GLENDA CoMPANY UsEes A FLExIBLE BUDGET FOR
MANUFACTURING OVERHEAD BASED ON DIRECT LABOR HOURS.

For 2022,

GLENDA CoMPANY Uses A FLexIBLE BUDGET FOR MANUFACTURING OVERHEAD BASED ON DIRECT LABOR Hours. For 2022
THE COMPANY ADOPTED A STRATEGIC APPROACH TO MANAGING ITS MANUFACTURING OVERHEAD COSTS BY IMPLEMENTING A
FLEXIBLE BUDGET CENTERED ON DIRECT LABOR HOURS. THIS DECISION WAS DRIVEN BY THE NEED FOR MORE ACCURATE COST
CONTROL, IMPROVED DECISION-MAKING, AND ENHANCED FINANCIAL PLANNING. IN THIS ARTICLE, WE WILL EXPLORE HOW GLENDA
COMPANY UTILIZES A FLEXIBLE BUDGET BASED ON DIRECT LABOR HOURS/ THE BENEFITS OF THIS APPROACHI THE METHODOLOGY
BEHIND ITS IMPLEMENTATION, AND THE IMPACT ON OVERALL OPERATIONAL EFFICIENCY IN 2022,
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UNDERSTANDING FLEXIBLE BUDGETS AND THEIR SIGNIFICANCE IN
MANUFACTURING OVERHEAD MANAGEMENT

WHAT Is A FLEXIBLE BUDGET?

A FLEXIBLE BUDGET IS A FINANCIAL PLANNING TOOL THAT ADJUSTS BUDGETED COSTS BASED ON ACTUAL LEVELS OF ACTIVITY
OR OUTPUT. UNLIKE A STATIC BUDGET, WHICH REMAINS FIXED REGARDLESS OF CHANGES IN ACTIVITY, A FLEXIBLE BUDGET
PROVIDES A MORE ACCURATE COMPARISON BETWEEN EXPECTED AND ACTUAL COSTS BY CONSIDERING THE ACTUAL VOLUME OF
PRODUCTION OR OPERATIONAL ACTIVITY.

THe RoLE oF MANUFACTURING OVERHEAD IN COST MANAGEMENT

MANUFACTURING OVERHEAD ENCOMPASSES ALL INDIRECT COSTS ASSOCIATED WITH PRODUCTION, SUCH AS FACTORY RENT,
UTILITIES, DEPRECIATION, AND INDIRECT LABOR. MANAGING THESE COSTS EFFECTIVELY IS ESSENTIAL FOR MAINTAINING
PROFITABILITY, ESPECIALLY WHEN PRODUCTION VOLUMES FLUCTUATE. A FLEXIBLE BUDGET ALLOWS COMPANIES LIKE GLENDA
TO ADAPT THEIR OVERHEAD ESTIMATES TO ACTUAL PRODUCTION LEVELS, FACILITATING BETTER COST CONTROL AND VARIANCE
ANALYSIS.

WHY Dip GLenbA CoMPANY CHoose DIRECT LABOR HOURS AS THE
ALLOCATION BASE?

ReLevANCE oF DIRecT LABOR HOURS To MANUFACTURING OVERHEAD

DIRECT LABOR HOURS ARE A LOGICAL AND PRACTICAL BASIS FOR ALLOCATING MANUFACTURING OVERHEAD BECAUSE THEY
CLOSELY CORRELATE WITH THE LEVEL OF PRODUCTION ACTIVITY. AS PRODUCTION INCREASES OR DECREASES, THE AMOUNT OF
LABOR REQUIRED TYPICALLY CHANGES PROPORTIONALLY, MAKING DIRECT LABOR HOURS AN EFFECTIVE MEASURE OF ACTIVITY.

ADVANTAGES OF USING DIRECT LABOR HOURS IN A FLEXIBLE BUDGET

® ENHANCED ACCURACY: ALLOCATES OVERHEAD COSTS MORE PRECISELY BASED ON ACTUAL LABOR EFFORT.

® |MPROVED V ARIANCE ANALYSIS: HELPS IDENTIFY WHETHER OVERHEAD COSTS ARE UNDER OR OVER-SPENT RELATIVE TO
ACTUAL ACTIVITY.



