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In today's dynamic manufacturing environment, effective cost management is crucial for maintaining
profitability and competitive advantage. Berne, Inc., a prominent player in the manufacturing sector,
exemplifies this approach by utilizing a flexible budget tailored to machine hours for managing
manufacturing overhead costs. This strategy allows the company to adapt to production volume fluctuations
efficiently, ensuring accurate cost control and improved decision-making. In this article, we delve into the
concept of flexible budgeting, its application at Berne, Inc., and the benefits of basing manufacturing

overhead on machine hours, particularly in a variable manufacturing context.

Understanding Flexible Budgeting in Manufacturing

What Is a Flexible Budget?

A flexible budget is a financial plan that adjusts budgeted revenues and expenses based on actual activity
levels. Unlike static budgets, which are fixed at the outset of a period, flexible budgets provide a more
accurate reflection of costs and revenues when actual production volumes differ from initial estimates. This
adaptability makes flexible budgeting an invaluable tool for manufacturing companies facing fluctuating

demand and operational variability.

The Significance of Flexible Budgeting in Manufacturing

- Enhanced Cost Control: By comparing actual costs to flexible budgets, companies can identify variances
and investigate their causes.

- Performance Evaluation: Managers can assess operational efficiency relative to actual production levels.
- Better Decision-Making: Flexibility in budgeting supports more informed decisions regarding pricing,

production planning, and resource allocation.



Berne, Inc.'s Approach: Using Machine Hours as a Basis for
Flexible Budgeting

Why Machine Hours?

Machine hours are a critical activity measure in manufacturing, representing the amount of time
machinery is in operation during production. Basing a flexible budget on machine hours offers several

advantages:

- Direct Correlation with Overhead Costs: Many manufacturing overhead costs are variable and fluctuate
directly with machine usage, such as electricity, maintenance, and supplies.

- Accurate Cost Allocation: Using machine hours allows for precise assignment of overhead costs to products
based on actual machine usage.

- Operational Insight: Monitoring machine hours helps identify inefficiencies or under-utilization of

equipment.

Implementation at Berne, Inc.

Berne, Inc. adopts a flexible budgeting approach that aligns manufacturing overhead costs with actual

machine hours used during the period. The process involves:

1. Establishing Budgeted Overhead Rates: The company determines the variable manufacturing overhead
rate per machine hour based on historical data and expected cost behavior.

2. Calculating the Flexible Budget: During each period, actual machine hours are recorded, and the flexible
budget is adjusted accordingly, multiplying actual machine hours by the predetermined rate.

3. Comparing Actual Costs to the Flexible Budget: Variances are analyzed to identify areas of efficiency or

concern.

This approach ensures that overhead costs are accurately reflected in financial reports, enabling better cost

control and profitability analysis.

Variable Manufacturing Overhead and Its Relationship with

Machine Hours



What Is Variable Manufacturing Overhead?

Variable manufacturing overhead refers to costs that vary directly with production activity levels.

Common examples include:

- Electricity for running machinery
- Maintenance supplies

- Machine lubrication

- Small tools and consumables

These costs increase as production increases and decrease when production slows down, making them ideal

candidates for activity-based budgeting.

How Machine Hours Influence Variable Overhead

Since variable overhead costs are tied to machine usage, they fluctuate in direct proportion to machine

hours. For example:

- If machine hours increase by 10%, variable overhead costs are expected to increase by approximately the
same percentage.

- Conversely, a reduction in machine hours results in a proportional decrease in variable overhead costs.

This direct relationship simplifies cost estimation and control, especially when employing flexible budgets.

Advantages of Basing Overhead on Machine Hours in a Variable

Manufacturing Environment

1. Improved Cost Accuracy

Using machine hours as the basis ensures that overhead costs are allocated proportionally to actual machine

usage, leading to more precise product costing and profit analysis.

2. Enhanced Budgeting Flexibility

Flexible budgets that respond to actual machine hours provide a realistic view of expenses, enabling



managers to respond swiftly to changes in production levels.

