitative data was attained from 20 of 

the 81 con~anies 
that do not us~ standar1 costing . 

3.1 INFLATION 

Four re.sponde:!ts r;:1ve .ne rectson f0r 0 l. usi .. g 

standard costing as he e· of i pu p c s. 

They felt na bee se pric s a l' .ris ng, th r 

lit~le 
n cess ~..· 

fo· s s m 0 h not 

s 

s 

I , 
t 
' 

i .­
( 

f ' 
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'fh i ,. l'CJLlll1Cll \. offcJ'fi <.Jn opporL:uni ty foP a. very 

J ·nut.hy dj~;cussion; lloWC'V C]', it is not possible~ 

,,,i }lin t11:i.~; thesis to do more tltan touch upon 

the general principleS invoJv0d in order to 

show that inflation does· .no\ prevent the 
usc 

of standc:n-·ds . In f ?.C t, it m~1y be tll c more 

A standard co~~; t has t·d> clj mcJJ ~;ion~; the~ 

quantitY c;tandard und tl10 pr·.i cc stc•n<l<lr<L !'PiC(' 

d d be l) · ,. r·d on ,.. .-,c_' <.! l' l '~.-- t stan ar JnaY cJ ..J - - - pit~, · avcr<.tgP. . 

pd ces, o:c cxpcc1 cd pric•.:~.; . T i' f Ol' ~-.oJtC! r·c·iJ~;ons 

' 

it maf'cl.> on pl'i.cc. in e: f ··t at t· 1. tin co 
11 

,. 

~·e t u ('""i.ng pa:J t I ,. fo 

Qu I .l ) ~: t 1 t 1 () rd c· J 1 i be 

t' .>l'c, 

J 0 

' h 

futux c p r-.i ~e ch'" ( 
,. 

technic;' c~.' tt:(" L e 

tl cse ll· '> b •n ° 1.. 

prj c I J' 

I ( 

f 1 f 



.. 

68 

pur·chl :.:in of fi ·or ( - for l a b .ur :L t \,,ill be 

1 h • 1'~ 1 td l.nwnl or p c·r~;onne l offic<::~r ) , OJ" suc h 

>:01'9 nous L ctors a~; un antic:i patc;d p r:i ce incrcas.::s, 

for Hhich nu individui1l within the comp.any ct:J.n 

be held rcsponsibl0 . Even during peri.ods of 

frequent price chan(JC ~) COntrol Of th c~·.c:; departll1CL t S 

i s still po:5sible J ( a:J t lwugh :it may be:: dj ff:i.r..:u:l n) 
l>y making an effort to dis t: in oui sl1 bet '-'' CC-n tb a t 

mar·gin whi ch would h;lvc bcr:n v.n tic:i !.J .J.tccl by th\:': 

officer wl·;c'n rev:i sj ng the standard;~ o:tcJ that \•Jll i ch 

could not have pos~;:i.bly bcr n forc ~>c:c'n . /\t :t Ci:t~~t 

sorne kind of norr.-1 \·'.i.ll s l;i:l ·1 be four:rl to be more; 

valuable tl1 ~t!1 hav:i n~J none ._ t all,. Obvj uHsly,. 

f r e q u c n t p r :i c e c h, Hi g c s v/ i J J n r_! c e ~; ~> .i L c ~ t c: a ll: u -· b 

morr~ frcque;nt rcvj.~,ion of l.lJ' p;:' :icr.: ~·t,J.nclaor'd 

\·Jhich co~;t:. ~;onw ~/t· 'a nv1r.' j) nnd i··liic 1 l"0riw·r~~ 

tll<::! voJuc• rtnd LUll( i its (Jl tl·C.. ~;tc.IJ(.~ :r·' pJ•'i('r• (lj'' 

f·:ltt; va1L c s; l t th. t :i ... , 11Jy i:l ~ Jll c.J.c..p .": ~~ 

of CQ!;t ((11 l"'Ol . 

Anotl ·r , at ; '• (' t ' ~.. , !' 

of cont , 'r 

, JU ,. 
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Here, the control process takes the form of 

comJ cll'ing mat rials used and I or time spent 

wjth those that should have been used and an 

: inv~ tjgation carri~d out jn order to det ermine 

the causes of deviations, and an action t aken 

to pre-empt a repetition of the controlJ.able ·. 

factors. A good part of the control effort should 

be direc ted to these qu antities rather than prices 

because this is an area more prone to inefficiencies 

than any other. Wastes and inefficiencJes here 

have a far more damaging effect than the lu.tter. 

Ineffjciencie s in the use of materials and time 

can lead to a vc~ry high incr'easc in co~;t!J, and· it 

is even more difficult to control becou~e ~f=the 

numbers of pc~op le tha l rn:ty be involved and the 

intricacies of the. manufacturing proc 0:;~; . A 

special technique for cont1·ol is need cl <.o. d it is 

pos sible to j nstall ~;l:andilrc1 C..(..tS ts in tll:i..:..~ area 

even jn pcr:iocls of ly p r· -- · ·flal.! on, uhich we hav 

not had in 'e1ya. 

The ref .r·E! , f r 'C! l· n p · ·..: _ • lthough 

they p1 cs(!n ... pee·< 1 ! .r hind cl.C' 

0 h ,. Tl p bl_n 
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not · n~;urmount able and the technique can be used 

to th . fu.l'l Hlvantagc. · We may go further to argue 

that part of pd ce hikes can, in fact, be blamed 

on inefficiencies ond lack of control by the 

manufacturing concern~ themselves or that these 

facto rs fan the f~ames of inflation. Increasing 

prices lead to demand for more wages , more wages 

lead to increased costs, and the cos~s pu s h up 

prices and thevicious circle continues. 

"The best that can b e said about this reason 

that standard costing is not being used on account 

of inf lation is th at it reveal s . c'c:rtain limitations 

or inadc quccics in the knovJlcdge of standard costing, 

and wh at it .i.nv·)J.ves . Lack of ki1'J\Iledgc may take 

at least two formci : 

( 21 ) not see~ng thC' l:im i.. l·<: t:i ons or cl<:fects 

of n . etb t.~d ~ in op ·r<t'-im.s, und 

( 1J ) n o t s P- e n g L' 1. c f . t. :., u ~ al t c r n a t i. v e 

! ystr...11': 01 11\C Lh o . .) . 

Jn 
I • - ib t to :is. 

op 
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In that sj u tU on , firms arc compelled to re--exc.unine 

xi r t j ng ~yc;t rns for defects or a1 ternative ones 

ought. Wh •r suc h a motJvation (or in~uccmcnt) 

l acks or doe s not exis t, such an effort wilJ. 

not be made. 
.· 

4. 3. 2. · LACK OF' PERSONNEL I l-1/\~IPO'i-!c:R I EXPE: RTI Sf: · -------------

A second re ason th at featurc!d prominently 

is that of lack of skilled manpower, either 

to instal or man the standard costing sy:~t 0m." 

Compani es are having p roblems with r ecruitjng 

account ants , as there J.s just not enough 

supply to match the grO\·d .ng dcmtJn d for 
·Y.· 

accoun tCJnts or ctccoun t:i ng s taff . · Decau ~~c· 

of the shortar;·<· , compan:i.c~; h av o::~ t he p r obl em of 

ret aining cv cr1 the barr· lui n:i.n:um (J [ c3 C C O ut Jl c1 1,t:. 

that they ha ve· . ''/i t h !iOlfl~ COJ l'i-lt1·i CS Cf'".Jl: :i.ng 

attract i v e po . .~.i. t.ions j 11 an c!' fort. to f :i glll. for 

0 fi c 
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the few occountant:i thn.t there ar~ , accountants arc 

v n ou t 110 90 for· better opportunities elsewh ere . 

Tlt 1 ('rorc, som' companies feel that installirig such 

a yst m would not be wise bec a use th ere would 

either be no pc~ople tC? man it or the probl em of 

recruitment vJould be compound ed. Th e natur·e of 

the problem is suc h that some companie s do not . 

even have a cost accounting office /unit as such -

a skeletal costing work is don e by one or two 

peopl e in the normal fin anc ial accounting unit/ 

department . 

One respondent went furth er to expJ;::.in that 

the proLlem of l ack of ma!1f)(":\·ler has to rlo v!i th the 

fact that Kenya is not an ind~~trinl cour1try . 

"Heavy :industrial i ;Zution is 01 ly a~; old fl~~ 

independence and for· L·hai Pc;.:,sor. t11crc has not 

been enough time to d.cv~.lop · ,,rcer i L.Ju ~; t: ria 1 

\VOl'kCr S . "· In tll0. f i.r·Gt pl 1cc· thc·('C:[c>re, hr~ 

expJ.ainr·d/Glaborated. 1 J·J'! t"' pc of' p op.l you get 

• (> 
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fol fnctory work arc by and J.nrgc people who enter 

a fa tory for the first time. Thnt in itself 

cr ~ atcs the problem of acclimatization. SecondJ.y, 

the general level of education is . so low that when 

you would expect a high school lca~er to make an 

indtlstrial worker with quicker and better under-

standing, he is attracted and goes to work in the 

administration as a clerk of some sort. (In 

developed countries, where there arc 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 working in factori es). 

so that in the final analy s is you end up with 

people of the lowest, if any, educ a tion working 

in the fac t: ory. ThE:sc p ecr·'l.c t ake ct lono time~ to 

teach how to han dlr~ cqui prrcn t, and l earn the 

procedu re· . 1\ l o o f t ime and c ff o 1·L is cxpcntlccl 

.i n a c q u · in t i n q u t <! . r air: i ;"~ p t l em . T I 1 ~ pro c:: c !~ s 

i s a c ont":in o u s ::m pe r pc 31 on e as t!'ajnc 

ones < .. J • ttr cte:rl ou · l.>y ~)t·hcr co I}Jnni s . The 

1 gu • h th. 

to ns . u h t• s cnclt 

0 ti 

I I 
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]tl O'cl cr to circumvent this problem, some 

companies encouraQQ further learning by their 

accountin9 staff. They encourage them to enrol 

with such accounting bodi~s as the ICMA, ACCA, 

and CPA(K). Some go so far as giving finan6iaJ . 

assistance to. enable them to proceed in their 

studies . Special training vcogramrncs are al:,o 

organized by some companies and on-theujob 

training for lower echelon s of the accounting 

and factory staff. 

' . 

0hcrc is a pcn ·adox here , rega~cl.Cng the 

argument about l acl' of expc·rti :;e ·- s hortage o f 

ski 11 ed ( c ~ ; pee i t.~ J.J. Y arcou.n t.:i ng ) ll1l n 1>r , 'ie r and I or 

lack of spt;c ial izc'rJ pc r sor:rt(!l . \·lh:!.lQ fjrms a1·t;; 

complaj ning abo1 L :Lac k of ~ ki11 C' ··cc.:oun t:i nn 

staff, t he Fac u·11·./ of C m1. ·en ( Lo;..ll ~~t .. ff and 

studen ts) are \·JO::."'· ied c ho1~1. tlt0 ~· ·.nbr>l~s nf 

studc Jt gl ciduat•.' heillg PJ.OC1accd '·. r·h \' r ... I' (1l1d 

de nied 1 he oppor· 

to tr ,. it · tl 

ingfu 

} ~J 

( 

j ty l y the l · . 1 •.s ~. , ·tor 

...,C' U r , . l' 0 ~ I 

I' i ·t 
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S condly, there is a prevalent compl~int that, 

those who are lucky to get jobs are relegated 

to junior jobs such as thos~ of accounting clerks 

and salesmanship, with the result that the recruit . 

los~s whatever he had learned within a shorttimi. 

This also leads to the individual being 

·. frustrated as a result of which his performance 

deteriorates, giving credence to the claim by 

some that the calibre of the gradu ates 1s poor.) 

·. 
• ·. t 

STANDARD COSTS NOT USED BECAUSE THERE IS 

NO NEED 

There were thos~ re s pond ents t ha t di d n0t 

use stand ard c ost s bec au~;r;! t hey i'c J t th a t they 

did not need to. The se m;.1y be divided into : 

(a) those that f cl t that t l:ei r· CL>r.lpan i es did 

not need t he sy""tem as such or t.h L the sy~tem 

v1oul d overl oad ti1e compa~l~/ ; a C ) those \Jho 

f e l t ·h t t ll nc tur of rhc. r· uction <11 d cost· lH 

syS cmr i ,. GU hat ins Sy S 1. 11 /OUl 

b mo t rm{ ht h J.). us 

lool' h ( . r' 
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• I 

a)- T ·10 r ~ p nd nts felt that they did not need 

th .. · )' .. ' m be·ausc their· companies were too small 

to n .,d standards. One of them went further to 

say that supervision is by direct management and 

emphasis is therefore on trained supervision. We 

can ~rgue that even in this case, there h~s to be 

a yardstick against which we can compare performances 

and be able to say whether performance was good or 

bad without relying on the subj~ctive whims of a 

particular munager. vJc need obj ecti vc <lu ta . and 

standards give us a quantitatively objective · data 

for the purpo~;c. As ha~; already been disc11Ssed, 

the argument of the s1nalJ.ness of the firm does not 

hold and, in this casr·, a company with a minimum 

of 200 empl oyr·es is ·not much small anyv1ay. 

