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Preparing a comprehensive manufacturing overhead budget is a critical step in the financial planning
process for any manufacturing company. For Splish Company, this task involves analyzing various
operational data, estimating costs, and planning expenditures to ensure smooth production processes
in 2022. Central to this process is understanding the units involved—how many units are expected to
be produced, the associated costs, and the factors influencing overhead expenses. This article
provides an in-depth guide to preparing the manufacturing overhead budget for Splish Company for
the year 2022, focusing on the units involved as a starting point for accurate budgeting.

Understanding Manufacturing Overhead Budgeting

Manufacturing overhead encompasses all manufacturing costs that are not directly traceable to a
specific product. These include indirect materials, indirect labor, depreciation, utilities, maintenance,
and factory supplies. Proper budgeting of these costs is essential for setting accurate product costs,
managing cash flows, and ensuring profitability.

Key Components of Manufacturing Overhead

To prepare an effective overhead budget, it’s important to understand its main components:

Indirect Materials

Indirect Labor

Factory Utilities

Depreciation

Maintenance and Repairs

Factory Supplies

Other Overhead Expenses

Each component varies depending on production volume, operational efficiency, and other factors.



Estimating these costs accurately requires detailed data and careful analysis.

Analyzing Relevant Data for 2022

For Splish Company, the initial step in preparing the manufacturing overhead budget is to analyze the
relevant data, starting with the expected units to be produced in 2022.

Units of Production

The number of units planned for production directly influences the overhead costs. Typically, the
more units produced, the higher the total overhead, although some costs are fixed and do not vary
with production volume.

For example:
- Expected units to be produced in 2022: 50,000 units

This figure provides the basis for estimating variable overhead costs, while fixed overhead costs are
allocated based on this volume.

Fixed vs. Variable Manufacturing Overhead

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

* Fixed Overhead: Costs that remain constant regardless of production volume, such as
depreciation or rent.

» Variable Overhead: Costs that fluctuate with production levels, such as indirect materials and
utilities.

Splish Company needs to categorize its overhead costs accordingly to prepare an accurate budget.

Estimating Manufacturing Overhead Costs for 2022

Using the data on units and cost behavior, the next step involves estimating the total manufacturing
overhead for 2022.

Step 1: Determine Fixed Overhead Costs



Fixed costs are generally known or estimated based on prior periods or contractual obligations. For
example:

- Rent: $120,000 annually

- Depreciation: $30,000 annually

- Supervisory salaries: $50,000 annually

Total Fixed Overhead: $200,000

Step 2: Calculate Variable Overhead Costs per Unit

Variable overhead costs are estimated per unit produced. Suppose historical data indicates:
- Indirect materials: $2 per unit

- Utilities: $1 per unit

- Maintenance: $0.50 per unit

Total Variable Overhead per Unit: $3.50

Total Variable Overhead for 50,000 units:

50,000 units $3.50 = $175,000

Step 3: Prepare the Total Manufacturing Overhead Budget

Adding fixed and variable components:

- Fixed Overhead: $200,000
- Variable Overhead: $175,000

Total Manufacturing Overhead for 2022: $375,000

Developing the Manufacturing Overhead Budget

Based on the above estimates, Splish Company can now prepare a detailed overhead budget,
considering monthly or quarterly variations, and including contingency reserves.

Monthly Overhead Budget Example

Assuming uniform costs throughout the year:

| Month | Units Planned | Variable Overhead | Fixed Overhead | Total Overhead |
I I I I I I

| January | 4,000 | 4,000 $3.50 = $14,000 | $16,667 | $30,667 |

| February | 4,000 | $14,000 | $16,667 | $30,667 |
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| December | 4,000 | $14,000 | $16,667 | $30,667 |

Total for the year matches the annual estimate of $375,000.

Additional Considerations in Overhead Budgeting

While the core calculation provides a baseline, Splish Company should also consider:

¢ Anticipated changes in utility rates or indirect material costs
e Potential inefficiencies or downtime affecting overhead costs
e Economies of scale reducing per-unit overhead at higher production levels

» Contingency reserves for unforeseen expenses

Using the Overhead Budget for Cost Control and
Decision Making

An accurate overhead budget serves multiple purposes beyond planning:
1. Cost Control: Identifying variances between budgeted and actual costs helps in managing
expenses.
2. Pricing Strategies: Knowing overhead costs per unit aids in setting profitable sales prices.

