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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. 
	1. What is the main difference between fixed and flexible budget? Why fixed budgets are preferred in government departments? Discuss the benefits of both types of budgets. (10)

The main difference between the fixed and flexible budgets, is that in the fixed budget, there can not be any proper use of a budged for the future, by the management of a business, because in the future, costs, production and sales numbers of the business, could change, and the fixed budged does not allow that. The fixed budged, has a fixed volume of activity, which makes it not flexible for any future changes in the activity of the business. 

A business will find difficult to plan for the future, if a fixed budget is applied. 

The fixed budgets are the the preferred by the government, because, they are based on a organization units and departments, and the expenditure is based on a category. The expenditure is calculated based on a fixed period of time.

The main object of the fixed budget used by the government departments, is to be able to control the expenditure, which is based on a category. 

Somehow, there are some management approaches to the application of a fixed budget used by the government departments, so that the input can be matched to the output. The budged does not depend on changing costs, sales or performance, but is much more affected, by various management approaches.

The benefits of the fixed budget are;

· the activity can be fixed

· control over expenditure

· linked input with output

The benefits of the flexible budget are;

· it changes with the level of production

· variable and fixed costs can change

· useful for unpredictable sales

· if a business can not foresee the future

        demand

· if there are natural disasters

· if there is shortage of labor


2. What is zero based budgeting? Explain the process of zero based budgeting. (10)
With the zero based budgeting, the managers of the business, start each program or project, from a new start, regardless, of how the previous projects have performed, and regardless of the previous costs.

Each individual project or program, is considered on how well it performs for itself, and what will be its own individual output.

Each individual project or program, in the past and present, must be considered individually and separately, for their own merits.

There are certain costs, which are not dependent on the operational activity of the business, and the managers of the business, decide what the budget will be, for those on-going projects, in the business.

The process of the zero budgeting is having the following steps;

· Objectives of the budgeting

Some objectives of the budgeting can be to cancel some projects, which are not effective and also reducing some costs.

· Scope of application

This is to decide how far the application of the budget will be applied. If it will apply to all areas of the organization, or only to some.
· Decision units

This units are about estimating the costs and benefits for each unit. The unit are independent from one another.
· Decision packages

The decision packaging is created by asking questions like;

Is an activity necessary? If an activity is considered not to be necessary, that it will be canceled.

How about the costs and the benefits of that activity? 

Should an activity be performed in the same way like the activities in the past, or it will be performed independently from the past activities?

3. How variance in budgets can be used as tools of controls in an organization. Explain this using illustrations.

The different types of budged used, will have a different result in the activities and the projects of the business.

The different budgets can help to estimate and calculate how the various business activities are performing, by the use of control ratios.

The use of control ratios, helps the business, to compare the result of the performance of the business, with that of how well the various budgets bring results.

The bigger the percentage of the various ratios, the better it is for the business.

There are various control ratios which can be used like; Activity ratio, Capacity ratio, and the Efficiency ratio. 

The Activity ratio, measures the activity of the business organization for specific time.

The Capacity ratio measures the actual budgeting hours utilized in the production.

The Efficiency ratio measures the hours worked and the production.
The following is an illustration of the various ratios used;

Activity Ratio = Standard hours for actual production x 100 
                                         Budgeted hours

Capacity Ratio = Actual hours worked x 100 

                          Budgeted hours


Efficiency Ratio = Standard hours for actual production x 100 

                                    Actual hours worked
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