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ABSTRACT:  

Across all industries, standard costing is an essential management tool for cost control, performance 

evaluation, and improving operational efficiency. It is essential to the manufacturing industry for maintaining 

production costs within set parameters and for quickly resolving deviations. Because of the fast turnover of 

perishable commodities, the substantial seasonal price changes, and the complexity of regulatory compliance, 

the food business in particular has particular difficulties with cost control. These elements may impede 

efficient financial management and cause instability in cost predictions. The application of standard costing 

in the food business is examined in this article, along with potential benefits and challenges. The study 

focuses at how standard costing is used by food producers to control labor, raw material, and overhead 

expenses. It also looks at how this methodology helps with cost optimization and performance analysis. The 

ultimate objective of this study is to shed light on how standard costing can be applied in the food 

manufacturing industry to enhance operating procedures, cut waste, enhance decision-making, and boost 

profitability.  
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INTRODUCTION 

The food industry is vital to world economies because it supplies people with necessities while managing 

intricate production procedures and narrow profit margins. Due to number specific difficulties, this industry 

requires effective cost management. Accurate budgeting and control are challenging due to the high turnover 

of perishable items, varying seasonal demand, regulatory restrictions, and the requirement to uphold food 

safety standards. In this regard, standard costing has become a crucial management tool for food producers 

looking to maximize productivity and earnings. 

 

http://www.ijcrt.org/


www.ijcrt.org                                                              © 2025 IJCRT | Volume 13, Issue 3 March 2025 | ISSN: 2320-2882 

IJCRT2503428 International Journal of Creative Research Thoughts (IJCRT) www.ijcrt.org d777 
 

Standard costing is establishing fixed prices for labor, raw materials, and overheads based on past 

performance, industry standards, or anticipated operating circumstances. In order to maintain cost control 

and profitability, this enables companies to assess real costs against the standards, spot deviations, and 

implement corrective measures. Standard costing offers a foundation for efficient cost management in sectors 

like food processing, where fluctuations in prices are common and inventory turnover is frequent. 

The application of standard costing in the food industry is filled with difficulties, despite its obvious benefits. 

These include shifting consumer preferences, supply chain complexity, and the perishability of basic 

materials. Furthermore, maintaining precise cost projections is difficult due to additional expenses imposed 

by regulatory regulations such food safety and quality standards. This article examines the application of 

standard costing in the food industry, looking at its advantages and disadvantages. It also provides practical 

applications and analyzes cost variances to provide readers a better understanding of how this technique can 

boost profitability and operational efficiency. 

OBJECTIVE OF THE STUDY 

The purpose of this research is to: 

 Examine the application of standard costing in the food industry.  

 Describe practical applications while showcasing various food industry segments. 

 Provide suggestions on how standard costing might enhance food manufacturing process 

profitability and cost control. 

LITERATURE REVIEW 

The perishability of raw ingredients like fruits, vegetables, dairy products, and meat is one of the biggest 

problems facing the food business. According to Jones & Williams (2017)4, it can be challenging to maintain 

constant standard pricing because of the frequent waste and inventory loss caused by these products' quick 

deterioration. Fruits, for instance, can deteriorate more quickly if they are handled or stored incorrectly, and 

dairy goods, such as milk, have a short shelf life. These factors have a direct effect on material costs. 

Furthermore, temperature, humidity, and transit time can all affect spoiling, which can lead to erratic 

variations in actual expenses. Food manufacturers face difficulties in maintaining a stable cost structure as a 

result of these variances, which force them to adjust their standard costs on a regular basis. 

Seasonal variations in supply and demand cause price volatility for ingredients in the food sector. According 

to Liu & Zhao (2018)6, producers must modify their cost requirements to account for price increases that 

occur during off-peak seasons for some agricultural products, such as fresh fruit or meats. Food 

manufacturers find it challenging to establish a uniform standard cost for all months when, for example, the 

price of tomatoes or pumpkins spikes during the off-season. This is a normal aspect of agricultural cycles. 

The cost structure and precise cost forecasting are further complicated by supply chain interruptions, which 

can be brought on by logistical difficulties, geopolitical considerations, or climate-related concerns. These 

disruptions can also result in delays or shortages of essential materials.  
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Another element that affects the use of standard costing in the food business is regulatory compliance. 

Manufacturers are required to follow stringent rules including Good Manufacturing Practices (GMP), quality 

control procedures, and food safety requirements. Production as a whole is impacted by compliance-related 

expenses, which include investments in certifications, testing methods, and maintaining hygienic and safety 

requirements. According to Khan & Noor (2020)5, firms may be forced to upgrade their equipment at great 

expense or provide more personnel training in order to comply with new safety regulations. These additional 

costs can have a big influence on cost standards and are not always foreseeable. For example, abrupt changes 

in regulations pertaining to ingredient or allergen labeling may result in unanticipated expenses, changing 

previously set standard costs for ingredients, packaging, or labeling. 