That ·st.and:~rd co~:Ling i s <t~Jpli cablc on y to 

large bu:ilH?~;~;~ s and L hct t: :i.t: j ~ a!i expen~;:i •e 

tec l nj que 1(): ezpressr.:.d by th e ot.her 1 spo dent . 

The iollo·.r:ino iOrds n.~l nor p!r sing : 

"S t ·i.. g s. nd:-~ 

~tud · . , • ong 

All 

i nvol v s engi 11c0 ·j 1 g 

1a 

" 

n t rt 

1 (' 

y 

ut . 
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No doubt t hi . r SJ;Ondcnt i conver~3cmt with 

st<mddl'U ~•t:i ng v.nd, be probably has worked 

w.i th !Wphi '-'ticatcd ~.;tandc:~rds before. IlovJever, 

~ h e is not aware of one thing: that standards 

Iange from the pedestrian and simple estimates 

based on past experiences and /or perfor~ances, 

to the very elaborate and compJex systems bas ed 

on engineering techniques, time and motion 

studies etc. Obviously the latter are more 

accurate, and accord better and more useful 

infor·mation than the former standards. nut 

the former, too, yield certain benefits that 

cannot be f'.)Und Hi thout standards. ·For a beginnino 

or a small co~r~pany, the installation of sophisticated 

system may not be adv:i sable. Fir~~t of all the 

expense irwo1v0cl muy .t~:: higl! ur tbaa iL can afford. 

Secondly it is not possible or easy to design 8: sy"'tcm 

that will snit rlic COHI~Ja!1y .:1t fi.c:;t gO- se\'c>r-al 

adj us tm nt~ \··ill or !N..ty h·.:1VC to b<! made through a 

f ., years ai't.cr ins ;·l J -~rj on. l t :1.s therefore 

1is y ;nd unwise or i!d 

rasourc0 a fi~~t go. 

he rplc,' 

J 

··i:able to ~.tck0 a 'tot; of 

Tt :-> "<.!v·sah. thu .... ·mpl 

g 

il . 
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So lw t t he question or problem of expense and 

ov rJ oadj ng may not ari s e. 

1>) In the second camp were two companies 

that f elt that they did not need standard 

costs, Both felt that the jobbing nature 

of their production di d not permit the 

e~nployment of _the technique. Indeed, stand c:t rd 

costs may prove to be somewhat impracticable 

\Vhen a company perf'orms many smaJl differ-ent 
•. 

jobs because different material s and times 

will be spent on each individua l jo6. 

If standards a r c used , i t wil l be nec essa ry 

to s e t-up st andard s a:; many a~j U tG rc ere 

different j obs as each job \vi lJ he di f ferent 

from t he o t lwr . Th ~ ·r ~; ou:rc c[; t hat may b 

r cq 1ircd to c; r ry- ou t t·hi fl pr·oc(~dure may 

\•/ell exc(~ cd t he ben e fi ts . So t h L<t the 

Pes p'Jnden ts • , t' gur. ~n · J!iil)' be t. :nabl e . The 

s:i · c o · our .,a nple h, :- the 1 i1 i tation l hat 

c nno· atl.- h st;t': tic 1 .)i.onif.' ·c:nc 

u t.1 ·e d 1 U t j i • •1< • l I 110 i I tha · 



79 

it .i , on I y 2 out of the 20 r es ponding 

, com1 ·u1ic~· that did not usc the technique on 

the tenable argument of the di ff iculty 

imposed by the production and costing system. 

Even in a job order system, however , it 

is still pos s ible t o exercise control in a 

manner similar to ( though not as efficiently as) 

standard costing system. Th is can be done 

by using estimates which in any case wjll have 

been used for establishing job pri_c cs . It was 

not possible to investigate these lwo companjGs 

and sec vhethcr indcc.:d their jobbi li!J system 

would not permit c::vcn the crudr.;st f(..'!'JT• of 

standard cosU ng or \·JhC::the:r at J ca~.;!.: pcicinq 

estimates w~re not l>ci.ng us•~cl as ju~ t 

cxp1 airl'' above:. 

/no ·J.c .. J"<. a!~ cJ giV8l hy SOJriC cn;np;'ln Lc · I .. 

very jnt~Icst·'ng fr>r t· d r- Stll y . It (• · hat 

II I I I. ( nr · 

g tt' J fl .a t ny 
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This partjcuJtr chief accountant had personally 

td '<l to tell k me nagcment into adopting standard 

cor; t:. nnd had been given this argument. A 

similar argument vJas raised by a financial 

controller of another company who felt that a 

budgetary control system was giving them all 

they needed. (Their budgets arc 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: 11 0ur system 

is satisfactory How do we know that after 

all that work we will not come to.the same price 

as v1e are getting w:i. th our present Jnethod s of 

pricing?.. At least two inferences can be made 

from this second statement: 

(a) 

. . 

cost control is not the worry or 

the aim as far as this company 

is concerned. lienee the purpo .• c 

of their cost accou1ting system(s) 

is purely price d termin tio , 

nd/or 
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b the Jtandard cost accounting 

technique is not known or has 

never been heard of in this 

company, let alone its various 

advantages. 

Standard costing can be used for both cost 

ascertainment and cost control. One thing that 

is clear here is that, for both companies, ther(~ 

is no motivation for much more rigorous controJ. 

than what their present methods can achieve. 

A good number of the respondent~, jf not all, 

who did not use standa1ds relied on budgets for 

control purposC>s. A~Jc.d n, gc:.1m·alizat:i.ons arc li.mi ted 

by the s:i zc of Lhc !.W.Jnplc but L.his gi·res cnouuh 

indicu.t:ion that ~ .' · '-·J·c :is luck of' mo~ ·i.vrlti on for 

rjgorous cGst ~ontrol anu, · ;c~ of -xpcrtise may 

also be 1 c r~spunsiblc fo thi.s i .crtiCJ . In 

chapt.c hrc. rcfc! ~ 1ce har, ecn 1 udc o t h 

ind · spc 1(: tl il · y c " .• taLdCJ d s or !1 cffcc' 

1 u y 

on .. 1 (' I .1 ] Q 
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on tundiu L. Suffj ce it to say that such a 

, st m would necessarily relay on past actual 

cos ·~ whi h have the danger of comparing a 

cost full of (past) inefficiencies with another 

(present). It is encouraging to ·note that at 

least three of the twenty rc;~;pondino companies, 

although not using standard costs presently, 

are thinking of installing them in the very 

near future. 

The next chapt er brings us to th e second 

round of the study. This was concern ed with 

determin ing the cztent to which st andard costs 

are used in terms of the advancements made L>y 

the companies in the adoption of the technique. 

That i s , h o vi far h CJ. s p r a c l i c a 1 a p p Li c at ion s j r1 

l'cmya kciJL pace vd.tl1 the thec>reticl3:t develop.!t · nt~.; 

and advnnc•':'lments o~· tand ·u·d costing t:c~cbniqu ~J . 
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FJ NDnJC;fJ OP SECOND PJI/\SE OF' THE STUDY 

5. 0 TNTRODUCTIOJ~ 

In trying to measure the extent to which 

the technique has been adopted by individuQl 

companies, several areas were seJectcd for 

investigation. Thesa areas are often a 

subject of much debate in professi on al and 

academic forum s , and it was hoped that 

contrasting a particular company 's choice 

of a procedure \·Ji th thr; reasons for such a 

choice \.Jould revcvl the-: c~xtent of it~_; r;rasp 

of the p rincip·l r~s unclr:rlying und :i.ts awal'c.mc~ss 

of the, on goina dc!l...l;! r; n.nrl , tl1 e;. ava:i lu ld.c 

al ternat:i. ves . 

In a co,. peti tj vc ~i tu, bon , compan.Lc~3 

se Jc optjmaJ dl tcrnCJ.L i. .res . T1~t~y vd 1 u ~;c 

a !';t nd. r co~.t ~~ystc·m that t 1 • Lh '1 l' vJ · :t 

no l' 

( I , 

obj c 1. '7 • 

\1 

.~ . \lc .;1 ould 

hctc 

V t. Ol • 



Without :it comp.,ni cs can l.Je expected to merely 

mal< . ~H l j ~)r:i cing decisions - only a skeletal or 

rudimenta y system of contrcil will be operated. 

Th y will not see the necessity to invest in 

more elaborate systems if their objective (mainly 

of making profit) is not jeopardized. Another· 

cas~ ofsatisficing behaviour may not b~ linked 

directly with competition as such, a~though to 

some extent or indirectly it may be responsible. 

It may be due to the fact tl1at: 

(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 vJhcre there is need to inve.;t 

ln an elaborate system and knowledge exist~ about 

the appl~opriate system but the r qu:i site r !,ources 

to implement the system ur·e lacl'ino . It i~~ c gaj nst 

tld s ackuround and in this Jj ght hat thi~ ,...econd 

pal t of the stu y/i roct• cd and tl vi •/ d . 

'fh c cc c c tcgo 

nd n l ·. Ol 1 h ; 
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r js cl ·~r from ~he previous chnpte~ that 

only 23 out of 104 companies ~sed standard costing. 

Because of small size of the sample or number of 

companies that qualified for this second part of 

the study, the intention (originally) was to cover 

the entire population. For various reasons, this 

vJas not possible and only 70% (lG companies) \•Je r·e 

studied (interviewed). This was considered fairly 

representative. Table 5.1. shows the total number 

of respondents against the total that use the 

technique classified accord in g to the locations. 

TABLE ) . 1 

TliE TOT/ J. NUI'!BER OF INTP:RVI E\·/ED COJ~P/\NTE S 1\C/\ TN ST 

THE TOT/\I. NUl·1BER THAT U~~E ST/',NDJ'~~!.? COSTS 

-----------·----

LOC/TION 

N/\IPOBI 

no ·113/\S/\ 

TH 1'/ 

' 0 I L 

TOTAL NO. 
INTEPVI r: .lED 

15 

1 

TOT/·.L NO. 
USlllG STD. 

COSTING 

) 8 

3 

) 

1 

PERCI~Wf'/ . GL 

1 N TE RV J E\'ll~l; 

33.33% 

I 
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bl dorc't and ThJ ka had only one compllny each 

U1 lt u s d LIJc t chn:i que . Because of the:~ distances 

;· invoJ ved it vJas higl11y uneconomical to visit these 

places for just two companie~ (47 Km to Thika and 

194 J(m to Cldoret from Nairobi) . In any case, it 

was felt that their exclusion would not be of much 

(if any) significance to the general findings; Out 

of three in Mombasa, only one was interviewed. The 

other one claimed to be too busy and another was 

outright unwilling to receive the res earcher although 

they did agree thllt they use standard costs. 

(Hombas a is another area v1hcre a lot of response's 

for the first ph a~~e or the study v:0. re obt a:i. nc ~~ b,, 
.J 

telephone and per~~onal visi t~,; so tlta t the r~ ::;carch r:!i" 

could not have k nm·m pd or to th\: v:i.~~it thcY·e or 

jntervi0.vl) . In JTidrolJj., 'LHo cla:ill1"cJ to be hu~~y. 

vJhile one '.·:as ju~;t rcJ ucti111 l. to r '"'Cr~i v _ thc~ 

rcse(.lrcher e rc:::n aftcl" aSSL1 1"c nces thtlt: the :i ufoPmt!i::' on 

v1hcre they rcquJ.l c wuld be t ca' d con ric ct t·i..a..t 1 y 

and in uny case no COl pany n.1mc \'0 ... cl b 

T c :,>.2 c om1 n l w .. 
0 y l ) 
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h l . :i~; the informaUon that, first, our 

riginal list of industries (in chapter 4) 

is cut from 13 to 9 when no companies from 

LEATHER & LEATHER PRODUCTS; CEMENT, LIME, 

& PLASTER; PLAS'fiC , POTTERY etc. and, 

HOUSEHOLD & INDUSTRIAL ITEMS INDUSTIUES 

are found to use standard costs. Second, 

only 19% of the 16 companies is fully 

locally owned and the rest of th e 81% is 

shared by total foreign ownership and purtly 

foreign, partly local ownership. Local 

ownership here being either indjviduals or 

INDUSTRIAL AND C0!1MERCIAL DEVELOP1,1ENT 

CORPORATION (ICDC). (6 companies are ent :ir'E:.ly 

foreign owned and 7 arc partly lo~alizcd. 
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'J'ABJ.8 ).?. 

CLASS) FJCATION OF 0\-!Nt;I~SHTP BY INDUS TRY 

OHNERS HIP 

INDUSTRY 

FOOD 

BEVERAGES 

TOBACCO 

TEXTILES 

\VOOD & CORK PRODUCTS 

PAPER & PAPER PRODUCTS 

IHDUSTRIAL CIIE!-'tiCAL 

PETROLEUH REI·'Il{E 

LOCALLY 
OWNED 

2 

1 

DASTC METALIC & FABRJCATF.b 
ME'l'AL PRODUCTS J:J:LUIJI!h; 
H/\Clll!JERY & EQUIPi:EllT 

TOTAL 3 

PEP.CENTAC.E JY~ 

·-------.---
F'O REICI~ PARTLY TOTAL 

0\o/NE D OV.'NED 
-------·-------

1 3 

2 2 

1 1 

1 2 

1 l 

) J. 

