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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. Differences Between Fixed Budget and Flexible Budget
The following are the major differences between fixed budget and flexible budget:
· The budget, which remains constant, regardless of the actual output levels is known as Fixed Budget. The flexible budget is a budget which can be easily adjusted according to the output levels.
· Fixed Budget is static in nature while Flexible Budget is dynamic.
· Fixed Budget operates in only one activity level, but Flexible Budget can be operated on multiple levels of output.
· Fixed Budget is based on the assumption, whereas Flexible Budget is realistic.
· Fixed Budget is inelastic, as it cannot be re-casted as per the actual output. Conversely, the Flexible budget is elastic because it can be easily adjusted according to the volume of the production.
Benefits of using flexible budgeting

· Adapting Change
The business environment around you changes rapidly; therefore, you must adapt to these changes to make your business a success story. Using a flexible budget places you in a better position to accommodate these changes, make timely operational adjustments and take the greatest benefits from opportunities that exist in external environments. For example, if you run a shipping and courier service, you may notice the increasing cost of gasoline and that travel expenses are over budget. If you use a flexible budget approach, you could name alternatives and set them in place to lessen the cost of these increases.


· Control and Evaluation
If you find a change in your sales or production volume, you can reorganize your fund allocation based on changed circumstances. Thus, a flexible budget gives you more control during the budget period. A flexible budget also enables you to control cost, because it shows where the actual performance deviated from the planned performance. Evaluations of profits also are simpler because a flexible budget uses more points of change and shorter timelines.

· Inflation and Variance
It’s likely that you’ll face variations in the cost of materials, selling price, wages and production overhead. You need to take care of these variations and make necessary adjustments. Since these variations could have a decisive role in your company’s operational activities, you need to use a flexible budget, which enables you to measure these variations using variance analysis. A variance analysis simply compares planned outcomes to actual results.

Benefits of using fixed budgeting
· Measure Profits
A fixed budget allows a business to measure both short-term and long-term budgets. The fixed budget allocates a set amount of money towards essentials such as overhead costs. Any money left over at the end of the month (or any other period you review your budget) is your profit. This may seem simple and straightforward but bears mentioning, since you cannot accurately measure profits without a budget. Further, the fixed budget makes profit measurement easier, since you allocate the same amount of money towards necessities on a regular basis. Profit measurement becomes more difficult if the budget constantly fluctuates.

· Measure Performance
Since a fixed budget allots the same amount of money each month on necessities, you can compare each monthly budget to measure success. You can also measure yearly budgets to measure long-term success. This comparison gives you immediate insight into which months have better cash flow and the reason for that. One month's increased expenditure in one area and decrease in another may have produced a stronger financial result than expected. The regular, fixed budgeting allows small business owners to keep track of such changes and change the business model accordingly to take advantage of positive financial changes.

· Keeping Costs Down
The fixed budget inevitably keeps costs down so long as the business abides by the strict financial limits placed upon the entire business. This forces the business to make savvier spending decisions as opposed to more expensive and possibly riskier investments if no cap on expenditures exists. It forces financial discipline at almost every level in the business.

· Changes Within the Limits of the Budget
A fixed budget only works if a business can survive on it. For example, unexpected expenses such as broken equipment can cause a small business to go over the allotted money allowed by the fixed budget. A fixed budget allows a small business to keep track of such unexpected expenditures by putting money aside specifically for these situations. Further, readjustment of how money is spent within the fixed budget can also cover costs of unexpected expenses while reducing spending in other, less urgent areas. In short, the fixed budget creates financial discipline but does give a small business some room to change budgetary items within the confines of the budget to maximize the efficiency of each dollar spent.


1. Zero-based budgeting  requires managers to justify all of their budgeted expenditure it can also be explained  as a method of budgeting in which all expenses must be justified for each new period. Zero-based budgeting starts from a "zero bases and every function within an organization are analyzed for its needs and costs.

PROCESS OF ZERO BASED BUDGETS

Determining the objective of budgeting…there can be various objectives for budget 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 extend of the application of zero based budgeting has to be determined. In other words, it has to be decided whether the budget will apply to selected areas of the organization or across 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 dropped. These units are independent of each other so that they can be discontinued without having any effect on other units
Developing decision packages…..a decision package is developed in this process.

(3) In business, budget can be defined as a plan for an organization's outgoing ... The purpose is to justify funding requests by showing how funds will be used.  Control actual spending in the future, so as to bring the annual variance a cash budget is a tool for planning and controlling near-term cash inflows and outflows.
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