® SIMPLICITY AND EASE OF IMPLEMENTATION: DIRECT LABOR HOURS ARE STRAIGHTFORWARD TO MEASURE AND TRACK.

e BeTTER CosT CONTROL: PROVIDES MANAGERS WITH TIMELY INSIGHTS TO MAKE INFORMED OPERATIONAL DECISIONS.

IMPLEMENTING THE FLEXIBLE BUDGET FOr 2022

STEP 1: ESTABLISHING BUDGETED OVERHEAD RATES

GLENDA COMPANY BEGINS BY DETERMINING THE PREDETERMINED OVERHEAD RATE PER DIRECT LABOR HOUR. THIS INVOLVES
DIVIDING THE TOTAL BUDGETED MANUFACTURING OVERHEAD FOR THE YEAR BY THE ESTIMATED TOTAL DIRECT LABOR HOURS.

ExAMPLE:

- BUDGETED MANUFACTURING OVERHEAD FOrR 2022:$1,200,000

- EsTiMATED DIReCT LABOR Hours For 2022: 50,000 Hours

- PReDETERMINED OVERHEAD RATE: $1,200,000 / 50,000 HOURS = $24 PER DIRECT LABOR HOUR

STeEP 2: MONITORING ACTUAL DIRECT LABOR HOURS

THROUGHOUT 2022, ACTUAL DIRECT LABOR HOURS ARE TRACKED METICULOUSLY. SUPPOSE THE ACTUAL DIRECT LABOR
HOURS FOR A PARTICULAR MONTH ARE 4,500 HOURS, AND THE ACTUAL MANUFACTURING OVERHEAD INCURRED IS $112,500.

STeP 3: CALCULATING BUDGETED OVERHEAD BASED ON ACTUAL ACTIVITY

USING THE PREDETERMINED RATE, THE FLEXIBLE BUDGET ADJUSTS THE OVERHEAD TO ALIGN WITH THE ACTUAL DIRECT LABOR
HOURS:

CALCULATION:
- FLExIBLE BUDGET OVERHEAD = ACTUAL DIRECT LABOR HOURS X PREDETERMINED OVERHEAD RATE
- FLExiBLE BUDGET OverHEAD = 4,500 Hours X $24 = $108,000

STEP 4: ANALYZING V ARIANCES

V ARIANCE ANALYSIS COMPARES ACTUAL OVERHEAD COSTS TO THE FLEXIBLE BUDGET:

- VARIANCE = AcTUAL OVERHEAD — FLEXIBLE BUDGET OVERHEAD
- VARIANCE = $112,500 - $108,000 = $4,500 (UNFAVORABLE)

THIS VARIANCE INDICATES THAT ACTUAL OVERHEAD COSTS EXCEEDED THE BUDGETED AMOUNT FOR THE ACTIVITY LEVEL,
PROMPTING INVESTIGATION INTO COST CONTROL MEASURES OR EFFICIENCY ISSUES.

BeNerITS oF USING A FLEXIBLE BUDGET BASED ON DIRECT LABOR HOURS IN
2022

EnNHANCED CosT CoNTRoOL AND DecCISION-MAKING

BY ADJUSTING FOR ACTUAL ACTIVITY LEVELS, GLENDA COMPANY CAN MORE ACCURATELY IDENTIFY VARIANCES AND DETERMINE



THEIR CAUSES. THIS ENABLES MANAGERS TO IMPLEMENT CORRECTIVE ACTIONS SWIFTLY, SUCH AS REDUCING UNNECESSARY
EXPENSES OR OPTIMIZING LABOR EFFICIENCY.

IMPROVED PERFORMANCE EVALUATION

FLEXIBLE BUDGETS PROVIDE A MORE REALISTIC BENCHMARK FOR EVALUATING MANAGERIAL PERFORMANCE. MANAGERS ARE
ASSESSED ON THEIR ABILITY TO CONTROL COSTS RELATIVE TO ACTUAL PRODUCTION LEVELS, LEADING TO FAIRER PERFORMANCE
APPRAISALS.

FACILITATING BETTER FINANCIAL PLANNING

ADJUSTING BUDGETS DYNAMICALLY BASED ON ACTUAL DIRECT LABOR HOURS ALLOWS GLENDA TO FORECAST FUTURE COSTS
MORE ACCURATELY, AIDING IN RESOURCE ALLOCATION, PRICING STRATEGIES, AND INVESTMENT DECISIONS.

