The information shown below was taken from the annual manufacturing overhead cost budget of Samantha Company.

Variable manufacturing overhead costs ……………..$34,650

Fixed manufacturing overhead costs ………………..$19,800

Normal production level in labor hours ………………16,500

Normal production level in units ………………………4,125

Standard labor hours per unit ………………………………4

During the year, 4,000 units were produced, 16,100 hours were worked, and the actual manufacturing overhead was $55,000. Actual fixed manufacturing overhead costs equaled budgeted fixed manufacturing overhead costs. Overhead is applied on the basis of direct labor hours.

Instructions

(a) Compute the total, fixed, and variable predetermined manufacturing overhead rates.

(b) Compute the total, controllable, and volume overhead variances.

(c) Briefly interpret the overhead controllable and volume variances computed in (b).
SOLUTION 

	(a)
	Item
	
	Amount
	
	Hours
	
	Rate

	
	
	
	
	
	
	
	

	
	Variable overhead


Fixed overhead


Total overhead

	
	$34,650

 19,800
$54,450
	
	16,500

16,500

16,500
	
	$2.10

 1.20
$3.30


(b)
Total overhead variance:

	
	Actual Overhead

$55,000
	–

–
	Overhead Applied

$52,800

(16,000* X $3.30)
	=
	$2,200 U 



*4,000 X 4 hrs. = 16,000 hrs.


Overhead controllable variance:

	
	Actual Overhead
$55,000
	–

–
	Overhead Budgeted
$53,400
[(16,000 X $2.10) + $19,800]
	=
	$1,600 U 



Overhead volume variance:

	
	Fixed Overhead

Rate

$1.20
	X

X
	Normal Capacity

Hours

[(16,500
	–

–
	Standard Hours

Allowed

(4,000 X 4)]
	=
	$600 U 


(c)
The overhead controllable variance is generally associated with variable overhead costs. Thus, this variance indicates the production manager’s inefficiency in controlling variable overhead costs.


The overhead volume variance relates to fixed overhead costs. This variance indicates whether plant facilities were efficiently used. In this case 500 (16,500 – 16,000) hours of plant capacity were not utilized.