3. Profit Planning: Combining overhead with direct costs and sales forecasts guides profitability
analysis.

4. Capacity Planning: Understanding fixed and variable costs informs decisions on scaling
production up or down.

Conclusion

Preparing the manufacturing overhead budget for 2022 is a vital process for Splish Company to
ensure efficient operations and financial stability. Starting with the expected units of production, the
company can categorize costs into fixed and variable components, estimate overall expenses, and



develop a practical budget that aligns with production goals. By carefully analyzing relevant data and
incorporating potential variances, Splish can establish a robust overhead budget that facilitates
effective cost control, pricing, and strategic decision-making throughout 2022.

Key Takeaways:

- Accurate unit forecasts are fundamental to overhead budgeting.

- Differentiating fixed and variable overhead costs enhances estimation accuracy.

- Regular review and adjustment of the budget ensure responsiveness to operational changes.
- Effective overhead budgeting supports overall financial health and competitive advantage.

By systematically approaching its manufacturing overhead budget, Splish Company can set clear
financial targets, monitor performance, and optimize resource utilization—key factors in achieving
manufacturing excellence in 2022 and beyond.

Frequently Asked Questions

What is the main purpose of preparing a manufacturing
overhead budget for Splish Company in 2022?

The main purpose is to estimate and plan for all manufacturing overhead costs that will be incurred
during the production process in 2022, ensuring proper cost control and budgeting.

What key data about units is needed to prepare the
manufacturing overhead budget for Splish Company?

Relevant data include the number of units expected to be produced, the overhead cost per unit, and
the total estimated units for the year.

How does the expected production volume influence the
manufacturing overhead budget for Splish Company?

Higher expected production increases total manufacturing overhead costs, while lower production
reduces these costs, impacting the overall budget and resource allocation.

What fixed manufacturing overhead costs should Splish
Company consider when preparing its budget?

Fixed costs such as depreciation, salaries of factory supervisors, rent, and insurance should be
included, as they do not vary with production volume.

How can Splish Company use the units data to determine
variable manufacturing overhead costs?

By multiplying the variable overhead rate per unit by the expected number of units produced, they



can estimate total variable overhead costs.

Why is it important for Splish Company to distinguish
between fixed and variable manufacturing overhead costs in
their budget?

Distinguishing helps in accurate cost estimation, control, and decision-making, as fixed costs remain
constant regardless of production volume, while variable costs fluctuate with units produced.

What challenges might Splish Company face when estimating
units for the manufacturing overhead budget?

Challenges include inaccurate production forecasts, market fluctuations, and unforeseen operational
issues that can lead to over- or under-estimation of units.

How can historical data on units produced improve the
accuracy of Splish Company's manufacturing overhead budget
for 2022?

Historical data provides insights into production trends and helps in making more accurate estimates
of future units, leading to a more precise overhead budget.

What role does the projected unit output play in determining
the total manufacturing overhead for 2022?

Projected unit output directly impacts the total manufacturing overhead by determining the total
variable costs and influencing fixed cost allocations per unit.

How should Splish Company adjust its overhead budget if the
units produced in 2022 differ significantly from initial
estimates?

They should review and revise their budget estimates, reallocate fixed costs per unit, and adjust
variable overhead projections based on actual production levels to maintain accuracy.

Additional Resources
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As companies gear up for a new fiscal year, meticulous planning becomes paramount to ensure
operational efficiency and financial stability. For Splish Company, a manufacturer with a diverse
product line, preparing the manufacturing overhead budget for 2022 is a critical step in its strategic
planning process. This budget not only provides insights into anticipated costs but also lays the
foundation for effective cost control, pricing strategies, and profit planning. In this article, we will



explore the intricacies of constructing a comprehensive manufacturing overhead budget, examining
the relevant data, assumptions, and methodologies involved.

Understanding Manufacturing Overhead: Definition and Significance

Before delving into the specifics of Splish Company’s budget, it's important to understand what
manufacturing overhead entails. Manufacturing overhead, also known as factory overhead or
manufacturing support costs, includes all indirect costs associated with production that cannot be
directly traced to a specific product. These costs encompass:

- Indirect labor: Supervisors, maintenance staff, quality control personnel
- Factory utilities: Electricity, water, heating

- Depreciation: On factory equipment and facilities

- Supplies: Maintenance supplies, cleaning materials

- Other indirect costs: Insurance, property taxes, factory security

The accurate estimation and allocation of manufacturing overhead are crucial because these costs

significantly impact the total cost per unit and, consequently, profit margins. An underestimation can
lead to underpricing and losses, while overestimation might result in uncompetitive pricing.