THE ROLE OF STANDARD COSTING IN THE FOOD INDUSTRY 

Standard costing is an integral management tool used extensively across manufacturing sectors, including 

the food industry. It involves setting predetermined cost estimates for materials, labor, and overheads, which 

serve as benchmarks for actual performance. The primary goal of standard costing is to provide a structured 

approach to controlling costs and assessing production efficiency. In the food industry, where the production 

processes are complex, cost variables are numerous, and margins are often narrow, standard costing plays a 

critical role in ensuring that production stays within budget while maintaining high levels of quality and 

safety. 

Controlling the Cost of Materials 

Seasonality, supply chain interruptions, and environmental factors are some of the reasons why the cost of 

raw materials used in the food business, such as fruits, vegetables, dairy products, and meat, frequently varies. 

Food businesses can more precisely predict and manage raw material prices by establishing standard costs 

for these materials. For example, based on past performance or supplier agreements, a bakery may establish 

a standard price for wheat, yeast, and sugar. This enables the maker to assess actual expenses and spot 

disparities that can result in increased prices, including excessive ingredient usage or supply chain 

inefficiencies. Additionally, standard costing aids food businesses in controlling waste, which is a major 

problem in food production because of spoiling, improper handling, and inefficient production. Food makers 

can identify areas of waste and put corrective measures in place to reduce waste and increase raw material 

yield by comparing actual material usage to standard costs. 

Management of Labor Costs 

Another significant expense in the production of food is labor. Production, packaging, quality control, and 

distribution are just a few of the labor-intensive jobs in the food sector. The amount of shifts worked, 

overtime, the use of temporary workers at busy times of the year, and even changes in wage rates as a result 

of union contracts or labor shortages can all affect labor expenses. Food producers can determine the 

anticipated labor costs for various manufacturing tasks using standard pricing. A food processing facility 

might, for instance, establish standard labor charges based on how long it takes to process a given quantity 

of goods or finish particular jobs. Manufacturers can find inefficiencies, including needless overtime or 

underutilization of labor, and take corrective action to maximize workforce deployment by comparing actual 
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labor expenses to the established criteria. This aids in setting aside money for labor expenses when demand 

varies, like around the holidays when temporary workers might be needed. 

Managing Overhead Costs 

In the food manufacturing industry, overhead costs include a variety of indirect expenditures, such as utilities, 

factory rent, equipment depreciation, and maintenance. These expenses can vary greatly from month to 

month and are frequently hard to allocate, especially in an industry where demand, seasonality, and inventory 

turnover all affect production quantities. Manufacturers may ensure better allocation and control of these 

costs by establishing standard overhead costs based on past performance or anticipated consumption. For 

example, depending on anticipated production levels and equipment utilization, a food company may 

establish a baseline pricing for industrial utilities (water, electricity). By using variance analysis to monitor 

these expenses, one might spot places where energy consumption, for instance, is higher than anticipated, 

which may lead to research into ways to increase energy efficiency or possible maintenance requirements for 

equipment. 

REAL-WORLD USES OF STANDARD COSTING IN THE FOOD INDUSTRY 

In the food production industry, standard costing is an essential instrument that helps businesses monitor 

labor, material, and overhead expenses in order to maximize efficiency. The following case studies illustrate 

how it is used in various food manufacturing areas. 

Standard Costing in Food Processing 

Standard costing is used in food processing to monitor the use of raw materials, control labor expenses, and 

evaluate the effectiveness of production. A meat processing company might, for example, establish a standard 

for the quantity of raw meat needed to make a specific number of sausages. The business can take corrective 

action if actual usage above the standard, as this could imply inefficiency or spoiling. By comparing actual 

hours spent to the standard—for example, how long it should take to process a certain number of kilograms 

of meat—labor costs are tracked. Additionally, standard costing maximizes production efficiency. For 

instance, a processing facility can examine the reason, such as equipment failure or slower assembly line 

speeds, if it discovers that producing a batch of sausages is taking longer than anticipated. Manufacturers can 

cut expenses and streamline processes by recognizing these variations. 

Standard Costing in Packaged Foods 

Standard costing is used by producers of packaged foods to control the expenses of distribution, packaging, 

and raw ingredients. A snack food company might, for instance, set a benchmark for packaging materials 

like bags and labels as well as a standard pricing for the quantity of maize used per bag of chips. The business 

might look into whether the packing design is inefficient or if raw materials are being squandered if the actual 

material use is higher than the required amount. The effectiveness of the supply chain is also often evaluated. 

A packaged food company might, for example, establish a standard for the cost of transportation per unit of 

product. The business might look for ways to cut shipping costs, such streamlining delivery routes or 
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switching to lighter packaging, if actual distribution costs are higher than expected. By lowering expenses at 

several phases of manufacturing and distribution, this strategy aids producers in raising their profit margins. 