2 2 

2 2 

1 1 2 

------------
G 7 )() 

-------··-- ---

tW'l 'f:: The r su ts sho ItO r clntiOll~hi p b 

atd j . liS ry . (The x2 om put d 

t )6 d •gl cs of f · do, z 20 . 'll 

!> conf'd I 

Ch' - •• u ) tbl • ( ) ') .29. 
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5.1 COM PARISON BETW~EN AGCS OF THE COMPANIES AND 

THE AGE Of cTANDARD COSTING IN THEM 

Th~ time lapse between the inception of the 

compani es and the establishment or iQstallation 

of the standard costs systems present .an interesti ng 

feature to the findings. (For reasons already 

meritioned, 16 out of 23 companies that us ed s t a ndard 

costing were interviewed. For purposes of comparing 

the ages of · the intervi ewed companies wjth the 

length of time that th ey had used the t ec hnique , 

only 14 companies weie considered . This was because 

information regar~ing when the other two had start 0 ct 
' 

using the technique was not available). 

The average (mean) age of the 14 companic~ is 

20.36 years (standard deviation is lG.l~, Range = 

6 - 60 years). The a :eragc length of time for· \.Jhich 

the technique has been used j n these compa:ties j ~; 

8. 71 years ( s ·andard d0viation = tl. G8, Range 1 -J 5 y~< r , ) 

one thing that bec01n s clear· h Cl e is th 

is f .. ly 
. 

Vcny ·1. hn t'n 
co st"' ng llC\oJ n VCl'a!l 

lap~ bet 1 ~ ·n the j ption of '- '1 Cvl 'i ni (. 

he int1odu ior r h ~ y 

( ng 0 - 8 y I 0 '"'i I I 
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for this delay is that competition, being a 

fui!ctjon of industrial growth, was not as strong 

in arli r years as in the later ones. And ind~ed, 

the difference between the ages of the companies 

and the ages of their standard 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 tics 

well with and supports the findings in connection 

with the correlation between industry size and 

the use of standard costing (in .chapter 4). 

(See appendix V). 
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5. ~ l·~XTENT OF ST/\f'iDARDJZATION Ofo' FACTOR INPUTS 

The maximum control value of standard 

costing is derived if a company has standards 

for all its products and for all the factor 

inputs - direct mat~rials\ dirett labour, and 

factory overhead costs. It makes sense 

therefore, that this study should try and 

find out to what extent this has been achieved. 

The study revealed varied developments 

in this area. All the sixteen respondents ha.d 

standards for alJ. their products. Tttis signifies 

a great achievement when one considers that Lhc 

number of different products per company 

ranges from z to 13 product groups. (In 

product groups there are several product items 

for several companies, as many as up to 180). 

However, not similar achi .vcments have been 

made jn respect of havinq ~;tandard costs for-

factor inputs . 

only jght compan"cs (~0%) hcd ~t 1d o 

costs for di ct m tcrja , d'rcc 

d v h d . , ) h 



, 

I 

... 

92 

h d standards for direct material only, direct 

mat rial and direct labour only, direct material 

and overhead only, or direc~ labour and overhead 

"only. Table 5.3. below presents this information. 

TABLE 5.3 

EXTENT OF STANDARDIZATION OF INPUTS 

------------------:--:-----..,--- -·----.----·· 

INPUTS FOR 'YIHICH· THERE ARE ST/\NDARD COSTS 

1. DIRECT HATERIALS, DI RECT LABOUR 

& HAHUFACT. OVE RHCAD - - - - - - - -

2. DIRECT MATERIAL & DIRECT LABOUR 
ONLY. - - • • • - • - _ _ _ _ 

DIRECT HATERIAL & HAtiUrACT. 

OVERHEAD OIILY- - • • • • . . . . . 

4. DI RECT LABOUR e( OVERHEAD OflLY . • • •• ~ • 

5. DI R~CT MATERI,L ONLY. ·- -. -. ·-. . . - . . .... 

NU!1 BE:R OF 

C0!1PMiiES 

8 

2 

1 

1 

4 

% 

50 

12.50 

6.25 

?.5 . 00 

-------------------------------------------~----------
-~-------

TOTAl. lG 100 
' ·--------------·--------------- _. _ ___. ______ _ 

Fo the othPr 50% th doc... no h v · s d !d 

COS'S for 1 h h r • i n p u f <:: tors ( 11 , L ~- o /II ) 
' u; 

.. 
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but lwvc fol ci ther one or two of them some form 

of nppl i .a t ·i 011 ra c was used for those factors 

that do not have standard costs. Of course, 

this has a much more limited control value than 

standard co~ts, and it was necessary to find 

out why respondents .decided to limit their use 

of the standard costs. 

Before we come to the reasons given by the 

respondents concern8d certajn infer0nccs can be 

made from the data. Half or the eight l"cspondents 

that have standaru~ for all factors ar~ the size 

F (over 500 employees) companies. There are two 

size E(200 - ~99 employees) i.n this CcJ.tegory of 

those having stand ards for all factm·s. Thi.s 

shovJS a tendency for more s La ndord i za t. ion th c~ 

bigger lin~ company; wl:ich i.~~ crnsir·tf~nt: \.Jith the 

vic\v that there is grc.1 ter nv~~ for con troJ. olld 

more aCClli'LltC ddtd u r_ luY'91.' .. LIH~ orr.FJ. j ··at ion. 

According t.o the find·ngs, lltc.., exlr.nt of standonl".i~~<1·io 1 

SCCnlS a'lsO tO go\ 't;h he I .t.J orj Of' C:O"'ting; \•.'jt.iJ 

ompanic . .. h· tJ !"'(' p. oc !i. t't 9 l>ol'h in th 

n 

(\oil th 1 f r ll 

d c c 
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M\ hodr of costing ranked in order of use arc: 

Process costing .......... ·. 8 

Batch costing. . . . . . . . . . . 6 

Combined Job/Process . . . . . . . 3 

Job costing .......... 
TOTAL 19 

One company used process; batch; and, combined 

job/process costing methods. These account for the 

excessive total of nineteen (19) tasting mctho~s 

used over a total number of sixteen companies. 

Th e dominanc8· of the process co s ting comp.:mies 

may be attributable to the fact that it is easier 

and cheape r to install and operate standard co~ts 

than under job-order cost:ing in special order 

industri 'S. J:n the latter thc;re j s a \-Jide va i _ ty 

of pr-odll t;s of a l10l -stand<H d nc ture 'vlh:i.ch in 

most cas s !Ita l'es he cos. or set: j nq the r.tancL 1 dr 

prohibitive and out of pu.>rort'on o th v t<:: 

rcc i' from ,. 
~ h 1} l us . 
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P ocess cos-:ing 

2 . a·ch co~t~ng ......•..... 

J . o~bi ed Job/Process ..... 

. 
;o cos~ing . . . . . .. • ..... . 

f 
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COSTING METHODS 

EXTENT OF USE OF STANDARD cos~s 

DN .,DL., 
& NFG 
OVERtiEAD 

5 

3 

1 

9 

DR.MATERIAL 
& DR.LABOUR 

ONLY 

1 

2 

1 

4 

DIR.MATERIAL 
& OVERHEAD 

ONLY 

1 

1 I 

DIRECT 
?-1ATERIAL 

ONLY 

2 

2 

4 

D:~:::C:' LABOUR 
n.'"D CJ'i~i(i-IEAD 

O:'tY 

1 

1 

II 

.! 
II 
' l 
I 
j 
l· 

I! 
d 

TOTAL 

8 

6 

3 

2 

19 

' I 
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need for constant revisions and formulations to suit 

the m ny production and product changes. Also the 

accumulation of actual costs for ppoduction orders 

is much more frequent, (mostly on daily or so basis) 

whichcauses or leads to further demands on resources. 

On the contrary, in the process cost system the 

general tendency is that the products ~e 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, 

andmanufacturing 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 tha use them for direct mater·als. 
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Limitin s n rd this way can be expected where 

irect m teri ls form a very large part of the 

tot 1 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 significantl~~is 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) th t chat lS he '-N y they 

operate , that is the '-Nay they like itt it lS 

convenient th t w y, n that t is no necess ry 

to est blish st n r s for ir ct 1 bour n 

nuf c uring ov rh A 0 c n b s bo t 

h s ns r To s y h no n c s y 0 

or opti th of con rol 00 

h n h 

I y y i n on or b 1 v 
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Th t i s· ' :it can Ull mak its profits · anyway. 

A .oc j ~ t d wjth this may be a lack of knowledge 

of other b nefits that go with putting such a 

tool to optimum use. If these benefits can be 

obtained without compromising 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 perc entage (actually ?% 

for labour) of the total cost. Where the aim of 

standard costs is soLely for cost control, this 

argument is tenable. Th e impact of in e ffi ciancics 

that enter direct labour and overh e ad un~h cc k cd 

will have a small impact on the tot a l cost. But 

as said earlier, there arc other bene fit s th at can 

be der i ved by using standar d cost s t o th e fuJlest 

extent. It is enc ouraging t o not e t hat in t his 

part jcular c or.~ p any arrangements are al r eady unde l'\·Jay 

to i :1stal l s ·andal ds f or dj ec · 1 abou ~ and 

over! cad even hough th y cons i ut such .,rna 1 

0 ~ th to 1 cos . 
pcrccn g 1 
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While it would hav been expected that 

compani s u ing standards for direct material 
t , 

fnc 01 ov rh ad, two were found not to be doing 

thi In s tead, 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 

that 11 ••• it is the way we do it 11
• It does not 

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, generally speaking will be us e ful 

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 r e gardless of the level of 

productive output, variabl e:' and semi -variable co s ts . 

The responsibility f0 r th e fix d cos t s does 1 ot 

r est Hi t h operat · onal but lith op mu nag m n \o!ho 

ar r sponsil.> n t o 1y 0 g nc 1 ol· u 

also olicy 1 sa s a d n n ory l_v 1 

In ord r 0 con t nd rd fuc 0 - ov d 

il 0 
0 0 0 J· 0 

d h' h lt y 0 0 
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Th p1oc dur involves separating the fixed, 

Vc 1 j c 'J . , nd · ::>mi-variable elements and establishj ng 

du 1 ' r t s; 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. In 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 predetermin ed 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 MAIN UIPOSES FOR USING STANDARD COSTS 

Th nature of a standard cost - whether 

tjght or lcni nt - and the way it is going 

to be applied depends mainly on what management 

wants to achieve by it. For this reason, 

respondents were asked to say what their 

main objective or obj ec tives were for 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 syst em 

but for some reason(s) they were unable to 

do so. On this particular question, the aim 

was to try and find out wh ether manag ement s 

were aware of the various uses to which the 

system could be put and/or whether indeed th e 

knowledge existed but fuJl advantage could 

not be taken for some reasons . If the answer 

was positive, h J were asked to mention 

these uses. (See questio11 :.>(a), (b) & (c) 

of the questionnaire . TabJe 5 . 5 is a 

pres nation of the ~esponscs gard'1g he 

obj ctiv s for u£ing s 1da d co ~ 

Tl i n 

X 1 
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the particul ~ y low number of respondents that aim 

at · mp l · fy · 1} book keeping (and/ or reducing clerical 

costs). Only 12.5% has this as an objective also. 

All he 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 

% 

93.75% 

(b) As a means of exerc1s1ng control 16 100.00 

(c Simplify book-keeping 2 12.50 

(d) Pricing 14 87. 50 

(e) To put consistent Value on 

technical variances 2 12.50 

Further d'scuss ons n h lh r .... po den s l 'J -.( 1 d 

h th .;as i h r insuffic· n no rle ( non 

a a 1 abo th 0 h· us s o "''h · ch r-

cos s cou 0 h ho cho n 

0 n h or 0 0 no 

h cor n • 
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and r~ lng. At least in half the cases there 

w r l s o r s rvation that further ambitions 

would bring more demands and complications. 

It is considered important, at this juncture, 

to review briefly the advantages that can be aimed 

for vJhen 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 oy 

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 estima t es . In mass production 

plants the ne ed is ev great er. This particula 

advant age is taken by fair pclc nt g ( 87 . )0%) 

in our sample . Clerical conomy and/or simplificc 

of boo-k ep'ngattr c on y 2 out of 16 1 ~1ond 
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Of great concern is the fact that this situation 
is mor • r ult of ignorance than choice; and 

it i ;hop d that a brief review 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 

1 Standar~ costs are used to carry 

inventories so that stock ledgers 

. 27 

are kept in terms of quantities 

only. ·rn 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, the quantity 

in stock is multiplied, by the 

standard unit cost. Similarly, 

11 /\ RE-:.XA.MlJ1ATIO OF STA 1DARD COST~" 
s arch s rics No. J, AT OPAL 

iSSOCIATIOI OF COST ACCOU TAJTS 
ULLETIJl , l· b u y, 1, 1948, p . 720 

as quo din J.G . LOCKE' 
ELT~ER'S, COST CCOU T G ~d . 