The Foundation: Units and Production Volume Data

The initial data point provided by Splish Company pertains to units, which serves as the basis for
projecting manufacturing overhead costs. While the explicit number of units is not specified in the
prompt, in a typical scenario, this figure would represent the expected production volume for 2022.
The production volume influences several key aspects:

- Variable manufacturing overhead costs: These fluctuate directly with units produced.

- Fixed manufacturing overhead costs: These remain constant within a relevant range but may vary if
production volume changes significantly.

For the purpose of this analysis, suppose Splish Company anticipates manufacturing 100,000 units in

2022. This figure forms the backbone of the budget, enabling calculations of total overhead costs
based on per-unit estimates and fixed versus variable components.

Step 1: Analyzing Historical Data and Cost Behavior

Constructing an effective manufacturing overhead budget begins with analyzing historical data. This
involves reviewing past costs, production levels, and identifying cost behavior patterns.

Variable vs. Fixed Overhead Costs

- Variable costs: Costs that vary proportionally with production volume, such as indirect materials and
certain utility costs.



- Fixed costs: Costs that do not change with production volume within a relevant range, such as
depreciation on equipment.

Splish Company’s historical data might reveal:

| Cost Component | 2021 Actual Cost | 2022 Estimated Cost | Cost Behavior |

| | | | |

| Indirect materials | $200,000 | $220,000 | Variable |

| Indirect labor | $300,000 | $330,000 | Fixed or semi-variable (depending on staffing) |
| Factory utilities | $50,000 | $55,000 | Variable |

| Maintenance | $40,000 | $44,000 | Mixed |

| Depreciation | $100,000 | $100,000 | Fixed |

| Factory insurance | $30,000 | $30,000 | Fixed |

Analysis of such data helps estimate the behavior of costs as production volume changes and informs
the budgeting process.

Step 2: Estimating Variable and Fixed Manufacturing Overhead

To develop a precise budget, Splish Company must segregate costs into variable and fixed
components.

Variable Overhead Rate

The variable overhead rate per unit can be calculated by analyzing the variable costs relative to units
produced. For example:

- Total variable costs in 2021 (estimated):

- Indirect materials: $200,000

- Factory utilities: $50,000

- Indirect labor (assuming semi-variable, but for simplicity, treat as fixed here)

Alternatively, if detailed data is available, indirect labor costs can be split into fixed and variable
portions.

Assuming the total variable overhead is approximately $250,000 for 100,000 units, the variable
overhead rate per unit is:

“Variable Overhead Rate = Total Variable Overhead / Total Units’

“Variable Overhead Rate = $250,000 / 100,000 units = $2.50 per unit’

This rate indicates that for each additional unit produced, overhead costs increase by $2.50.
Fixed Overhead Estimate

Fixed costs are those that remain constant regardless of production volume within the relevant range.
In 2021, fixed overheads totaled:



- Depreciation: $100,000

- Factory insurance: $30,000

- Maintenance (fixed portion): $10,000
Total fixed overhead = $140,000

This fixed component is allocated across units, influencing the per-unit overhead cost as production
volume varies.

Step 3: Calculating Total Manufacturing Overhead for 2022

Using the estimated units and the breakdown of costs, the total manufacturing overhead for 2022 can
be projected.

Suppose Splish Company expects to produce 100,000 units in 2022. The budget calculation would be:
Total Variable Overhead:

“Variable Overhead Rate ($2.50) x Estimated Units (100,000) = $250,000°

Total Fixed Overhead:

Remains at $140,000, assuming no change in fixed costs.

Total Manufacturing Overhead:

"$250,000 (variable) + $140,000 (fixed) = $390,000°

This budgeted figure provides a comprehensive view of expected manufacturing support costs, aiding
in pricing and profit analysis.

Step 4: Allocation and Cost Control Strategies

Once the total manufacturing overhead is estimated, the next step involves allocating these costs to
individual units and departments, as well as establishing control mechanisms.