SUPPORTING V ARIANCE ANALYSIS AND CosT ConNTROL

REGULAR COMPARISON OF ACTUAL COSTS TO FLEXIBLE BUDGETS HELPS IDENTIFY SPECIFIC AREAS WHERE COSTS ARE DEVIATING,
WHETHER DUE TO INEFFICIENCIES, PRICE CHANGES, OR OTHER FACTORS. THIS ONGOING ANALYSIS SUPPORTS CONTINUOUS
IMPROVEMENT INITIATIVES.

CHALLENGES AND CONSIDERATIONS IN USING A FLEXIBLE BUDGET BASED ON
DirecT LABOR HOURS

ACCURATE MEASUREMENT OF DIRECT LABOR HOURS

ENSURING PRECISE TRACKING OF LABOR HOURS IS CRUCIAL. ERRORS IN MEASUREMENT CAN LEAD TO INCORRECT BUDGET
ADJUSTMENTS AND MISGUIDED MANAGERIAL DECISIONS.

V ARIABILITY IN OVERHEAD COSTS

SOME OVERHEAD COSTS MAY NOT CORRELATE DIRECTLY WITH LABOR HOURS AND COULD FLUCTUATE DUE TO EXTERNAL
FACTORS LIKE UTILITY RATE CHANGES OR MAINTENANCE NEEDS, COMPLICATING BUDGET ACCURACY.

ADJUSTING THE BUDGET FOR EXTERNAL FACTORS

|NFLATION, SUPPLIER PRICING, AND TECHNOLOGICAL CHANGES CAN AFFECT OVERHEAD COSTS INDEPENDENTLY OF LABOR HOURS,
REQUIRING PERIODIC REASSESSMENT OF THE BUDGETING METHODOLOGY.

IMPACT oF 2022°s FLExIBLE BUDGET APPROACH ON GLENDA COMPANY’S
OPERATIONS

CosT MANAGEMENT AND CONTROL

IN 2022, GLENDA COMPANY’S FLEXIBLE BUDGETING APPROACH ENABLED MORE PRECISE COST TRACKING, LEADING TO BETTER
CONTROL OVER MANUFACTURING OVERHEAD EXPENSES. V ARIANCES WERE IDENTIFIED PROMPTLY, AND CORRECTIVE ACTIONS WERE



IMPLEMENTED TO KEEP COSTS WITHIN TARGETED RANGES.

ENHANCED OPERATIONAL EFFICIENCY

BY ANALYZING VARIANCES AND UNDERSTANDING THEIR CAUSES, MANAGEMENT WAS ABLE TO STREAMLINE PROCESSES, REDUCE
WASTE, AND IMPROVE LABOR EFFICIENCY, CONTRIBUTING TO OVERALL OPERATIONAL EFFECTIVENESS.

FINANCIAL REPORTING AND STAKEHOLDER CONFIDENCE

ACCURATE AND ADAPTABLE BUDGETING IMPROVED THE RELIABILITY OF FINANCIAL STATEMENTS, BOOSTING STAKEHOLDER
CONFIDENCE IN GLENDA COMPANY’S FINANCIAL MANAGEMENT PRACTICES.

CONCLUSION

IN 2022, GLENDA COMPANY’S ADOPTION OF A FLEXIBLE BUDGET BASED ON DIRECT LABOR HOURS REPRESENTED A STRATEGIC
MOVE TOWARD MORE EFFECTIVE MANUFACTURING OVERHEAD MANAGEMENT. THIS APPROACH PROVIDED A DYNAMIC FRAMEW ORK
THAT RESPONDED TO ACTUAL PRODUCTION LEVELS, ENABLING BETTER COST CONTROL, PERFORMANCE EVALUATION, AND
FINANCIAL PLANNING. W/HILE THERE ARE CHALLENGES TO IMPLEMENTING AND MAINTAINING SUCH A SYSTEM, THE
BENEFITS—RANGING FROM IMPROVED OPERATIONAL EFFICIENCY TO ENHANCED STAKEHOLDER CONFIDENCE—UNDERSCORE ITS
VALUE IN A COMPETITIVE MANUFACTURING ENVIRONMENT. AS GLENDA COMPANY CONTINUES TO REFINE ITS BUDGETING
PROCESSES, IT SETS A STRONG FOUNDATION FOR SUSTAINABLE GROWTH AND PROFITABILITY IN THE YEARS AHEAD.

