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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
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  BUDGETING AND BUDGETING CONTROL
Assignment    9
1 .Fixed Budget
Fixed budget is a budget restricted by fixed volume of activity. That budget may not be an effective tool for planning and control if the actual volume of activity is different from the planned capacity for any time period i.e. a month or a quarter .It can be an unrealistic estimate of future figures in case the volume of sales or production is not actually the same as the expected or budget level.
Flexible budget
A flexible budget is more effective for changing levels of activity as it considers fixed and variable costs separately , is able to analyze the different between actual and budgeted costs, depending on the actual level of act it is designed in a way that it changes with the changing level of production.
-Fixed budgets are preferred in government departments because the government’s preferred measure is total managed expenditure which describes all form of expenditure made by central government, local authorities and public  enterprises .This include in particular spending on social services and benefits, health provision ,transport ,defense, debt interest, housing, judicial and protective service and employment.
2. Zero Based Budgeting.
It is the current level of expenditure and revenue, current operations and activities, which decides formulation of the budget. This budget usually increases year after year, despite declining efficiency.
The process of zero based budgeting
Determining the objective of budgeting: There can be various objectives for budgeting preparation for example-reducing costs, conducting through analysis of on going projects and dropping the ones that are not efficient. 
Deciding the scope of application: The extent of the application of zero based budgeting has to be determined .It has to be decided whether the budget will apply to selected areas of the organization or cross the board.
Developing decision units: Decision units, on which a cost-benefit analysis is to be conducted, are determined and then it is decided whether the programs in question will carry on or be dropped. These units are independent of each other so that they can be discontinued without having any effect on other units.
Variance in budget can be used as tools of control in an organization: A budget might set out the planned income and expenditure of an organization for the next 12 months. Managers are then able to check whether sales are living up to budget expectations. The different between what is budgeted to happen and what actually happens is termed a variance .A favorable variance is one that enables a business to increase it profit for example if sales revenue is high than budget .An adverse variances will reduce profits manages are able to take control actions by cutting out waste to reduce cost or increasing advertising/promotion when sale are less than expected. Managers create various financial and budgetary planning tools, which they then monitor at regular intervals. 
Example:
	Sales territories
	Sales at counter
	Sales by traveling salesman
	Total estimated sales
	Actual sales

	A
	4,00,000
	50,000
	4,50,000
	6,50,000

	B
	6,00,000
	75,000
	6,75,000
	4,00,000

	C
	7,00,000
	1,00,000
	8,00,000
	8,00,000



Sales territories A shows that is making profit because total estimated sales were lower than the actual sales by $2000 so they must keep territory a running because it’s making profit.
Sales territory B is making a lose because the actual sale is lower than what we estimated so they must close down.
Sales territory C estimated sales are equal to actual sales so they must carry on with the business.
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