(U . '.A.: HC lA.-HIJ.L 0 I C 
1 c . 19:>4) . 303 - 0 . 
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• v rag actual cost may be computed 

y multiplying standard cost by the 

ratio between actual and standard 

cost of the goods. 

2 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 is saved. 

This is also true for obtaining 

standard cost of goods finished 
' which can be obtained immediately 

upon completion by simply multiplying 

th~ quantity by the unit st andard 

cost. 

3 Considerable time 1s a l so s aved 

bec ause reports highlight only 

t hose factors that ne d manag mcnt 

attentjon and exclude unneccssar 

de t ;:d 1 s . In · h · s "'a y , t h m 

devo ed ·o he rcpor s by rna g -

m n is lso . v d . 
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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 

tightness 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 tcchni que·~: 

for setting the standards; and whether such 

choices were in keeping with the managem -nt's 

objective of instaJling standard costs. This 

ar a was expected to re ol 1hether practic 

has kcp ac · v!i th tl e h o tical d 'elopm 'llt ~; 

n h · s a ·ca i l' nyan 1 g m n t. 
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5.4.1. LEVELS OF ACTIVITY FORI'HNG BIISE:S FOR ST/\l'lDARDS 

• Fm ~ n or two r- asons , the choice of a 

lev l df ctivity to form the basis of a standard 

cost is a particularly difficult one. First of 

all, a particular choice whil e consistent with 

man agements' objective, may lead to behavioural 

or human relations, problems - We have observed 

earlier for example, that tight standards are 

good for control purposes, but may lead to certain 

human relations problems. Secondly, BACKER & 
28 JACOBSEN warn, and this is after th e choice 

has been made, that, while it is reldtively · 

simple to categorize the th eoretical assumptions 

underlyin g the establishment of standards, it is 

far more difficult in pract ice to conform to a 

specified conceptual framewo rk . The pr cise 

calculation of th e degree of tjghtncss or 

looseness of standards cannot b~ donP, More-

over e ·1 ~;uring that s t:andard s have been set thrcJughou t 

-·-·--

28 J.i . E/ C}' ·.I · 1 . E . J ACOl3SEt1
, COST ACCO IJ T ' 

- a manac ·mer.· ap ror. · . (U.S. A . 
l:cG I .1-HJLI., JIC. 196~) p . 278 . 
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the organiza\ion with the same relative tightness 
' . 

or loos n s is impossible (even if managements' 

pol. ci s e 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 in chapter 3; 

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 level, 

one normal capacity level, and eight used the 

practical -capacity level. For the eleven in 

direct labour, four used the expected capacity 

and the remaining sevenused the practical - capacity 

level. The xpected actual lev 1 was us d by 

five respond n s for overhead, and an 1 numl 1 

usc the normal cap ci y for h Th 

i 1 c p ci v u d t y 1 or of h 1 011 
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Table 5.6 bel ow on a in s this information. 

TABLE -----
LEVELS OF ACTI VITY USED AS BASES OF STANDARDS 

FACTORS 

ACTIVITY LEVEL DIRECT DIRECT FACTO RY 
HATERIAL LABOUR OVERHEAD 

1. EXPECTED -ACTUAL .... 6 4 5 

2. NORMAL CAPACITY-. - - _ 1 
5 

3. PRACTICAL-CAPACITY---· 8 7 

4. IDEAL CAPACITY- - - . - . 

TOTAL 15 I ]1--T~----

The res pondents g a v e various reason~ for thei r 

choices of the particular level(s) . B fcre going into 
these , vJe n eed to mention that trH~ ten cont)onies 

hat use standards for both dir)c t e .u , and 

direc Jahour , (see abl ) . 3) , ll y 

of cho·c for J_v ls on f C OJ' :J 1 



110 

That is, if practical-capacity was used to establish 
direct mal rial standards the same would apply for 
dir ct ~ ou . (3 chose expected level, while 7 
cho~ p ctical 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 answers . 
were 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 -
wast e , poor planning etc . To argue that it is the 
most convenient or appropriate or that the others arc 
theoretical leads to t1o conclusions: First, hat 
the conditions are so good fo1 busin ss that 

managements are led c complac n y . vlh 'l 
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might b.d difficult in practice to attain the 

desir d 1 v 1 at least the aim of management 

should demonstrate that rigorous cost control 

is needed. The philosophy changes from that 

of satisficing to that of maximiiing. It is 

apparent here that management philo~ophy 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 will result, 

while a standard cost is what should be the result 

and that it aims at uncovering the inefficiencies 

and wastes. 

we have argu ed, earli er, that for control purpo ses , 

standards must have all ine ff iciencies " squ ee zed 

out,, of them. There f o r e , t here is lack of 

cons i s t ency in th e seven camp ni s that us d 

expec d , n ~ o m cap city l vcls s·nc a o f 

h m hav cos control s h r m im fo us n 

s n aid cos s . Th"s n c n ~h 

0 y } c ou p p c c . 
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Fi f teen of the sixteen respondents also use • 
• stand· t·ds as a help in budgeting. There might be 

slight conf lic t . be tween using standards for cost 
control , a nd for budge ting. Standards for control 
s how (or should show) what costs should be if certain 
highly des i rable performances are attained. The 
cash budget will be thrown out if such standards are 
used for setting it up, becaus e such desirable 
performances are seldom attained. As one respondent 
rightly pointed out, expected cos ts are good for 
cash budgeting - (but they are not good for cash 
control). So that there might have be en a goal 
displacement here, whereby standards were establi shed 
for control purposes but budg e t i ng took ov e r or v ~ce 
vers a . 

seve r al insights are obtained f rom t he r easons 
gi ven fo r using th e practical - capacity level. 
Generally here , managements reveal a lot of theoretical 
knowledge of the principles involved , a clarity of 
purpose , and the requirements of the differ 3 nt 
situations . All the ight respondents arc awa 
that cost control n eds tight standa ds, at the 
same tim thy re \ar of practical l·m· o. 
0 ~ using "d .al sa h h v·ol 1 m· 

ha ar l"k ly o ul if no llo n 



113 

fo un Void ble inefficiencies such as, for example, 
spo g and shrinkage . There is that conscious and 
ansi t nt ffort to set a standard at a level that 

allows for maximum control while at the same time 

g1v1ng allowance for unavoidable wastes. Said one 
respondent, 11 

•• We aim at cost control as far as 
possible without being unpractj cal~ 11 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 th~y 
can make results in a very bjg incr ase in profjts. 
For example, if they can operate at 2% abov- a 
previous period's figure, that has a significdnt 

impact on th .ir profits. 0 0 that all the ti.m. 
they aim at as high performance as possible. I~ 

must be explained that no attempt jc-: mad by this 

company to reach for ideals but to meet the s t 

practical-capaci~y standard. 

'om comp hav h"gh y n 

p oduc n p oc h p .ct"cal- tP 

n-bu.i n 01 g 

0 u h h 

r .... 
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wh il • th y can be made to produce 100% flour out of 
100% wh.at, for their long life and good production, 
th y have to operate at 75% efficiency. In that case 
a machine produces 75% good flour out of 100% wheat 
(direct material). This particular point 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 
subsidiari es . This point is dealt with in detail in 
the next section hence only a short ob servation is 
made here. There are cases wh ere mother companies 
send in a battery of engineers to come and set the 
standards. In most such cases, appraisal is done by 
such engin~ e rs 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 t o what extent st andard cos t i ng techniqu e 
i s used, c e r tain ot hc.:r va r iabl_s a r e at pl ay. 
Ho\/cvcr, it is not clear :h ther ;;.l uc h xt rnal 

j n te l v 'r,• io11 :i o ght a· out indir tly y ight n n 
·nle nal cold" i011S or s·mJ ly y a d s I 0 t lid-

Ji.ze OJ r t.·onr.. v l' h c 
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to affirm that xpcrtis is lacking l9cally hence 
the moth r~ ompany has to send engineers from 
ov rs a s .· 

In respect of factory overhead, ten respondents 
us ed 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 thi~ 
process is linked with an equally 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 control tool. These were only 
the companies that employed over 500 people (F group), 
for this reason the achievement may be a s sociated with 
a greater need for factory overhead control in l urge 
companies. 

It shouJd be mentioned also t hat , 1. n respect 
of or r head standard , r sponden s bas d i on 
expected 0 1 normal produc ion. 

t ha t hei 1 produ tion is limi d 

Onl y on men · on d 

y 1 s; o 
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tl1 y work d from the sales budget backwards. 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 general 

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 generally. This should 

probably have been discussed under Section 5.4.2; 

however, having done so here saves such a later 

exercise. 
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5.4.2~• T CHNIQUES USED FOR SETTING THE STANDARDS 

Setting a standard involves the 

determination of the amount of materi~l 
and labour / time to be expended in making 

a product. In order for the standard to 
be useful for control purpos es , the 

exercise goes so far as det ermining 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 their 
merits . were discus sed in chapter three. 

Here we are going to report the findjngs 
of an investigation into this area. 

Th e procedures were classified into the 
following techniques: Engineering studies , 

& time and motion studies, ( 2) Past experi ~nc ~ 
(Past data/pelformances); and (3) sta is ·ical 

analys s . This classif·c on O'. oup 
ser'ved as a means of s 1da1 di :.ati on of 

infonnatjon sough 
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s xp riences or performance techniques for 

s ting standards meant those techniques which relied 

sol lyon 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 quant{ty, 

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 ~mployed, such ~s 

statistical sampling techniques~ Engineering, and 

time and motion techniques here meant any methods 

that involved a scientific determination of the 

standards. Under thes e methods will fall, for 

ex~mple, 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 th.se 

things will depend on the nature of the product and 

the production proc~ss. The classifications arc 

merely to gujde our s udy. Thcs m hods diff 1 11 

their level of accu acy, and th i us ful1 1h · cl 

re dependen on , mo g o h l oi 

cau on cis d s pl 
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f 
orne I' . mor expensive than others and the level 

of x~ r is r quired 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 a~k ed 

whether (a) they knew of any othe r technique(s) for 

establishing standards; (b) whet he r they thought or 

felt that the one they were using was the bes t for 

their companie(s); and, (if no), (c) what preventl'd 

them from using the best technique . 

Tabl e 5.7 be low shows the different methods 

used by the six.teeen respondents for setting the 

standards for direct mat rial, direct labour, and 

factory ov rhead . 
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TABLE ·: . 7 

~ TECHNIQUES USED FOR SETTING THE STANDARDS 

. 
TECHNIQUES DIRECT DIRECT FACTORY MATERIAL LABOUR OVERHEAD 

1 . Engineering/Time & 
Motion Studies ••.... 9 6 3 

2. Statistical Analysis. 4 1 3 
3. Past Experiences/ 

Performances ....... r'\ 

4 4 
c._ 

-

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 hav een used in 
setting the standards. Mostly, a team of experts 
came from overseas and actually too a long time 
studying he operations, making test uns, ,nd 

setting the standnrc . . v1otl er com u s 1 y d 

significan rol in this . As xp d fo 

majo1ity of h co n ..J 1 y p 

0 tl h n lou 
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compani s, we are talking about "mothers" to both ' 

groups n not just those fully foreign. However, 

foreign xpertise 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 (especially labour standards) and management 

had to relax them in order to make them less 

resented. Clearfy this is a case where not sulely 

scientific' methods vJere relied upon but past expE:>rj en:: e s 

and performances were also used in order to arrive at 

a workable and acceptable co~promise. These were, 

however, classified under engi~eering techniqu8. 

we notice past performances and statistic0l 

analyses are also being us ed . One of tl1osc 

companies using past data had as a reason th e 

fact that prtst experiences ·'r.•£ th~ only convC!Ii nt 

method. Their cost..j ng sys '- _:r, w s jo -c1~d r n.t. 

d · d no 1 !ld i tsl.! f o econc,nj ... a u:--(. or so hi .. u - ~.1 

cchnicp;e..; . 
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~even out of sixteen respondents knew, and ' ' 

nin d "d not know of any other technique(s) for 

s e ting the standards. One of those who did not 

know any other technique used past actuals and two 
, 

used statistical analysis. 

The next question was whether the technique 
being used was thought the best for the company. 

To this question, there were 13 positive, 2 negative, 
and one neutral responses. As the thirteen positive 
responses explained, saying •ye s• to this question 

did not mean or imply that no improvements could 
be made but that a satisfactory way had been us ed 

and only improvements within the set fr~mework and 

adjustments were constanly being sought and made . 

It is worth noting that out of 6 that usc 

past performance data for either ma t e r ial , labour, 
or overhead, 3 denied knowledge of any other 

techn i qu e for setting standards and th e same f elt 
that the t echniques t l1 y v.rere using vJePe sa ti sfc- , tory 
f or th ir compan) es . Of the fou ' usj ng c·ta ·j s ic l) 

1 thl~)e det icd ~no1 dqc of an,, o hc1 ana yses , 
J 

tech ique but I 1 ha h m hods 

satisf ,.. o1y fo h i1 om} n 
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This is fUrious wh en viewed again~t the fact that . . 
in 1 hese companies standards have been used 

for a good number of years (Range 4- 15 years). 

