Chilly’s Company Overhead Budget Report -For the year ended December 31st 2019

						Budget		 

Production (Units)		100,000		 

Indirect materials			   50,000		   
Indirect Labour			   40,000		   
Supervisory Salaries	 	 100,000		 
Rent					    80,000	    
Utilities					    40,000	    
Depreciation				    20,000     
Total Overhead			   330,000	  
The company achieved better than anticipated sales to 125,000 units.  However, the overhead budget report reported major overruns.   For each category of overhead, Chilly had computed a variance which identified variances in the indirect materials, indirect labour, supervisory sales and utilities.  
						Budget		Actual		Variance		F/A

Production (Units)		100,000		125,000

Indirect materials			   50,000		  60,000		(10,000)		A
Indirect Labour			   40,000		  45,000		(   5,000)		A
Supervisory Salaries	 	 100,000		105,000		(   5,000)		A
Rent					    80,000	   80,000		------------
Utilities					    40,000	   45,000		(   5,000)		A
Depreciation				    20,000	   20,000		----------
Total Overhead			   330,000	 355,000		(25,000)		A

The total overheads exceeded the budgeted overheads by £25,000.  A possible reason for this could be Chilly treating the variable costs as fixed.  Chilly needed to remember that indirect materials are variable costs and will change based on production.

i.e. production increased from the budget figure of 100,000 units to 125,000 units, which increased the cost of purchasing the indirect materials. 

In this example the variable costs are indirect materials, indirect labour and utilities are variable costs.  We therefore need to recompute the variable costs to recognise the assumption that the company make 125,000 units.  This is where flexible budgeting comes in.


						Flexible
						Budget		Actual		Variance		F/A

Production (Units)		125,000		125,000
Variable Costs
Indirect materials			   62,500		  60,000		2,500		F
Indirect Labour			   50,000		  45,000		5,000		F
Utilities					   50,000	   	  45,000		5,000		F
Total Variable Costs		 162,500		150,000
Fixed Costs
Supervisory Salaries	 	 100,000		105,000		(5,000)		A
Rent					    80,000	   80,000		---------- 
Depreciation				    20,000	   20,000		----------
Total Fixed Costs			  200,000	  205,000   	
Total Overhead			  362,500	 355,000		  7,500		F
[bookmark: _GoBack]Once an adjustment for the change in production level has been applied the variance for Chilly is more positive. 
