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Accounting for Direct Materials Price and Quantity Variances 

 

As a general rule, in a standard costing system, all inventories are carried at standard. Actual 

costs are never entered into an inventory account. Following this general rule means that the 

direct materials price variance is computed at the point of purchase. In recording variances, 

unfavorable variances are always debits, and favorable variances are always credits. The 

general form of the journal entry associated with the purchase of direct materials for a 

standard costing system follows. This entry assumes an unfavorable MPV and that AQ is 

defined as direct materials purchased. 

Materials  SP × AQ    

Direct Materials Price Variance  (AP − SP)AQ    

   Accounts Payable     AP × AQ 

 

 

Accounting for the Direct Labor Rate and Efficiency Variances 

 

The journal entry to record the direct labor rate and efficiency variance is made simultaneously. 

The general form of this journal entry follows. (It assumes a favorable direct labor rate variance 

and an unfavorable direct labor efficiency variance.) 

Work in Process  SH × SR    

Direct Labor Efficiency Variance  (AH − SH)SR    

   Direct Labor Rate Variance     (AR − SR)AH 

   Wages Payable     AH × AR 