Standards of this nature are considered less 

effective for control·purposes and are only 

recommended for initial installation period only. 

The_ respondents' satisfaction with them can only 

be attributable to their ignorance of other bett er 

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 

be en using standar-ds for 10 and 15 years respectively 

They both claim knowledge of other techniques, but 

fe el that their present techniques are good for their 

companies. Worth mentioning is that these crnnpanies 

are absolutE· monopolies in the sense that they c:a·-: 

the sole producers in their respective industries . 

The only di-rect cornpc i tion they f ce a1· mpurt~ 

wl ich are subj .c 0 T ry h • g h • US • omS (,h i r• 

These are so h'gh tlat impo s 100,~ 

o mo ov }l 1 p 0 u 
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Two companies were not satisfied with the 
f 

' -t chn i qu ~ thy were us ing for setting their standards. 

On w s using scientifically set standards, but was till 

' 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 conside r ed 

the most accurate. The pratica l value of those 

relatively few systems which are based on what may 

be called crude standards c annot be ignored or 

und erestimated. They also mee t s uch other obj ecti ves 

as, for example, short ening t he t ime required f or 

producing operat i ng statements and th ey also do 

gi ve some control information that may not be 

obtained v' · thout any form of st ndards . It mus be 

added , ho .1 v r , ha fo r ·go ous cos con ·ol, h · 

usefulness is limit d and i s n c ss y ·h t h y 

b replac d vi h mo sci n ific on 
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Their ~P should not be allowed to go beyond the 
' 

allow bJ 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 great 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 lack of competition to motivate firms to 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 

uphClu. as evjdenced y the h avy ctcp nd n 

relianc e on foreign consul ants and experts. 

Lack of x 1~0 f Ul d om n Y n 

par I of thi s udy as a m jo co s ai1 h 

r spend n·s ccd . 
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• 
Im' orLing expertise from overseas must 

be xp nsive, 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 motivation (for importing consultants) or 

the reasons for doing so must, indeed, be fairly 

strong. A firm must feel that its very 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. 

nowever, the actual operation of the system ~tiJl 

has to be effected. For this reason, after 

investigating; 

(i) the purpos of usinQ s andatd, a d 

(ii) ho1 hes are s d, 
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th r s arch went further to find out how the 

y ~1(s) w rc 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 case, reasons were 

sought for such a practice. 
I 

(b) Whether varlance isolation was immediate 

or delayed; and 

(c) How variances were disposed of . 

As seen in chapter 3, these areas are very contra-

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 intcrpr tation~. 

A study in thcs areas, it ""as hop d, ould 1 v al 
I 

th qap bet\veen theo y atd act"c Only Hh n 

th xte t of h g p is 10\•1 c n a pro 

st ps k n to "11 0 0 
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29 
~ARLES F. SCHLATTER, has put very aptly 

and succ · nctly certain requirements of a good 

cost accounting system that must necessarily be 

referred to in evaluating the methods: 

11 1 - It must aid in the day-to-day control 

of the operations and costs of the business. 

Without this service, there might be no 

profits to show on end-of-the-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, th ere 

might be no credit and no funds with wh i ch to 

operate. 

29 - CHARLES F . SCHLATT:. , COST ACCOU TitJG 
( Ne Yorl· : Jol n vJ.Jey & SOl' I 'C . J9J3) , 

. 601 . 
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3 - 1 mus pay its way. If the costs of cost 

a counting 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. In a 

manufacturing concern with almost inumerable 

expenditures, relatively small in individual amounts 

but large in total, the accounting procedure 1s 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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s.s.l. COMPARATIVE V 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 as 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 clos e a s 

possible to actual (true) costs. 

The study r e v ealed ·h a 50% o f h 0 

esponden s u s d h i r s nd d cos s f o comp-

a i v pu pos 5 only , h 50% h v 

h m g Th 5 udy n 0 

i ~.oh so fo 0 
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the stan~ rds in o the accounting system . The 

r'c ond nt felt either that it was not necessary 

to incorpo at th standard costs , because that 

do s not - make control better, or , t hat is as far 

as they felt they wanted to ope rat the system . 

Such incorporation would bring a lot of unnece­

ssary paper work and lets of complications with­

out any benefits because they (respondents ) wouJd 

still have to convert the accounts to actual costs . All of 

them felt that only actual costs can or should be used 

ir fina .. cial account~ 1 g st r.: L. emeJ. t . 

IndP.ed a selec .. ·:. d sy~. tC:l 1t or procedure ic 

determined by the }- ~ q'.lirerr.e;nts of the r:1anageine nt 

at the tir..e the system is installea. So that 

we cannot be too d og~atic regarding ~hich is ~he 

bet~er system. If manage~ent n e ed ~ s tandards 

1
.urely and only for control urpo ses , there is 

nothing o liging them to g o bcyo1d _ha t; but 

prudence dictates t hat hrre us Lc a valid 

reason fo r not . n · · 11g t o r;:,. :imi 

of an alrtady ins 

en discuss d in ~ 

adva. ag cc.u r o:n 

l.> l l fi 

1. 1 a a1 · <J 

v ) 
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Of intergr ting standards , SCHLATTER30 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 he eigh compani s th t have 1ncorpo d 

30 IBID p. 601 

Th s 
p g s 

qu 
28 

s 0 
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their st nd rd cost into their accounting books, 

lso h ve the idea that for a proper financial 

st tements all statements must ultimately be at 

actual costs. As a result, only one company was 

found to keep inventories at standard costs, and 

included them for financial reporting purposes. 

5. 5 .2 VARIANCE ISOLATION: . IMMEDIATE VERSUS DELAYED 

Asked whether variance investigation lS done: 

(i) thoroughly and regularly, 

(ii) at random, or 

(iii) largely 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 prep re 

daily and/or weekly. It is lmost too l if h 

reports r prep re f r monthly clos 'nc 
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Those that re s ponded "thoroughly and regularly," it 

w s found that t hey mostly did investigation on a 

weekly basis with the exception of five who did it 

on a monthly basis. 

All the 16 compan1es used the var1ances for 

cost control although at least one expressed the 

reservation that price hikes were rendering such 

an exerc1se 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 un iform bonus systems, 

although persistent adverse variances may and do 

in certain rare cases lead o various pun· shments 

(demo ions , bonus forf r , ransf s , ) n 

some compani s. 
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The merit of isolating variances early is similar 

to hat gain d by frequent reporting. The aim 1s to 

alert m nagement 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 var1ance 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 

NOTE: Not all respondents had standards for mat r · al, 

labour and overhead. Some confin d stand rds 

to o factors. 
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The study reveals a general tendency to delay 

the isol ion of variances. 4 (57%) out of 7 delay 

the isol t·on of material variances and 4 (80%) out 

of 5 for labour variances. The higher percentage 

of delays for labour may be an indication of less 

importance attached to labour as compared to material 

control. 

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 1n 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 

regarding all variances as having no bearing on the 

n insic value of th goods . I charg s d. c 

rna erial, and di ect bour v ri nc s d " c 1 0 
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prof it and loss . Wh i le this d emonstrates the 

confi ence t h a t ma na geme nt have in their standards, 

it is the resear c h e r's feeling that a compromise 

o ugh t to be sought between practical convenience 

and s ound ac c ounting 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 1n 

this company follows what COWAN31 has called a 

minority view. According to this v1ew, " ... the 

balances in the standard cost variance a ccounts 

should be carried forward. The r e a son is tha t the 

s t andard costs are based on n o r mal condition s and 

no r mality i s a kind of ave rage ov e r time ." 

31 T . K. COWAN , THE ACCOU TING FUNCTION, 
SWEET & MAXWELL ( . Z . ) LTD . , ew Z land, 
1965) p . 238 . 
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Th y hav. , o s rved over time that unfavourable 
ov h ad riances in one month will almost 
inv riably 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 little is 
known about the practical value of standard costs. 
It is also clear that our companies are 'old 

I 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,3 2 

II lack of SJmpa he tic und rs t a nding ... 
or tlte :ro lc.ms co1 fr·on ng the cos 

accoun tan in y·ng to r· s 

d h d qu r m• s ( 1 ov 

pp 128 - 2 ) . 

32 SCJL T 0 . r. . l 
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' II g ner a lly insists .on 

hold i ng strictly to the idea that 

the books shall be kept as if the 

only function of accounts were to 

furnish data for periodical state-

ments and for income- tax. He often 

disregards the use to be mad e of 

accounts in guiding th e daily 

operations." 

He furth e r stresses that: 

!I accounting mu s t se rv e busi ne3s and 
not neces sari ly any part i cular th~ory, 

howeve r venerable . I n other words , 

service t o business must comP f.i:.."st 

and respec t f or th ory seconct , although 

the two are seldon incompa tibl<:! ". 

Apart from puJ c.ly intr ... 1 lldl c m ,. · d C7' rat i. ens , 

business countirg pr ti c · - i..l c "f' ~ ed by he a ' 

s ... . and .rof ssj n l accountjng a 

\.J h he y of u r• !_ nc 

and and 
. ing tlH ct'<.: I s . 
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' earli r; in U.S.A. and Britain standard costs may 

be us a in accounting statements. So that the extent 

of h ir 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 by, it 

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 Accountant s (K) ar silent on 

the question of wheth e r or not standard costs 

may be included (u sed) for financial r eporting 

purposes. In most (if not all) situations 

where this is the case, Western procedure s are 

followed as closely as knowl e dg e and resource s 

will permit . Th cr . l v l ous as v/h w 

are l a gg jng c h i nd in term,.. o f accoun <:me 

d v lopmcnt.s . This is one al" a wh ost 

accountants .~av 0 y t 0 '\ 

succ d d n co m ,, h d 

co ts l hu oul 
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book d ... ·3'3 

'Na ional Association of Cost Accountants (NACA) 

reported ~s 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 costs in 

financial statements than our present study whose 

results are shown on Table 5.10~ 

TABLE 5.9 

NU!•1BER OF COHPAiliE" u --
Materials Labou!' 

. Quantity Var.;..a:;~e 
Variance 

Variances treated as period costs·, 
inventories charged .,., it h standc1rd 

47 - 52 costs only. 

--Variances divided between inventori~;s 
and cost of sales; inventories at 13 11 
approximate actual cost, 

- ---
No standards used for this elEment of 
cost; actual cost used. 3 0 

--. 
NU mER OF CO'·i 1'\UIES RE ORTI: G 63 63 -- --- --

3 3 _ H c r , he r ~ rc h · h • S h vi w o . S.A.Z. j-: 0 .c· 
ULL i 34 -

jun 
AUU 

n 

1 c., 1960) p. 

0 
CO T 
A'Y, 
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TA LE 5 .10 

NUMBER OF COMPANIES 
I 

I 
MATERIAL LABOUR 
QUANTITY VARIANCE 

. VARIANCE 

Variances treated as period costs; .. . 
inventories charged with standard l 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 . 1 2 of cost; actual cost used. 

-NUMBER OF COMPANIES REPORTING 16 16 

5.5. PR09LEMS IN OPERATI NG STAJDARD COSTS 

A minor objective of this r search was to i dentify 

the probl ems of operati~g standard costs in Kenya . 

WhiJe the researcher did not f -1 that this t chnique 

needed to have any peculiar pro 1 ms from hos 

gene ally fo in othe c-oun s, it \Jas lt n c 5" 

t th"s f 1· g b~ ocurn t d. s 0 f, 1 01 

I 

-
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hoped that this would give support to some of the 
• researcher'~ reasons for hypothesizing that standard 

costing will not be found to be used to· a great 
extent in Kenya. 

A questionnaire was used in two way~ 1n trying 
to discover the problems that managements face in 
using standard c'osts. First, an open question was 
put to the respondents to mention the problems 

. . (both technical and behavioural) that ~hey meet in 
using the technique, and these were re~?rded. 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 companies. todes were to be used for 
the extent as follows: 

EXTENT TO A VERY 
GREAT EXTENT 

TO A GREAT TO A LITTLE TO A VERY 
EXTENT EXTENT LITTLE EX~ 

CODE 4 " 3 2 . 1 

. 
HE R CI, p. 11 , lis s prob ems· h may h rm op ration of s_an r costs. Th's 'st w s with mi or (ac u 1 y wo) add' ens - ( ) n 

h 
dop 

(b) . 

NOT A'T' 
ALL 

0 
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The first method was useful because the researcher 

could no' ant·cipate all the possible problems that 

manuf ~ uring firms face 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. 

5.6.1. 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 than 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 wi ·h big si 

as ev'd nc d by the fact that, of h six 

five r size F and one siz and non of 

(b n 100 a1d 199 mp oy s). Th i i 

[ 

on 
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can be explain d by th'e fact that as businesses 
t 

grow, th s a gr at~r demand for formal cont~ol 

syst ms nd expert manpower to man the system. 

There is such a shortage of accountants that 

some compan1es are forced to do without fully 

established cost accounting departments, as such 

- only a few people doing just the requisite 

minimum of a costing system . Some of the bigger 

compan1es, as indicated earlier, have the advan t age 

of getting trained manpower from overseas. This 

1s at a high~r costs, of course, so that only o~e 

or two people will be recruited may be where four 

or s1x are required. This explains why even 1n 

such cor:, pan i es th e problem per s ist and e ven 

take a new dime ns ion . 