3. Better Performance Evaluation

Variance analysis between actual overhead costs and flexible budgets based on machine hours helps identify

operational inefficiencies or areas for improvement.

4. Facilitates Cost Control and Reduction

By understanding how overhead costs behave relative to machine hours, management can implement

strategies to optimize machine utilization and reduce unnecessary costs.

5. Support for Pricing and Profit Planning

Accurate overhead allocation based on machine hours supports competitive pricing strategies and realistic

profit forecasts.

Implementing a Flexible Budget System at Berne, Inc.

Step-by-Step Process

- Data Collection: Gather historical data on machine hours and associated overhead costs.

- Determine Variable Overhead Rate: Calculate the rate per machine hour by dividing total variable
overhead costs by total machine hours during a period.

- Set Budgeted Machine Hours: Establish expected machine hours for upcoming periods based on sales
forecasts and production plans.

- Create the Flexible Budget: Multiply actual machine hours by the variable overhead rate to determine
expected overhead costs for the period.

- Analyze Variances: Compare actual overhead costs to flexible budget figures to identify favorable or

unfavorable variances.



Example Calculation

Suppose Berne, Inc. estimates a variable overhead rate of $5 per machine hour. In a given month, the actual

machine hours used are 2,000. The flexible budget overhead cost would be:
\[ \text{Flexible Budget Overhead} = 2,000 \text{ hours} \times \$5/\text{hour} = \$10,000 \]

If actual overhead costs incurred amount to $11,000, a $1,000 unfavorable variance prompts investigation

into causes such as inefficiency or unexpected expenses.

Challenges and Considerations

‘While using machine hours as a basis for flexible budgeting offers numerous benefits, companies like

Berne, Inc. should be aware of potential challenges:

- Accurate Data Collection: Precise measurement of machine hours is essential for meaningful analysis.

- Cost Behavior Understanding: Not all overhead costs are perfectly variable; some may contain fixed
components that require separate consideration.

- Technological Integration: Implementing systems to track machine hours and overhead costs efficiently is
vital.

- Regular Review and Adjustment: Rates and budget assumptions should be reviewed periodically to

reflect changing operational conditions.

Conclusion

Berne, Inc.'s adoption of a flexible budget based on machine hours for managing variable manufacturing
overhead exemplifies a strategic approach to cost control and operational efficiency. By aligning overhead
costs with actual machine usage, the company enhances the accuracy of product costing, improves
performance evaluation, and facilitates better decision-making. This approach not only supports effective
budgeting and variance analysis but also empowers Berne, Inc. to adapt swiftly to production fluctuations
and maintain a competitive edge in the manufacturing industry. As manufacturing environments continue
to evolve, embracing flexible budgeting based on activity measures like machine hours will remain a vital

component of effective financial management.

Frequently Asked Questions



What is the main advantage of using a flexible budget for manufacturing

overhead based on machine hours?

A flexible budget allows Berne, Inc. to adjust overhead costs in response to actual machine hours, providing

more accurate cost control and performance evaluation than a static budget.

How does variable manufacturing overhead differ from fixed overhead in

Berne, Inc.'s budgeting process?

Variable manufacturing overhead varies directly with machine hours, while fixed overhead remains
constant regardless of production levels; Berne, Inc. incorporates this distinction into their flexible budget

for better accuracy.

Why does Berne, Inc. base its manufacturing overhead budget on

machine hours?

Because machine hours are a primary driver of variable overhead costs, using them as a basis helps Berne,

Inc. accurately allocate and control overhead expenses relative to production activity.

‘What are the key components of a flexible budget for manufacturing
overhead at Berne, Inc.?

Key components include the budgeted variable overhead rate per machine hour, the actual machine hours

used, and the budgeted fixed overhead amount, which together facilitate accurate cost comparison.

How can Berne, Inc. use the flexible budget to improve cost

management?

By comparing actual overhead costs to the flexible budget, Berne, Inc. can identify variances and take

corrective actions to control costs and improve efficiency.