FREQUENTLY AskeD QUESTIONS

\WHY DoES GLENDA COMPANY USE A FLEXIBLE BUDGET FOR MANUFACTURING OVERHEAD
BASED ON DIRECT LABOR HOURS IN 2022°

GLENDA COMPANY USES A FLEXIBLE BUDGET BASED ON DIRECT LABOR HOURS TO ACCURATELY REFLECT VARIABLE
MANUFACTURING OVERHEAD COSTS THAT CHANGE WITH PRODUCTION LEVELS, ENABLING BETTER COST CONTROL AND
PERFORMANCE ANALYSIS.

How DOES A FLEXIBLE BUDGET IMPROVE COST MANAGEMENT FOR GLENDA COMPANY IN
2022°

A FLEXIBLE BUDGET ALLOWS GLENDA COMPANY TO ADJUST OVERHEAD ESTIMATES ACCORDING TO ACTUAL DIRECT LABOR
HOURS WORKED, PROVIDING MORE PRECISE VARIANCE ANALYSIS AND IDENTIFYING COST CONTROL ISSUES.

\WHAT ARE THE MAIN ADVANTAGES OF USING A FLEXIBLE BUDGET FOR MANUFACTURING
OVERHEAD IN 2022°

THE MAIN ADVANTAGES INCLUDE INCREASED ACCURACY IN COST FORECASTING, IMPROVED ABILITY TO IDENTIFY VARIANCES, AND
ENHANCED DECISION-MAKING BY ADJUSTING BUDGETS BASED ON ACTUAL ACTIVITY LEVELS.

How DO DIRECT LABOR HOURS INFLUENCE THE CALCULATION OF MANUFACTURING
OVERHEAD IN GLENDA'S FLEXIBLE BUDGET?

DIRECT LABOR HOURS SERVE AS THE ACTIVITY BASE, THE FLEXIBLE BUDGET APPLIES A PREDETERMINED OVERHEAD RATE PER
LABOR HOUR TO ESTIMATE TOTAL MANUFACTURING OVERHEAD, ALIGNING COSTS WITH ACTUAL LABOR ACTIVITY.



\WHAT ARE POTENTIAL CHALLENGES GLENDA COMPANY MIGHT FACE WHEN IMPLEMENTING
A FLEXIBLE BUDGET FOR OVERHEAD IN 2022°

CHALLENGES INCLUDE ACCURATELY ESTIMATING VARIABLE OVERHEAD RATES, COLLECTING REAL-TIME LABOR HOURS DATA, AND
ADJUSTING BUDGETS PROMPTLY TO REFLECT ACTUAL PRODUCTION LEVELS.

How cAN GLENDA COMPANY ANALYZE VARIANCES USING ITS FLEXIBLE BUDGET FOR
MANUFACTURING OVERHEAD IN 2022°

BY COMPARING ACTUAL OVERHEAD COSTS TO THE FLEXIBLE BUDGET AMOUNTS, GLENDA CAN IDENTIFY VARIANCES DUE TO PRICE
DIFFERENCES OR EFFICIENCY, AIDING IN COST CONTROL EFFORTS.

IN WHAT WAYS DOES A FLEXIBLE BUDGET BASED ON DIRECT LABOR HOURS ALIGN WITH
GLenDA COMPANY’'S MANUFACTURING PROCESS IN 2022?

[T ALIGNS WELL BECAUSE MANUFACTURING OVERHEAD COSTS OFTEN VARY WITH LABOR ACTIVITY, MAKING DIRECT LABOR
HOURS AN APPROPRIATE ACTIVITY BASE FOR BUDGETING AND ANALYSIS.

How MIGHT GLENDA COMPANY ADJUST ITS FLEXIBLE BUDGET IF ACTUAL DIRECT LABOR
HOURS DIFFER SIGNIFICANTLY FROM THE BUDGETED HOURS IN 2022°?

THE COMPANY CAN UPDATE ITS BUDGET PROJECTIONS BASED ON ACTUAL HOURS TO BETTER REFLECT CURRENT OPERATIONS,
ALLOWING FOR MORE ACCURATE VARIANCE ANALYSIS AND COST CONTROL.