In one particular company, the f i nancia l ~u.~g~r 

wa s ind e ed a very experienced expa lri a t _ wh o h~d b_en 

brought in vJi th the hope tha t he wouJ d r em dy p robl t-m .... 

of fin nncia J manag0ment and cos control. Hi s probJ rr, 

WaS tit at h .:!r ,-, 
J • .) such a g<.l ' 

n t_ s o f kno··J _dg 

aud X t: C1'i ~ IC twec l · m n h n X s~. II .. ' 

li n U 1( t: he fou h'ms lf b 0'1/l to 

v nc a11ys 
. 

~ u s ou 

d do i 1h. ook h n I I 



146 

planning and coordinatjng other activities such that 

sev r J a her duti s w re neglected or not done 

sa ·~r cto ily, 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 furth er their studies 

with accounting bodies such as the Association of 

Certified and Corporate Accountants (A.C.C.A.), 

the Institute of cost and Manag ement Accountants 

(ICMA), and th~~Kehya Institut e of Certified Public 
. . 

Accountants (C.P.A.(KV. This endeavour goes a long 

way, indeed, in trying to circumvent the problem of 

manpower shortage; and yet it has al so had serious 

problems. 

One of the fir st problem~-~ that m<:Htagements f ace 

had to do with the problems of educQtJon its ·lf . It 

is very expensive to t.r'ain accountan ·s, in the first 

place, and many fir1 .. s are limit cd by f1 nrls o fj nance 

such ventures or to finance o the 0X\.'-'nt that their 

manpower needs may L• met . Th · l igh fu'1ur rate 

i professj onaJ accc lJTI ancy 0 h th 

ri ..... k and .ypense . 111· · J y oncjl (.) 

m 11 s. of h 0 

f1n c stu n e I I 1 Y '. n· 

h 



firms ultimately decide to venture into education , 
w h ull its risks and demands on resources, others 

r f r a less risky policy. That of attracting, 

with higher salaries and lucrative fringe 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 more 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 th e present 

set-up where some firms bear the entire risk 

without the guarantee that they will reap the 

ben efits. 

A second probl em that f irms ncount r in 

operating standard costs is that of inflation . 

Some four f irms f ound this a big probl m aue 

it n c ss:i a ed r vision of h nda d it 

mo e frequ n ly h n h h d v h d 0 

0 Th PlO 

xp n 0 h om 
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Indeed inflation poses certain problems or , 
diff' culti s. A physical inventory must be taken 

nd i . ms 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 also weaken their 

effectiveness as control tools. Unl ess the company 

is fairly small, again, the process of revising 

standards 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 circumv ents this problem but only 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 wi h 

such unrevised standards . 

Discussions wi h m nagers giv . one tl • 'd a 

th , in fac , ic ch ng s a 0 fr u nt s 

to occur i som c tha one h .1 

si gl ccoun g riod. A t 0 



comp ·in d hat, although variance investigation 

is ill done thoroughly and regualarly , often the 

standards are so way out, partly due to constant 

pric e changes, that the exercise is meaningless. 

This may suggest that their ~tandards too are 

erroneous, but it is also true that infl ation 

does not give much incentive, let alone, f acility , 

to set proper standards. 

Another company had an int eresting problem. 

Their standards were expensive becaus e they were 

complex. Their compL exi ty also led to misunder­

standings because it was very difficult sometimes 

to seperate the causal factors and re sponsi biliti~s. 

It might have been easier for the res ~archer to 

conclude that the case was a typical situation 

where a crnnpany is overburdened with a system 

much more sophisticated and complex than il requires 

and can cope \>.ri th. Ho ·Jever, this part .i. ul ar 

ompany is one of i"h'"' bigg s 

mployer:.s , ·hos n •d ~; c nno 

fuJ ly m t l y elat · v ' ·ru 

Jnd, atl n•; h ic 11 

be OS w l O 

l"ng tu 

·ti th over :;00 

e ·xpcct d o 

h p m ns. 

ould 
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nature and soph istication that lt operates are in order, • having b n i~st 11 d by ng inee rs who spent an 

awefu ly lon l m ~t udying the op P. rations of various work 
un "ts . P rhaps what is amiss is lack of~ cofuprebensive 
accounting manual that explains the various procedures .• 
Incidentally, none of the sixteen responde~ts had _a 
manual such as the one sug~ested here. 

At least 50% of the total respondents h a d behav ioural 
problems of some kind. The problems were due mainly to 
misunderstandings o~ lack of understanding of the 
standard costs which in some cases led to a total 
rejection of the system. 

In two compan1es, the problem was said to be 

that people do not understand the standard costs : 
That is they do not seem to appreciate their whole 
purposes and the general procedures . Worth noting , 
however , is that there was no training lessons or 
c1asses in these companies, where a thorough 

explanation of standard cost system was gjv _n. 

The companies r i_d sol ly on on- h~-job- tl·aining. 

v!h · 1 on- h -job t n 0( corr..mo 1 n 

of · nduc on, .. 
"' mo 5 (I SOl 

us fu ~ay "' 
h . . fo job'· 0 s"i l c io j II ( ·rs . n ll t .. 
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to det rmin wh eth r or not it is suitable in their . 
situ t"ons. The fact that lack of understanding of 
h nd 1 ds p rsi ts in spite of on-the-job 
r ining probably suggests that this type of training 

is either unsuitable or in-adequate! Further, 
Henrie i ~ 5 suggests that, since a standard costing 
system is usually installed by people other than 
those who ultimately operate it, it is essential 
that a chart of accounts is supplemented by an 
accounting manual for the guidance of those who will 
ultimately use the standard cards etc, so that 
they know what to write and where. In this way, he 
advises, mistakes and confusion can be avoided. This 
lack of und erstanding led to other problems including 
rejection of the system in the other six companies. 

In another company , ( employees) were report d 
to have a feeling of being harassed by the system. 
They felt that it was just a managem nt tool that 
was used to get at them . The literature suggests 
that standards may act as a motiva ing force for 

higher performanc ecause h individual nows 

1 at is exp cted of him unl·~ si ua on 

h i d · , · d . _ docs not n 1 h g 

------
• U. HEJ' C (l . (;j . 
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In other wo ds, etting a target that reflects 
' ' 

man g men objectives increases the probability 

that people will work towards those objectives. 

But this is contingent upon the employee's 

acceptance of such a system and its goals. A 

failure to meet these conditions may lead to such 

feelings as fear of harassment and in some cases 

to a total rejection of the system. Similar 

feelings of fear and harassm ent, and rejection 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 s e t target." 

Those companies complained of such maJpract ices 

as supervisors hiding docum ent s wh en t hey f ear 

that the report will reveal adv er se va r ianc s 

and including them in later r eports when th ey 

feel th a t favour able vari ances wi l l off set their 

eff ect ; i n one company mployees deliberately 

caused reak-dovns so ·hat they ou d find an 

excuse for rest or sl cp; jn yet ano r , I C.Ol 1 

f Jt over 1ork dan also f r db in la'd-off 

arcing m n g m n 0 h on ,J s o oo 

fo nc wi l h h mi h n. 

h m to l · g fo 1 ll 
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all expens s (ij. ng documents) and deliberate 

damag ( b k own) to equipment were found in the 

wo comp ni s 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 performance measures and that 

they should · be aided. (It was indicated earlier tnat 

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 relat ions 

problems) have participation of any kind. Most of th em 

feel that participation isunnecessary and a waste of t i me 

as employees would not appreciate what is involved. 

The l iterature itself i s div i ded on the l i kely 

eff ects of par t ici pati ve mana gement - whether it wi ll 

lead o goal congru nee or not . This is artly 

ecaus }j tl_ is known abou human 

i is 7e c n only s y h 

manag m n s mus face . 

d ·1 mm 

h viou nyw y. 

h a 1 

. 

I 
l 
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Raymond v·11 rs 36 talks of this ·strange dilemma 

fac d by i du s rial management to-day. While 

planning and control are, as shown by experience, 

the bas ic requirements of economic manufacturing 
11 

••• 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 succe~sful management · of an industrial 

enterprise 11
• So that the challenge is that of 

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

possible while maximizing the utility or effectiveness 

of our control instruments. One such way, VILLERS 

suggests, is through participation. Participation 

may"··· reconcile the technical necessity for plann i ng 

and control with the pressing ne e d for good human 

relations in industry." 37 

36 

37 

RAYMOJD VILLERS , CO NTROL A D FREEDOM I N A 
DE:CE TRALIZED COMPANY , in "TOPICS IN MANAGERIAL 
ACCOU TI G, y L. S . ROSE , (CA lADA : McGRA·I-HILL 
COMPA Y OF CA ADA LTD ., 1970) p . 18J . 

HEl R CI op. c· p . 2 
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5.6.2 STANDARDIZED QUESTIONNAIRE 

As·'xplain d before, problems of operating 

tand ~d costs were studied in two ways. This 

s cond 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 toHenrici; . to defeat 

and stiffle an otherwise good standard costing 

system. Items (a) and (b) of the listed problems 

in table 5.11 were the researcher's additions, 

thatwere aimed at supporting or cross-checking on 

those specific factors. 

Out of 16. companies, 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 

~lready 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 be·n interviewed a the time the idea was 

cone ived, the ques on w s a ached .o the mai 

ques ionna 1 and info m on oh ain d du ing n 

y on n v 
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TABLE 5 . 11 TO A TO A TO TO VERY ·or A 
VERY LI TTL E LITTLE ALL 

LIST OF 
GREAT GREAT EXTENT EXTE IT TOTAL 

PROBLEMS EXTENT EXTENT 
(4) ( 3) ( 2 ) (1) (0) 

(a) Lack of funds - - 1 - 12 13 

(b) ~ ack of expertise to man the system - 4 3 4 2 - 13 

(c) InadeGuate supe r vision a nd adminstration 1 2 2 2 6 13 . 
. 

(d) s~a dards installed too r ap i dly - - 1 2 10 13 

(e) Bad organization - - 1 1 11 13 .. 

(f) Expecting too much from· the s t andard - - 2 3 8 1 3 

( ) ·nad €quate accounting system .- - 1 3 9 13 

( ) Inudequate statistics of pas t operations - 1 1 4 7 13 

(") Inadequate cost system - 1 2 2 8 13 

(j) Expecting results too soon - 2 - 5 6 13 

(k) Failure to obtain cooperat i on ( f.r om staff) - 1 2 1 9 13 

1) Failure of top management to give active suppprt- - 1 1 1J. 13 

( ) Failure to analyze resul s&ascertain causes of 
·Jariances - 1 2 2 8 13 . 

I I 

(n) ~oo .. any ferns too much detail 2 .2 1 1 7 13 . I 

- I 

(o) .outine procedures not sufficiently ad equat e - - 2 3 8 13 
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rom, the abov table, some things are already 

o viou~ .nd littl needs be said about them. The 

d' cus:·on and interpretation is accordingly biased 

in favour of the less obvious, and the most impoPtant 

for this study. 

'Lack of funds' emerges as no problem to 92.3% 

of the respondents, with 7.8% indicating that that 

1s a problem only to a little 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 15 

used, it is less significant and less direct. This 

throws away our justification that lack of findnce 

will aJso be responsible for the little ext nt to whict1 

standard costing is applied in Kenya. 

It is ob sc:rvable f rom the t a be J that ove r GO% of 

the r es ond nts f ee l t hat t hei r standards \'1 re ot 

in s all d too rapidly ; hr:ir 0 g n za ion s no t b ~ 

and manag rne . aivcs th m ac v u- or a 1 i) 

s ·n ldS 00 rp ly h th d" g 

. 
!.. d 0 d 0 s u n I h g n J e 



the diff r nt organizational units so that the 
sys m tha is finally installed is fitted to the 
n d of he organization. It becomes difficult 

o operate efficiently a system that is not tailored 
to the needs of the organization. In a similar 
manner, a system that lacks the sym~athy of top 
management is bound to have problems, because it 
will lack that legitimizing authority behind it. 
Bad organization makes it difficult, among other 
things, for lines of authority and responsibility 
to be properly defined. This mak es it difficult 
to pin-down responsibility as it is much easier 
to "pass the buck". In such a situation, the control 
process weak ens ·and may ultimately fail complete} y. 

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; xpccting 
too much from the standards; with the other 50% 
affected only up-to "A GREAT EXTE 1T". 

Standa d cos sys ms ar com 1 m r a 0 

ordinary cost sys m . n Olll v 
0 n ir a coun s m 

ft h'n . 
h c d c sion r y n I y 

info m n . 0 n ceo n j 
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f o r c1 soun nd e ff icient standard costing system. 

Routine procedures s hould also be sufficiently 

adequate so t ha t , for example, general reports 

are not confused with specific departmental reports: 

Reports relevant to production should get to product i on 

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: 

Bu 

h 

r 

L 

( i ) t he inadequecy of s tatistics of 

past ope r ations 

(ii) f ailure to analyze r esults and ascertain 

causes of variances . 