Standard Costing in Beverage Production 

In beverage production, standard costing plays a significant role in managing ingredient usage, labor costs, 

and production efficiency. For instance, a soft drink maker may establish a benchmark for the quantity of 

flavoring and sugar needed to make one liter of soda. The business can find inefficiencies, such using more 

sugar than is necessary, and modify manufacturing procedures by comparing actual usage to the guidelines. 

Comparing the actual time needed to manufacture a batch of beverages with the standard time also helps 

control labor expenditures. If actual production time is longer than expected, the business may discover 

problems like undertrained employees or malfunctioning machinery. Standard costing also aids in monitoring 

overall production efficiency, so if a batch of soda takes longer to create than anticipated, the business may 

examine the underlying reasons and make necessary improvements to optimize operations, which will 

improve cost management and boost profitability. 

Standard Costing in Bakery and Perishable Goods Manufacturing 

Standard pricing is crucial to bakeries and producers of perishable foods since it lowers spoilage and boosts 

productivity. A bakery might, for instance, set a rule on the quantity of flour and yeast needed for each batch 

of bread. The bakery might look at possible inefficiencies like inaccurate recipe measurements or ingredient 

waste during mixing if actual usage surpasses the benchmark. By establishing guidelines for anticipated rates 

of spoilage, standard costing also reduces waste because bakery goods have a short shelf life. A bakery might, 

for instance, establish a guideline for the amount of bread that should be thrown out because of 

overproduction and compare it to the actual waste levels. Standards for how long it should take to bake and 

wrap a batch of bread are established, and labor expenses are similarly controlled. The bakery can find 

inefficiencies, like excessive overtime or slower production times, and make changes to increase operational 

efficiency and cut costs by comparing actual labor hours to the standard. 

ANALYSIS OF STANDARD COSTING IN THE FOOD INDUSTRY 

The implementation of standard costing in a hypothetical food manufacturing company is summarized in the 

following table, which is based on the study and data reviewed: 

Table : 1 

Cost Category Standard Cost (Rs) Actual Cost (Rs) Variance (Rs) 

Raw Materials 50,000 52,000 -2,000 

Labor 30,000 28,500 +1,500 

Overhead 20,000 22,000 -2,000 

Total Cost 100,000 102,500 -2,500 
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The above table 1 shows that the expected cost for raw materials was Rs 50,000, which was the standard 

cost. However, there was a negative variation of Rs -2,000 because the actual cost incurred was Rs 52,000. 

This negative difference implies that the business overspent on raw materials by Rs 2,000. Higher-than-

expected material costs, production waste, or ineffective inventory or procurement management are some 

potential reasons for this disparity. Based on the expected amount of labor hours and salary rates, a standard 

labor cost of Rs 30,000 was established. There was a positive variance of Rs +1,500 because the actual cost 

was Rs 28,500. The company spent Rs 1,500 less on labor than anticipated, according to this positive 

variation. Increased labor efficiency, improved workforce management, less overtime, or maybe the 

requirement for fewer personnel to finish the industrial process could all be reasons for this. 

The standard overhead cost was Rs 20,000, which included indirect costs such as rent, utilities, and 

administrative charges. There was a negative variation of Rs -2,000 because the actual cost was Rs 22,000. 

This unfavorable variance shows that overhead expenses were Rs 2,000 higher than expected. This could be 

due to unforeseen increases in maintenance, utilities, or other fixed costs that weren't factored into the initial 

cost estimate. All standard expenses, including labor, raw materials, and overhead, came to a total of Rs 

1,00,000. There was a negative variation of Rs -2,500 because the actual production cost was Rs 1,02,500. 

This suggests that the business spent Rs 2,500 more than it had planned to. Although the favorable labor 

variance assisted in lowering the overall rise, the variance is mostly attributable to the unfavorable variations 

in raw materials and overhead expenses. This research indicates that future production cycles require more 

focus on controlling material and overhead costs. 

CONCLUSION 

Effective cost management is essential to preserving profitability and competitiveness in the food business 

due to its particular set of problems. Food manufacturers may forecast costs, monitor performance, and 

pinpoint areas for improvement with the help of standard costing, which provides an organized method of 

controlling labor, raw materials, and overhead costs. Standard costing is nevertheless a useful technique for 

cost control, waste reduction, and operational efficiency even in the face of obstacles including seasonal price 

swings, the perishability of commodities, and the requirement for regulatory compliance. Manufacturers can 

enhance financial planning, effectively manage resources, and promote an accountable culture within the 

company by establishing fixed expenses. 

The advantages of standard costing exceed the drawbacks, despite the fact that the industry's dynamics 

present obstacles such shifting material prices and the have to regularly modify cost standards. A fundamental 

part of standard costing, variance analysis sheds light on differences between actual and anticipated expenses, 

allowing for prompt remedial action. In order to handle the quickly shifting food business landscape, 

including the incorporation of new technology and shifting market conditions, research should concentrate 

on regularly modifying basic costing models. Food manufacturers can further optimize their operations, 

sustain profitability, and remain competitive in an increasingly complicated environment by improving these 

cost management systems. 
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