ADDITIONAL RESOURCES

GLENDA CoMPANY Uses A FLExIBLE BUDGET FOrR MANUFACTURING OVERHEAD BASED ON DIRECT LABOR HoURS For 2022

IN THE REALM OF MANAGERIAL ACCOUNTING, THE IMPLEMENTATION OF FLEXIBLE BUDGETS HAS BECOME AN ESSENTIAL TOOL FOR
COMPANIES SEEKING TO IMPROVE COST CONTROL AND ENHANCE DECISION-MAKING PROCESSES. GLENDA COMPANY’S ADOPTION OF
A FLEXIBLE BUDGET FOR MANUFACTURING OVERHEAD, BASED SPECIFICALLY ON DIRECT LABOR HOURS FOR THE YEAR 2022,
EXEMPLIFIES THIS STRATEGIC SHIFT. THIS APPROACH ALLOWS THE COMPANY TO DYNAMICALLY ADJUST ITS OVERHEAD COSTS IN
RELATION TO ACTIVITY LEVELS, PROVIDING A MORE ACCURATE FINANCIAL PICTURE COMPARED TO STATIC BUDGETING METHODS.
SUCH A MOVE NOT ONLY UNDERSCORES GLENDA COMPANY’S COMMITMENT TO OPERATIONAL EFFICIENCY BUT ALSO OFFERS
INSIGHTS INTO ITS COST BEHAVIOR AND MANAGEMENT PRACTICES.

UNDERSTANDING THE FLEXIBLE BUDGET CONCEPT

WHAT IS A FLEXIBLE BUDGET?

A FLEXIBLE BUDGET IS A FINANCIAL PLAN THAT ADJUSTS BUDGETED EXPENSES AND REVENUES BASED ON ACTUAL ACTIVITY
LEVELS. UNLIKE STATIC BUDGETS, WHICH ARE FIXED AT A CERTAIN LEVEL OF OUTPUT REGARDLESS OF ACTUAL PERFORMANCE,
FLEXIBLE BUDGETS RECOGNIZE THAT COSTS OFTEN VARY WITH ACTIVITY. THIS ADAPTABILITY MAKES THEM ESPECIALLY USEFUL
IN MANUFACTURING ENVIRONMENTS WHERE PRODUCTION VOLUMES FLUCTUATE.

For GLENDA COMPANY, USING A FLEXIBLE BUDGET BASED ON DIRECT LABOR HOURS MEANS THAT THE OVERHEAD COSTS ARE
NOT FIXED BUT ARE PROPORTIONAL TO THE AMOUNT OF LABOR HOURS WORKED. THIS APPROACH PROVIDES A MORE REALISTIC
AND RESPONSIVE FRAMEWORK FOR COST MANAGEMENT, ENABLING MANAGERS TO COMPARE ACTUAL COSTS AGAINST EXPECTED



COSTS FOR THE ACTUAL LEVEL OF ACTIVITY.

WHY Use A FLEXIBLE BUDGET?

- ENHANCED CosT CONTROL: MANAGERS CAN EASILY IDENTIFY VARIANCES BY COMPARING ACTUAL COSTS TO BUDGETED COSTS
AT ACTUAL ACTIVITY LEVELS.

- BETTER PERFORMANCE EVALUATION: V ARIANCE ANALYSIS BECOMES MORE MEANINGFUL, AS DIFFERENCES ARE ASSESSED IN THE
CONTEXT OF ACTUAL PRODUCTION LEVELS.

- IMPROVED PLANNING: THE FLEXIBLE BUDGET ALLOWS FOR SCENARIO ANALYSIS AND BETTER FORECASTING BY ADJUSTING
EXPECTATIONS BASED ON REAL-TIME ACTIVITY DATA.

- RESPONSIVENESS: IT ADAPTS TO CHANGES IN PRODUCTION VOLUME, MAKING IT SUITABLE FOR INDUSTRIES WITH SEASONAL OR
UNPREDICTABLE DEMAND.

IMPLEMENTATION OF THE FLEXIBLE BUDGET BASED ON DIRECT LABOR HOURS

\WHY DIRECT LABOR HOURS?

USING DIRECT LABOR HOURS AS THE BASIS FOR ALLOCATING MANUFACTURING OVERHEAD IS A COMMON PRACTICE BECAUSE:

- DIRecT LiNk To PrODUCTION ACTIVITY: LABOR HOURS ARE OFTEN CLOSELY CORRELATED WITH PRODUCTION VOLUME.

- EASE OF MEASUREMENT: LABOR HOURS ARE STRAIGHTFORWARD TO RECORD AND MONITOR.