(iii) f ailure to obtain cooperation, and, 

(iv) too many forms - too muc h e 
• 

!,tl c nnot nor h f c h mon hos f 

ff c 0 som 0 0 h 

on n f 1 h y II 0 

L h 

r of II 0 y L II 
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So that to these extents these problems exist in 

some of our companies. One of the companies 

felt th he inadequacj of statistics of past 

opcr ions was a problem 11 to a great extent 11 1n the sense 
tha , although for their internal needs they 

had a fair amount of such dat~, government was 

always asking more and more for the statistics 

that they didn't 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 11 TOo many forms -

too much detail'', because 11 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, old ones could 

easily be abolished v1i thout any loss of information ... 

It is particularly noteworthy that 6 of the totdl 

respondents feel that 11 t oo many forms - too much 

detail 11 is a problem to some extent, with two feel:ing 

that it is to a VERY GREAT EXTENT, and anoth e r two 

feeling it is to A GREAT EXTENT. 

/\ s one r es po ndent lws ri h ly po · nt ou , h's 

i s a resul · o f new f o m be· g cr om m 0 

ime · n or r o m c r on 1 
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These new forms often overlap with existing ones; 

and ag ~~ som old ones are no longer necessary 

as th l1 d which they were meant to meet no 

long xist. 

One way 1n which companies may reduce the number 

of forms or amount of detail without prejudice to the 

management information needs is by periodically 

"weeding 11 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 conta:ine>d 

in old ones. In this case, old 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 Ly 

delj bcrat'ely designing new forms such thu.t they rcplCJ.c 

old forms as ~ell as meet new needs . The volume of 

form s can be cut-dovm ::in this ml.Anncr . 

some :i mcs, h probl m i ~; no of OVl~r-info mu 01 . 

thnn of ov rl p ing fo ( o ::i f 1m io. du :i ) . 



16 2 

This happ ns wh re management is clouded with all 

k"nds oP infolmation - sometimes simply because 

i i~ 11 d m d important . The danger here is 

11 c~us oftoo much information, management 

will see 1 ss what we want them to see, or will 

have so much information that the~ do not know 

what to attend to first. In this situation, the 

control system will be crippled and fail to 

function as intended. 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 de~ail, or without ~kipping the ess entials. 

A real effort should be made to keep forms to an 

allowable minimum . 

A total of seven respondents said that they 

were absolutely not affect ed by "too many form s -

too much detail." Three had comput "' r i·' d their 

account ing s ystemG and actual 1 y att 1•ibu ed th ·i r 

s uc cess to that f c· . Thy claim d thd 

compu 1 izntion cl)d away \I lo o pap 1 wor 

HOI v r, ·nst 11 c n of ~ m ' b f 0 

of cl, of J c ny i o h 

0 
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One of th s v n comp nies actually had a weeding programme. 

L ck of xp rtise has featured prominently 

throughout his study, and discussed at great length. 

As a way of cross checking, it was included in the 

list of problems that respondents (companies) were 

asked to indicate to what extent they (probl ems ) 

affected their operation of the standard costs 

system. The findings in Table 5.11 are interesting 

and significant. 

From the table, one notices, first, 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 und e r th is cat~gory 

(of e xt e nt). 

S condly , •t s ~ ould b ob~ 'V d tha 1 ck 0(' 

e xp s COl d tl lo st num ( 5%) o f 

r spond nts und II OT AT ALL" - ( h r r d of 

~c ) . Th n 0 ~ co Jrl ( %) u 
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"NOT AT ALL" is by "inadequate supervision and 

adm'nis t ·. n," nd "expecting results too soon." 

1 v n out of the thirteen respondents 

acknowledged that lack of expertise affected them 

to some extent vii th 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 is 

two. Up the scale (ladder) from "to little 

extent" to "TO VERY GREAT EXTENT", lack of expertise 

again records the highest number (7) of respondent s 

- followed by ''inadequate supervision and adminis tration, 

and "Too many forms - too much detai l,'' both of vJhich 

record five r espondents each. 

The figur es also sh0\·1 con sistency between tlle 

r esponses for LACK OF EXPERTISE (b) and I~ADEQ~ATS 

SUPERVISION AdD ADHINISTRATIOtJ(c), esp cially for" 

the 4 r spondcnts that chose ''to great _x ·nt " for 

(b). F'or problem (c), th se four resp<Jnd·nts l se 

as fol O't.'S: 

To vc y gr t cor. p ny 

To g . t n 2 

T LIT1LE n II 

101 1 
II 
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This consistency is understandable because supervision 
I 

and dm"histration is done by (skilled) people. The 
z . df the four companies are also all above D group, 

as follows: 

D = 0 

E = 1 

F = 3 

TOTAL 4 

out of 5 D's. 

11 11 2 E 1 s. 

11 11 6 F 1 s. 

11 11 13 

O% 

50% 

50% 

This contrasts well with the fact that the 2 that 
answered 11 not at all 11 under lack of EXPERTISE are 
both of size D. This support s 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 generalization may , howev .r , be 
limited by the size of our sample . 
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CHAPTER G 

SUMMARY AND CONCLUSIONS 

R ading through cost accounting literature, 

one g ts the impression that standard costing 1s 

so generally accepted as a useful accounting 

(control) technique in industry that few 

manufacturing firms (if any) would be found to 

be doing without it. In the developed economies 

(of the West), the technique lS very widely used­

to the extent that even in the small firms, 

hitherto considered not suitable, it is found. 

several factors have been responsibl e for this. 

For example, th e growth of busin e sses to 

enormous sizes, coupl ed with stiff compe tition 

called for rigorou s cost con t rol. Th e sheer 

size of modern firms and the na t ure of th e 

control problems, th erefore , rcnd c crude , 

old-fash ioned, ru le-of-thumlJ n ethods bot h 

jne ffect ive , out-o f -date , und irr\;;lcvant . Thi!.> 

f o r ces managements 1ho are constantly s eking 

a1 edg , to look for- be t 1· tC d 

cchniqu s for co con ol. 
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Standar~~osting and budgetary control supply an 

n~w r o hes n eds and make it possible to 

con antJy monitor the operations against 

redetermined standards. 

In industries where the pressure of competition 

is less and there ·is less motivation to 

control costs to the same degree as in those 

industries which face a rigid price due to compet ition, 

the state normally regulates business behaviour by 

placing ceilings on prices. This gives a similar 

motivation or exerts similar pressure as in 

competi tive situations for businesses to control 

costs and improve their efficiencies. 

These pressures 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 ov r time 

and notinborn . ~e need to emphaise also that ther 

is the mo ivation o und rta~ such d velopm nts . 

1 o s ud · h v n u 1d r a n in 0 

de m s t d rd co i u 
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For th a t r ason, there was no knowledge, when 

th is ' s arc h was undertaken, of the extent to 

wh 'ch his t ec hn i qu e is used. This endeavour 

i s an at tempt t o fill that gap. The hypothesis 

for thi s r es earch wa s : that standard costing is 

not us ed to a great extent· in Kenya. Corollary 

hypotheses 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 f elt to be 

that there is lack of enough competition t o give 

a necessary motivation or exert enough pressure 

for rigorous cost control; and directly or 

indirectly, also to pressure and nec essitate th e 

training of skilled manpower. Lac k of manpower 

and l ac k of fu nd s were also considered justi f ica .tons 

f or the hypothesis and its cor·ollary hypotlleses . 

It was felt that the general 1 vel of d velopment 

was stil.l such ·hat hese justif'ca ions 1ould 

hold ... ue . 
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6.2 SUHHARY 

: The first part of the study measured the 

xtent of the use of standard costing ·in terms 

of the numbers of firms that use against those 

that do not use the technique. This part 

revealed a very small extent of the use of the 

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 positjve 

relationship between 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 supper ed y 

the fact that the tcchniqu started in he 

latter ye 1s when our industr'aJ s 

gro ~m substantially. 

or had 
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Lack of manp ower also emerges ·as a significant • 
f ac or . This uphold s our justification that there 
is lack of exper t ise which limits the extent to 
which the technique i s appli ed. Lack of expertise 
here meant or i nclud ed: 

(i) Lack of knowle dge of the t echnique 
as such; 

(ii) A situation wh er e ma nagement knows 
about th e techni que and would want 
to adopt it but do e s not have the 
manpower to man the system; and, 

(i i i) A situation where manageme nt knows 
the t echniqu e , has adop ted it , bu t 
the practice lags behind the t heoretical 
developments . 

s uch reasons as inflation, and the small sizes 
of firms, also , dominate the reasons given for not 
using standard · costs. These can on1y suggest l.l. 

lack of thorough knovJledge of the tecl nique -

situation (i) above. 

\·:h e s T' a rot . (i) nd i. ) bov m n c 

reveal d by a1· I of th u y, ( u 0 ) ( ... ) 
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was revealed in several sections of part II of the 
r c arch: which investigated the way(s) in which 
th t Ghn i qu was used in different companies. 

In part II, lack of expertise, and lack of 
competition are evidenced in several parts of the 
study. In respect of standardization of factor 
inputs ( direct material, direct labour, 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 leve l 
of activity that "squeezes out" all forms of 

inefficiency; and they settle for such r e l axed 
l evels as normal or expected ac tua l c apaci ty 

through l ac k of kn owledge or consciouosness of 
st r ick c ost control , or sheer complacency . For 

the same reasons , a good number ( tabJ ~ 5 . 7) ar 

satisfi d vi th lese· c1ccura . t htiqu s 

s andards su h a~ t s 

da a of t c n 
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In this s ction, lack of expertise is clearly 

d mons ·1 {cd y th heavy dependance on imported 

p sonn l for th establishment and installation 

of standard costs. 

87.5% of the respondents did not use their 

standards for minimizing clerical labour(and 

cos~·because they either did not know that 

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 inventory valuation; the main reason 

given being that of maintaining books at actual 

costs. The th eory that nothing e l se but act ua l co s t s 

are good and proper still prevails wi th only on e 

company using s tandard co s t s fo r inventory vaJ uation . 

It can only be hop ed t hat t his iJlusion . l h ac t u 1 

cos t s w · 11 gradually e cleared and that HI n m nt 

wilJ come a ··a e of th l n s h 

aCCl'U nd he 1' t }J y oul I 
·r 

s a do d in t d of c u co s . Th 0 
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awar of \h fact that their counter parts in developed 

conomi s ar increasingly adoptirig standards for 

'nv nlory valuation; and that in Kenya there is no 

legislation that prevents the use of standard costs 

for that purpose. 

Lack of competition has been assumed as given 111 

this study and needed no justification or support. 

This position may be attacked by many who know that 

the government has instituted price control, and 

presumably, thereby rendering price as fixed as in any 

competitive situation - A situation which motivates 

or pressurizes firms to improve their efficiencies 

and cost control. It is contended here that the 

system of price control in Kenya has 

counter to its own ends. 

worked 

Through discussions with some respondents, it 

was found that the price controller in fact fix d 

a price given by the manufacturers in the sen re that 

manufacturers prepare their budgets and d c m·ae 

\vha t hey exp c 1· h e i r p r · c e s 0 b in the to1] m: · ng 

y ar or· per od . The1 1h y l' e up \1. th h c 

co11troll ' 
sho\o i .y l :i n ho 1 c h u 

pr·c 5 n ss:it 01 mal· i v y 

i c (; 11 OS s v .uc 

-
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conv1nc1ng him, although delays are experienced and, • somctimds , i nc r ea s e s short of that required granted. 

(Bo t h the delays in granting price 1ncreases 
and the gran ting of increases less than those 
request edby the manufacturers can, and sometimes do, 
result in at least a fall in budgeted profit, an~ 
at worst a fall in actual profit. We need to notice, 
however, that these will lead to a .motivation for 
companies to try and avoid the fall in budgeted and/or 
actual profit by asking for a higher price than what 
they actually requ1re, and starting the negotiations 
much earlier so that a price increase, when ultimatl ey 
it is allowed (by the price controll er), will be in 
good time and close r to, if not equa l or more than 
the required minimum.) 

we need to not ice tv/0 t hi ngs here . First , that 
the price control ler bases his deci sj.ons on cost 
figure s gi ven by t he producers , wh icl1 already include 
in effic iencies \·.'hich couJ d have been ::;quee..,.cd out ii' 
sti ff cost con -rol method~) \·Tcrc us . . Sc onJ, th · t 
th pricf! co11 troller har. no othe1 sta1 dard , nyHay , 
for r fus.ing or g ant'ng e1 pri.c .ir. r s . lt s no 
unusual , thcrefo · 

hat rn· nu uctu 1 s pr ''c ·1 ov l ir 
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The argument here is that the extent to which the 
pric c9~troll r places ceilings on producer prices 
(or ·n.oth r words, the extent to which producers 

ar pric 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 1s 
interesting to notice that managements do not take 

lack of funds as playing any significant role 1n 
limiting the extent to ··which standard costing 1s 

used. In several parts of the intervi ews where 

finance (were it considered a problem) would have 

been mentioned, it was not. Even in the standard ized 
questionnaire (Table 5.11) wh ere respondents were asked 
specifically about fin ance , the responses show 

finance as "unimportant ". In fact some respondents 

went so far as saying that it Has irrelevant·. A 
pos sible explanation to this is that management do 

not see manpower training and developm~nt as thejr 

responsibility and therefore availab'Jity or Jack 

of funds for that purpose is irr levant as far as 

they ar , concerned . The re sea cher has no r 01 

to suspect or bel· v hat he1 a dl ~ 

att mpt a" gen ra n ency 0 h 

:impor ance of finale by co n 1 . 
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It is difficult, therefore, to conclude that lack 

of funds oes or does not justify the little extent 

o which nd rd costing is used in Kenya. · 

6.3 CONCLUSION 

On the basis of what this study has revealed, 

we can make a few conclusions: 

3 

1 That lack of competition, and lack of 

expertise provide some explanations 

as to why standard costing is not used 

to a great extent in Kenya. 