What challenges might Berne, Inc. face when implementing a flexible

budget based on machine hours?

Challenges include accurately estimating variable overhead rates, tracking machine hours precisely, and

managing variability in production levels without compromising cost control.

In what scenarios would Berne, Inc. find the flexible budget particularly



useful?

The flexible budget is especially useful during periods of fluctuating production activity, allowing Berne,

Inc. to adapt costs and analyze performance more effectively.

How does the use of a flexible budget impact decision-making at Berne,
Inc.?

It provides managers with real-time, activity-based cost data, enabling more informed decisions regarding

budgeting, cost control, and operational efficiency.

Additional Resources

Berne, Inc. Uses A Flexible Budget For Manufacturing Overhead Based On Machine Hours. Variable
Manufacturing is a strategic approach that offers significant advantages in managing production costs and
enhancing financial accuracy. As manufacturing environments become increasingly complex, companies
like Berne, Inc. recognize the importance of adopting flexible budgeting methods, especially when it comes
to variable manufacturing overhead. This article provides a comprehensive guide to understanding how
flexible budgets based on machine hours work, why they are beneficial, and how Berne, Inc. can

implement and optimize this approach for better financial control and decision-making.

Understanding Flexible Budgets in Manufacturing
‘What Is a Flexible Budget?

A flexible budget is a financial plan that adjusts for different levels of activity or production volume. Unlike
a static budget, which is fixed at the beginning of a period, a flexible budget provides a range of expected
costs corresponding to various levels of output or operational activity. This adaptability makes it a valuable
tool for manufacturing firms, where activity levels can fluctuate due to demand changes, maintenance

schedules, or other operational factors.
Why Use a Flexible Budget?

- Enhanced Cost Control: It allows managers to compare actual costs against budgeted costs that are
proportionate to actual activity levels.

- Better Performance Evaluation: Managers can assess efficiency by analyzing variances that are attributable
to activity levels rather than fixed costs.

- Improved Planning: It facilitates more accurate forecasting and resource allocation, especially when

activity levels are unpredictable.



Manufacturing Overhead and Its Components

‘What Is Manufacturing Overhead?

Manufacturing overhead includes all manufacturing costs that are not directly traceable to a specific

product. These costs typically include:

- Indirect labor (supervisors, maintenance staff)

- Indirect materials (lubricants, cleaning supplies)
- Utilities (electricity, water)

- Depreciation on equipment

- Rent on manufacturing facilities

Variable vs. Fixed Manufacturing Overhead

Understanding the distinction between variable and fixed manufacturing overhead is crucial:

- Variable Manufacturing Overhead: Costs that vary in direct proportion to production activity, such as
machine hours or units produced.

- Fixed Manufacturing Overhead: Costs that remain constant regardless of production volume, like factory

rent or salaried supervisors.

Berne, Inc. focuses on variable manufacturing overhead, which naturally lends itself to flexible budgeting

based on machine hours.

The Rationale for Using Machine Hours as a Cost Driver

Why Machine Hours?

Machine hours are a logical and effective cost driver for manufacturing overhead because:
- They directly correlate with the usage of equipment and facilities.

- They provide a measurable, objective basis for allocating costs.

- They fluctuate with production levels, reflecting the variable nature of certain overhead components.

By basing the flexible budget on machine hours, Berne, Inc. can more accurately predict and control its

variable manufacturing overhead costs.



Developing a Flexible Budget Based on Machine Hours
Step 1: Determine the Budgeted Variable Overhead Rate

Calculate the variable manufacturing overhead rate per machine hour:
Variable Overhead Rate = Budgeted Variable Overhead / Budgeted Machine Hours

For example, if Berne, Inc. expects to incur $150,000 in variable overhead and anticipates 30,000 machine

hours:
Variable Overhead Rate = $150,000 / 30,000 hours = $5 per machine hour

Step 2: Identify the Range of Activity

Establish a realistic range of machine hours for the period, such as:

- Minimum expected machine hours

- Most likely (expected) machine hours

- Maximum expected machine hours

This range allows for flexible adjustments depending on actual production.