- CosT BEHAVIOR REFLECTION: OVERHEAD COSTS TEND TO VARY WITH LABOR ACTIVITY, MAKING LABOR HOURS A LOGICAL
DRIVER.

HO\X/EVER/ THIS METHOD ALSO HAS LIMITATIONS, WHICH WILL BE DISCUSSED LATER.

CREATING THE BUDGET FOrR 2022

IN 2022, GLENDA COMPANY ESTABLISHED ITS FLEXIBLE BUDGET BY:

- DETERMINING THE ESTIMATION OF OVERHEAD COSTS: ANALYZING HISTORICAL DATA TO UNDERSTAND HOW OVERHEAD COSTS
VARY WITH DIRECT LABOR HOURS.

- CALCULATING THE PREDETERMINED OVERHEAD RATE: DIVIDING TOTAL ESTIMATED OVERHEAD COSTS BY ESTIMATED TOTAL
DIRECT LABOR HOURS TO FIND A PER-HOUR RATE.

- ADJUSTING THE BUDGET: FOR ACTUAL DIRECT LABOR HOURS INCURRED, THE FLEXIBLE BUDGET ADJUSTS OVERHEAD COSTS
BASED ON THE PREDETERMINED RATE.

For EXAMPLE, IF THE ESTIMATED OVERHEAD IS $500,000 AND ESTIMATED DIRECT LABOR HOURS ARE 50,000, THE RATE

BECOMES $ 10 PER LABOR HOUR. IF THE ACTUAL LABOR HOURS FOR A PERIOD ARE 52,000, THE FLEXIBLE BUDGET OVERHEAD IS
ApjusTED TO $520,000.

ADVANTAGES OF USING A FLEXIBLE BUDGET BASED oN DIRecT LABOR HOURS



ACCURATE CosT CONTROL AND V ARIANCE ANALYSIS

BY ALIGNING BUDGETED OVERHEAD COSTS WITH ACTUAL ACTIVITY LEVELS, GLENDA COMPANY CAN:
- IDENTIFY VARIANCES MORE PRECISELY.

- DETERMINE WHETHER OVERHEAD COSTS ARE OVER OR UNDER-SPENT RELATIVE TO ACTUAL LABOR HOURS.
- T AKE CORRECTIVE ACTION PROMPTLY.

FACILITATES PERFORMANCE EVALUATION

MANAGERS CAN EVALUATE EFFICIENCY BY COMPARING ACTUAL OVERHEAD COSTS AGAINST THE FLEXIBLE BUDGET, LEADING TO
FAIRER PERFORMANCE ASSESSMENTS.

SuPPORTS BETTER DECISION-MAKING

REAL-TIME ADJUSTMENTS IN THE BUDGET HELP MANAGERS MAKE INFORMED DECISIONS ABOUT PRICING, PRODUCTION PLANNING, AND
COST REDUCTION INITIATIVES.

CosT-EFFeCTIVE AND RELEVANT

FOCUSING ON DIRECT LABOR HOURS SIMPLIFIES DATA COLLECTION AND ENSURES BUDGET RELEVANCE TO ACTUAL OPERATIONS.

LIMITATIONS AND CHALLENGES

\W/HILE THE FLEXIBLE BUDGET APPROACH OFFERS MANY BENEFITS, THERE ARE NOTABLE LIMITATIONS!

- AssuMpPTION OoF COST BEHAVIOR: |T ASSUMES OVERHEAD COSTS VARY DIRECTLY WITH LABOR HOURS, WHICH MAY NOT
ALWAYS BE TRUE. SOME COSTS ARE FIXED OR SEMI-VARIABLE.

- POTENTIAL FOR MISALLOCATION: IF LABOR HOURS ARE NOT THE PRIMARY COST DRIVER, THE BUDGET MAY MISREPRESENT THE
TRUE COST BEHAVIOR.

- DATA ACCURACY: REQUIRES PRECISE RECORDING OF LABOR HOURS; ERRORS CAN LEAD TO INACCURATE BUDGETING.

- OVERLOOKING OTHER FACTORS: EXTERNAL FACTORS INFLUENCING COSTS (E.G., MATERIAL PRICES, MACHINE MAINTENANCE) ARE
NOT DIRECTLY ACCOUNTED FOR IN THIS MODEL.