Cost Allocation

- Per-Unit Overhead Cost:

Total overhead divided by units produced:

“$390,000/ 100,000 units = $3.90 per unit’

- Departmental Allocation:

If Splish Company operates multiple departments, overhead costs can be allocated based on usage

drivers such as machine hours, labor hours, or square footage.

Cost Control Measures



Effective budgeting is not solely about estimation but also about controlling costs. Strategies include:

- Regular variance analysis comparing actual costs against budgeted figures.
- Implementing process improvements to reduce waste.

- Negotiating better rates with utility providers or suppliers.

- Monitoring fixed cost levels to identify potential reductions.

Step 5: Incorporating Sensitivity and Scenario Analysis

Given the uncertainties inherent in forecasting, Splish Company should perform sensitivity analysis to
understand how changes in production volume or costs impact the budget.

Scenario Examples:

- Higher Production Volume: If actual production surpasses 100,000 units, fixed costs per unit
decrease, improving profitability.

- Cost Fluctuations: Increases in raw material prices or utility rates can inflate overhead costs,
necessitating adjustments in pricing or cost-saving initiatives.

Such analyses help in preparing contingency plans and making informed managerial decisions.

Conclusion: The Significance of a Well-Prepared Overhead Budget

Preparing an accurate manufacturing overhead budget is a vital component of operational planning
for Splish Company. By carefully analyzing cost behavior, estimating variable and fixed costs, and
projecting total overheads, the company can set realistic production targets, price products
competitively, and identify opportunities for cost savings.

Moreover, a robust overhead budget serves as a benchmark for performance evaluation throughout
the year. Variance analysis between budgeted and actual costs enables managers to identify
inefficiencies and implement corrective actions promptly.

As Splish Company advances into 2022, integrating these budgeting principles ensures that its
manufacturing operations are aligned with financial goals, competitive pressures, and market
dynamics. Through diligent planning and continuous monitoring, the company can optimize its
overhead costs, enhance profitability, and secure a sustainable position in its industry.

In summary, constructing a manufacturing overhead budget involves understanding cost behavior,

analyzing historical data, estimating variable and fixed costs, and applying these insights to project
total overheads based on anticipated production units. For Splish Company, this process is essential
to navigate the complexities of manufacturing costs and achieve operational excellence in 2022.



Splish Company Is Preparing Its Manufacturing Overhead
Budget For 2022 Relevant Data Are As Follows 1 Units

Splish Company Is Preparing Its Manufacturing Overhead Budget For 2022 Relevant Data Are As
Follows 1 Units

Related Articles

e An Investment Gains $5 On One Day. The Next Day. It Loses$3 In Value. Represent Each Of
These Using Integers.
e Mark Cohen Argues That The Main Reason For Groups To Adopt Agriculture Was:a) The

Failure Of Hunter-gatherers

e A Compound With A Molecular Ion Peak At M/z = 106 Has A Strong Peak At 1739cm-1 In Its
IR Spectrum. Determine

Back to Home


https://sip.evo9x.com/ma44/splish-company-is-preparing-its-manufacturing-overhead-budget-for-2022-relevant-data-are-as-follows-1-units.pdf
https://sip.evo9x.com/ma44/splish-company-is-preparing-its-manufacturing-overhead-budget-for-2022-relevant-data-are-as-follows-1-units.pdf
https://sip.evo9x.com/ma44/an-investment-gains-5-on-one-day-the-next-day-it-loses-3-in-value-represent-each-of-these-using-integers.pdf
https://sip.evo9x.com/ma44/an-investment-gains-5-on-one-day-the-next-day-it-loses-3-in-value-represent-each-of-these-using-integers.pdf
https://sip.evo9x.com/ma44/mark-cohen-argues-that-the-main-reason-for-groups-to-adopt-agriculture-was-a-the-failure-of-hunter-gatherers.pdf
https://sip.evo9x.com/ma44/mark-cohen-argues-that-the-main-reason-for-groups-to-adopt-agriculture-was-a-the-failure-of-hunter-gatherers.pdf
https://sip.evo9x.com/ma44/a-compound-with-a-molecular-ion-peak-at-m-z-106-has-a-strong-peak-at-1739cm-1-in-its-ir-spectrum-determine.pdf
https://sip.evo9x.com/ma44/a-compound-with-a-molecular-ion-peak-at-m-z-106-has-a-strong-peak-at-1739cm-1-in-its-ir-spectrum-determine.pdf
https://sip.evo9x.com

