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Flexible Budget
Flexible Budget for ABC Company
	ABC Company

	Overhead Budget

	For the Year Ended December 31, 2014

	 
	Units

	Budgeted Production 
	120,000

	 
	 

	Indirect materials 
	40,000

	Indirect labor
	30,000

	Utilities 
	40,000

	Salaries 
	90,000

	Depreciation 
	15,000

	Rent
	70,000

	Total Overhead 
	285,000



The ABC Company registered successful outcomes at the close of this year. The Company’s overall actual sales revenue amounted to 125,000 units. The projected budget estimates for the company’s overheads elicited a series of budget overruns on several accounts. In seeking to determine the extent of the damage caused by the overruns, the company calculated the variances for all categories of the budget cost. The decision to compute the prevalent variances facilitated the determination of favorable and unfavorable variances in all categories including, among other items, utilities, salaries, indirect labor and indirect materials. 


	ABC Company

	Overhead Budget

	For the Year Ended December 31, 2014

	 
	Budget 
	Actual 
	Variance 
	Favorable/unfavorable

	Production (units)
	100,000
	125,000
	 
	 

	 
	 
	 
	 
	 

	Indirect materials 
	40,000
	50,000
	(10,000)
	Unfavorable

	Indirect labor
	30,000
	35,000
	(5,000)
	Unfavorable

	Utilities 
	40,000
	45,000
	(5,000)
	Unfavorable

	Salaries 
	90,000
	100,000
	(10,000)
	Unfavorable

	Depreciation 
	15,000
	15,000
	0
	

	Rent
	70,000
	70,000
	0
	

	Total Overhead 
	285,000
	315,000
	(30,000)
	Unfavorable



The table above presents firsthand scope of the variances realized in every category based on a comparison of the budgeted estimates and the actual costs of the company. The actual budgeted estimates exceeded the projected budgetary estimates by a total amount of $30,000. 
Based on the prevalent figures posted in the table above, it is clear that the company’s projected budgetary estimates were marred with a number of errors including, among other things, accounting for some of the variable costs as fixed. The prospects for increasing the company’s scope of production from 100,000 to 125,000 units would have subsequently led to similar increases of the variable costs. The basis of this analogy further offers unlikely findings, which seemingly overlap with the ideal figures revealed from the actual costs of production. 
	 
	Original budgeted cost 
	Variable cost per unit 
	Flexible budget 

	 
	 
	(original budget/100,000)
	Average cost *125,000

	Production 
	100,000
	 
	125,000

	 
	 
	 
	 

	Indirect materials 
	40,000
	$0.40
	50,000

	Indirect labor
	30,000
	0.30
	37,500

	Utilities 
	30,000
	0.30
	37,500

	Total 
	100,000
	1.00
	125,000



Per the original budgeted estimates, production of 100,000 units subsequently produced total variable costs worth $110,000. In seeking to determine the variable cost per unit is obtained by the division of total category costs with the budgeted level of production.
The total value of the flexible budget should then be calculated by multiplying the variable cost per unit by the actual production volume. From the above table, the total cost for the flexible budget is $125, 000.00(125,000 × 1.00).
Ethics Challenge Questions
Question one
The “use it or lose it” budgetary problem affects the process of decision-making in planning for positive budgetary statements. First off, I would highly practice the habit of sticking to my budgetary estimates. It is no secret that several firms might find themselves cornered into a situation that forces their hands to fall into a spending spree right at the end of the fiscal year. Such spending spree in a bid to meet the needs of the budgeted amount is referred to as the spend it or lose it problem that seemingly features as one of the most notorious problems experienced in money management. Companies may prevent the prevalent impacts that arise from the use it or lose it issue through the use of ethical techniques. Increased reliance on critical ethical tenets enunciates that a proliferation for indulgence on a money spending spree in a bid to satiate personal interests have the capacity to tarnish the image of a company’s management.
Question 2
Yes. From a personal standpoint, I strongly opine that I would integrate a series of effective techniques that would increasingly facilitate the decision-making process in setting logical framework for planning an efficient budget. First off, I would highly practice the habit of sticking to my budgetary estimates. 
Question 3
Yes. I do prepare a personal budget. 
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