FEATURES AND CRITIQUES oF GLENDA COMPANY’Ss APPROACH

FEATURES

- ACTIVITY-BASED COSTING ALIGNMENT: THE METHOD ALIGNS OVERHEAD COSTS WITH THE MAIN ACTIVITY DRIVER, ENHANCING
RELEV ANCE.
- DYNAMIC ADJUSTMENT: THE FLEXIBLE BUDGET ADAPTS TO ACTUAL PRODUCTION LEVELS, PROVIDING A REALISTIC FINANCIAL



PICTURE.
- VARIANCE ANALYSIS FOCUS: FACILITATES DETAILED VARIANCE ANALYSIS, IMPROVING MANAGERIAL CONTROL.

CRITIQUES

- OVER-RELIANCE ON LABOR HOURS: MAY OVERSIMPLIFY OVERHEAD COST BEHAVIOR IF OTHER FACTORS SIGNIFICANTLY
INFLUENCE COSTS.

- POTENTIAL FOR V ARIANCE MISINTERPRETATION: V ARIANCES MAY BE DUE TO FACTORS OUTSIDE MANAGEMENT’S CONTROL,
REQUIRING CAREFUL ANALYSIS.

- IMPLEMENTATION COMPLEXITY: REQUIRES ROBUST DATA COLLECTION SYSTEMS AND ONGOING ANALYSIS.

IMPACT ON MANAGEMENT AND DEecCISION MAKING IN 2022

IN 2022, GLENDA COMPANY’S IMPLEMENTATION OF A FLEXIBLE BUDGET BASED ON DIRECT LABOR HOURS LIKELY CONTRIBUTED
TO:

- IMPrOVED COST MONITORING: MANAGERS COULD IDENTIFY INEFFICIENCIES MORE QUICKLY.

- ENHANCED BUDGET ACCURACY: ADJUSTMENTS BASED ON ACTUAL ACTIVITY LEVELS LED TO MORE PRECISE FINANCIAL
PLANNING.

- STRATEGIC ADJUSTMENTS: THE COMPANY COULD RESPOND TO FLUCTUATIONS IN PRODUCTION WITH AGILITY, PERHAPS
ADJUSTING STAFFING OR PRODUCTION SCHEDULES ACCORDINGLY.

- PERFORMANCE ACCOUNTABILITY: DEPARTMENTS COULD BE EVALUATED MORE FAIRLY BASED ON ACTUAL ACTIVITY LEVELS.

MOREOVER, THE PRACTICE FOSTERED A CULTURE OF DATA-DRIVEN DECISION MAKING, ENCOURAGING MANAGERS TO ANALYZE
VARIANCES AND UNDERSTAND THE UNDERLYING CAUSES.

CoNCLUSION

GLENDA COMPANY’S DECISION TO UTILIZE A FLEXIBLE BUDGET FOR MANUFACTURING OVERHEAD BASED ON DIRECT LABOR HOURS
IN 2022 REFLECTS A MODERN AND PRAGMATIC APPROACH TO COST MANAGEMENT. THIS METHOD OFFERS SIGNIFICANT
ADVANTAGES, INCLUDING ENHANCED ACCURACY, BETTER VARIANCE ANALYSIS, AND IMPROVED MANAGERIAL RESPONSIVENESS.
HO\X/EVER, IT ALSO NECESSITATES CAREFUL IMPLEMENTATION AND ACKNOWLEDGMENT OF ITS LIMITATIONS, PARTICULARLY
REGARDING THE ASSUMPTION THAT OVERHEAD COSTS VARY DIRECTLY WITH LABOR HOURS.

OVERALL, THE APPROACH ALIGNS WELL WITH BEST PRACTICES IN MANAGERIAL ACCOUNTING, ESPECIALLY IN MANUFACTURING
ENVIRONMENTS WITH VARIABLE PRODUCTION LEVELS. BY ADOPTING THIS FLEXIBLE BUDGETING TECHNIQUE, GLenpA CoMPANY
POSITIONED ITSELF TO BETTER CONTROL COSTS, EVALUATE PERFORMANCE ACCURATELY, AND MAKE INFORMED STRATEGIC
DECISIONS THROUGHOUT 2022. AS COMPANIES CONTINUE TO SEEK AGILITY AND PRECISION IN FINANCIAL PLANNING, FLEXIBLE
BUDGETS BASED ON RELEVANT ACTIVITY DRIVERS LIKE DIRECT LABOR HOURS REMAIN A VITAL TOOL IN THE MANAGERIAL
TOOLKIT.
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