2 That the use of standard costing is an 

increasing function of economic 

advancement. Wi h the growth of tho 

industria sector jghtcr ur1ness 

conditions, and hjgher educ ~tional 

standards, more and more nw nu factu r:l ng 

firms \..rill use th e technique . 

necessary f or' r'go'OUS ' C,...t contra 

the ff' cicmt allo ation of (sc ) 

l sourc s . I 1 c s 

hnt a on c m d 

th 0 0 
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6.4 RECOMMENDATIONS FOR BROADER POLICY ISSUES 

:rt was mentioned earlier that the efficient 
allocation of resources is desirable. So that the 
state also takes a keen interest in seeing to it 
thatthis is achieved. Price control was instituted 
for this reason. The failures of this institution 
have been referred to above. One alternative i~ 
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 o~r companies. A similar result could be achieve d 
by relaxing import r estrictions and thereby increas ing 
competition, but this would j eopardize the balance -
of-trade position. 

The tra ining of manpower cannot be l eft to th 
university of Nai r obi ( in th is case , f ~culty of 
comme rc e ) and other pul:Jlic institutions aJ one . 
The r e fo re , t e above measure 5hould ~e coupl d w: h 

.. , st.ict·"on on the Jll 0 at"on of a strong .. 

personnel . 0 ex lf> s impor a .i.o 1. ' 

shou d fo ' f i •r c1 r 
. 

0 cf 2 
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except where the training of local counterparts 
would n e mor time. The requisition to recruit 
an xp t 1 t shouJd be accompanied by I include the 
nam 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 invaluabl 3 s•rvice to 
the private sector. There is no doubt that increased 
communication betvJeen the university and the pri vat 
sector would also help increase th, relevance of our 

educational system. 

6.5 

This js on r s u y 

n K n ra an<l h I •for ', ly m 

0 

xl u 
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exercise. I is m rely an introduction for further 

r s a ch in his field. The study was limited to 

manuf c ~ring industries, employing 100 or more 

p opl , and located in Nairobi, Mombasa, ' Eldoret, 

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 

responsible for a low usage of standard costs. 

It does not, however, say to what extent each 

of the fa~tors 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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APPEND1X I 

The University of Nairobi 
Facu1ty .of Commerce, ' 
MBA Programme, 
P.O Box 30197, 
NAIR o · B I. 

. . . . . . • . . . . . . . . . . . . . . 19 80 

The General Manager, 

. . . . . . . . . . . . . . . . ......... . 

. . . . . . . .................. . 

Dear Sir, 

May I ask for your help in a r~search I am undertaking? 

I am trying to find out a few important f acts 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 matcri~l, 

labour and/or overhead). 

The aim is to try and identify these firm~; hat uc.r! 

standard costs with the viev/ to visit them and carry 011t 

questionnaire interviews with the cost/mdnagc11en t 

accountants between now and he month of May. f you do 

use standard costs , 1 shouJd b oblige 'f you i:l(
1 ·ca cd 

a so whether you wo ] d be , · ·'·e · ve me in you1 

firm. 

hope h t you 1 · l Cl J o h I · 

. 
Yours f t!1 · 1 y, 
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APP. II. 

Q U E S T I 0 N N A . I R E . 

. . . CODE 

1. (a) What is the principal industry of your company? 

(b) Is your company locally owned, multinational 

subsidiary, or partly local and partly multinationaJ 

LOCAL 

HULTINATIONAL 

PARTLY OWNED 

OTHER 

2. What type of costing do you use ? 

BATCH 

JOB 

PROCESS 

-
COJ· 81 ED JOD/PROC·SS 

0' HER -
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3. (a) Do you us standard costing for: 

.. 

... YES NO 

DIRECT MATERIAL 

DIRECT LABOUR 

MANUFACTURING OVERHEAD 

( b) If no for any , why not? 

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

(b) Do you have standards for al l of th em 

(c) If no, why not? 

5. (a) Mainly for what reasons do you use standard costing? 
(i) As a help in budgPting 

( ) 

(i i) As a means of exercising control 

(iii) To put a consistant value on technical 
variancc~s 

( i v) To sirnpli f bookl· cp · 119 

(v) OLh r ( n· fl r-ypl ·n) 

e som 
0 ] 

0 o? 

0 (y 

I 0 

m) 

m 



183 

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

t 
' 

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

standards? 

DIRECT DIRECT MANUF' ACT. 
MATERIAL LABOUR OVERHEAD 

( i) 'E:xpected · level of .activit-\ · 
_ _; 

( ii) Normal level of activity 

(i ii) 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 

- ·-

( ji) Normal 

{- .. ) 
~l deal 

~· --
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(iv) Practical Capacity. 
------~--------------------~ 

7. (a) Wh ' t chniques do you usc for establishing your 
standards? 

(i) Engineering/Time & motion 
studies 

(ii) Past experience 

(iii) Statistical analysis 

(iv) Other 

If other, briefly explain 

DIRECT DIRECT MANUFACT. 
·R D 

(b) Do you know of any other tcchnique(s) for establishjng 
standards? YES I NO 

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

(d) If no, what prevents your us c of tll(~ b st t chniquc? 

--------------------------------------------------~ 

8. (a) Do you use s and ard cos . for r.om} v s 

or do you early them h th ( . . 

h mall tle lp 0 
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(b) Ifjor comparative purposes only, what lS the main reason(s) for not integrating them? 

(If 8(b) is applicable answer only 10, 11, 1~, 15, 16, and 17 thereafter). 

g. (a) Upon receiving direct materials from the suppliers, do you enter them into direct materials account at standard or actual costs (in other words, do you start recognizing variqnces upon receipt or do you recognize them later at issue)? 

(b) Explain the procedure with respect to direct labour 

(c) Again, explain the procedure with respect to manufacturing overhead 

10. (a) what use do you make of the variance? 

(i) Control 

(ii) Judge managerial performanc 
(iii) None 

(b) If (i) only, Jhy not (:i ·) also? -----------------------
ll. Is varianc inves 9 0 

(i) don horo ghl n u 1 ? 

(ii) on 0 ? 
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l2.(a) If you get var1anccs that you feel are due to 
POORLY SET STANDARDS, how do you dispose of them? 

(i) Transfer dir ctly to cost of goods sold or 
pr r· and loss 

(ii) ~11 c t to W.I.P. and finished goods inventories 
b for being transf .rred to cost of sales 

(b) Please briefly explain your reasons 

13.(a) If you get 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 goo~s 
inventories before being transferred to cost 
of sales 

(b) Again, briefly explain vJlty 

ll (ml·nor) varic.tlJC~s any cliff rent1y? (c) Do you treat sma 

YES I NO 

. (d) If yes' explaj n ho .. , ~ nd ·.'11y 
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14. How often do you revise your standards? 

15.(a) What main behavioural/human relations problems does your comapny meet in operating standard costs? 

( i) 

(ii) 

(iii) 

(iv) 

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

( i ) 

(ii) 

(iii) 
-----------------------------------·------------~ 

(iv) 

l6. (a) For hmv long has your COlf!pr-tny been using standard 

17. 

costs? 

(b) HovJ old is your compan./? 

To vJha xt _nt d • c thf3 fr,-:' .;j 11 , prohl m 
to you r· eific.irr.l n e. 1 

costs? 

(us~) of h 
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N.B. (USE .THE GIVEN CODES) 

EXTENT TO A VERY TO A TO LITTLE TO A VERY GREAT EXTENT GREAT EXTENT EXTENT LITTLE EXTENT 
CODE (4) ·. ( 3) (2) (1) 

PROBLEMS 

(a) Lack of 'funds 

(b) Lack of expertise to man· the system ... 

(c) Inadequate supervision and admi~istration 
(d) Standards installed too rapidly 
(e) Bad organization 

(f) Expecting too much from the standards 
(g) Inadequate accounting system 

(h) Inadequate statistics of past operations 

(i) Inadequate cost system 

(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 & ascertai n c ause of variances 

(n) Too many forms - too much de t ail 

NOT AT 
ALL 

(0) 

CODE 

-

(o) Rout i ne proc edure no t suf f icien t l y a equate ---------------------J--------
Please us th r v ~s z'd~ for ny n c s ry xpl n .io. ~ 



18 9 

APPENDIX III 

AGES OF RESPONDING (104) COMPANIES 

' •' -
AGE CLA l) I· REQ. CUM .• 

0- 9 

10-19 

20-29 

30-39 

40-49 

50-59 

60-69 

70-79 

TOTAL 

x - = ixifi 
~fi 

(fi) 

16 

34 

32 

9 

7 

.3 

2 

1 

104 

s2 = N~Xi 2 fi -

FREQ. 
Xi Xifi 

16 4. 5 72 

50 14.5 493 

82 24.5 784 

91 34.5 310.5 

98 44.5 311.5 

101 54.5 163 

103 64.5 129.0 

104 74.5 . 74.5 

2338 

= 2338 = 22.48 years 
104 

~(Xifi) 2 
= 104 (74036) 

Xi 2fi 

324 

7148.5 

19208.0 

10712.25 

13861.75 

8910.74 

8320.5 

5550.25 

74036.0 

,..., 
- (2338)'.:: 

n(n - l) ] 04 (10Ll-1) 

= 2233500 
10'/12 

= 208.5 

s = ) ll . ~ 1.1 
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APPENDIX 1V 

TEST FOR CORRELATION BETWEEN INDUSTRY SIZE AND 

NDARD COSTING 

INDU 'l RY COM ANI S 
~rz· THAT USE 

STD.COSTS 

(x) (y) 2 - 2 - 2 2 X (x-x) (y-y) 

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 6 16 16 0.053 

6 0 0 36 4 3.129 

3 0 0 9 25 3.129 
30 6 180 900 484 16 . 90 

2 0 0 4 36 3 .1 29 

104 23 338 1652 820 39.32 

~ X = -
X = 8 

~ 

~ -
. 769 y = n 

n: 

b ~ .. 
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Substituting: 

?3 = 13 + 104b 

338 ) 01\ 1652b 

Solving for b: 

(i) X 8 : 184 = 104a 

(iv) 

b = 

Given: 

2 b2 r = 

338 = 104a 

(iii), 154 

154 
820 

~(x 
- 2 
x) 

= 

= 

. . . .. ( i) 

..... ( ii) 

+ 832b 

+ 1652b 

820b 

0.1878 

where r 2 is 

(iii) 

(iv) 

the coeffiti en t of 

x)2 
determination; 

~(y 
and r lS the coefficient of 

correlation. 

Substituting: 

2 r = 0.0353 (820) = 28.946 = 0.7365 
39.302 39.302 

r = 0.8 )82 

There js a strong correlation be w en indust ry siz 
an he u·e o f s andard costing . 
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FURTHER TEST FOR LINEAR.RELATIONSHIP BETWEEN X ANDy 

G'v n: 

= 
Jf-n-1------:=2------

t being student's distribution 

Ho p = 0 

H1 p f- 0 

Let D( = 0. 05 

Substituting: 

t = 0.8582) l~ 2 
- 0.7365 

= 0.858~ 41.7~573 

= 5.5449 

(13 - 2) 11 degrees of frc ~dom 

t = 2.201 

at O\ - 0.05 

Sit ce 5. 544~ ~ 

deg.c C"' r 
H j s r j ct , a1 

. "()} . th j ica1 v~luc of~ for 

a1d 
I 

0 . 05 ( t'•/0- s. d t 

COJ 
' , . 
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APPENDIX V 

COMPARISON BETWEiN AGES OF THE COMPANIES AND THE AGES 

OF STANDARD COST-NG IN THEM 

1. 

2 .. 

3. 

4. 

5. 

6. 

7 . 

8. 

9 . 

10. 

11. 

12. 

13. 

10TAL = 

::: •• 1 

AGE o: THE 
COI-1 ANIES 

(YEARS) 

(Xi) 

6 

10 

10 

11 

11 

ll 

11 

13 

17 

20 

20 

31 

54 

60 

285 

20.3 

DURATIOf~ OF 
USAGE OF STD. 
COSTS IN THE 

COHPANIES 

(yi) 

1 

8 

10 

2 

5 

0 

11 

13 

14 

2 

10 

15 

6 

15 

DIFFERENCES BETWEEN 
THE AGES (TIME LAPSE) 

(Xi - Yi) 

5 

2 

0 

9 

6 

1 

0 

0 

3 

18 

10 

1.6 

;;; 4.9 vr 11 J 

109 
3 = 36.3 yrs 
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