Step 3: Create the Flexible Budget Formula

The formula for the flexible budget at any activity level is:

Budgeted Manufacturing Overhead = Fixed Overhead + (Variable Overhead Rate x Actual Machine
Hours)

Note: Fixed overhead remains constant within the relevant range, so it is added as a fixed amount.
Step 4: Prepare Budget Scenarios

Develop multiple scenarios within the activity range to see how costs fluctuate:

| Machine Hours | Variable Overhead ($) | Total Overhead ($) |



rremmemmenmennee remmemmemmenmenmeneeee rremmemmenmenmennees |
| 25,000 | $5 x 25,000 = $125,000 | Fixed Overhead + $125,000 |
[ 30,000 | $5 x 30,000 = $150,000 | Fixed Overhead + $150,000 |
| 35,000 | $5 x 35,000 = $175,000 | Fixed Overhead + $175,000 |

Practical Application in Berne, Inc.

Implementing the Flexible Budget

Berne, Inc. can implement this approach by:

- Regularly monitoring machine hours during production.

- Updating the flexible budget as actual machine hours are recorded.

- Comparing actual manufacturing overhead costs to the flexible budget to identify variances.
Variance Analysis

Variance analysis helps Berne, Inc. understand why differences occur and take corrective actions:

- Favorable Variance: When actual costs are less than budgeted, indicating efficiency.

- Unfavorable Variance: When actual costs exceed the budget, signaling potential issues.

Example:

Suppose Berne, Inc. records 32,000 machine hours in a period:

- Budgeted overhead at 32,000 hours: $5 x 32,000 = $160,000
- Actual overhead incurred: $165,000

Variance analysis reveals a $5,000 unfavorable variance, prompting management to investigate causes (e.g.,

machine inefficiencies, unexpected maintenance).

Benefits of Using a Flexible Budget Based on Machine Hours

Accurate Cost Control

By adjusting for actual activity levels, Berne, Inc. can more precisely control costs and identify

inefficiencies.



Better Decision-Making

Flexible budgets provide real-time insights, enabling managers to make informed operational and strategic

decisions.

Enhanced Performance Evaluation

Variance analysis becomes more meaningful, as comparisons are based on appropriate activity levels.

Improved Planning and Forecasting

Forecasts are more reliable because they account for expected fluctuations in machine hours and associated

costs.

Challenges and Considerations

While flexible budgets based on machine hours have many advantages, Berne, Inc. should be aware of

potential challenges:

- Data Accuracy: Requires accurate recording of machine hours to ensure reliable budgeting.

- Cost Driver Selection: Machine hours may not capture all variable overhead costs; consider other drivers if
necessary.

- Complexity: Managing multiple budget scenarios can be complex and requires disciplined accounting

practices.

Best Practices for Berne, Inc.

- Regular Monitoring: Track machine hours daily to update the flexible budget promptly.

- Variance Analysis: Conduct frequent variance analysis to identify trends or issues early.

- Cost Driver Analysis: Periodically evaluate whether machine hours remain the best driver for overhead
costs.

- Training: Ensure staff understand the importance of accurate data collection and variance reporting.

- Technology Utilization: Use budgeting and accounting software to automate calculations and reporting.

Conclusion

Berne, Inc. Uses A Flexible Budget For Manufacturing Overhead Based On Machine Hours. Variable



Manufacturing is a forward-thinking approach that aligns production activity with financial planning. By
focusing on variable overhead and leveraging machine hours as a cost driver, Berne can achieve more
accurate, responsive, and meaningful budgeting processes. This approach enhances cost control, supports
better decision-making, and ultimately contributes to the company's operational efficiency and profitability.
As manufacturing environments continue to evolve, adopting flexible budgets based on relevant activity

measures will remain a best practice for companies aiming for financial agility and competitive advantage.
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