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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 fixed and flexible budget? Why fixed budgets are preferred in government departments? Discuss the benefits of both types of budgets.

-Fixed budget is  a budget restricted or fixed by a fixed volume of activity , such a 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 budgeted level. The management will not be able to assess the requirements of the organization based in the fixed budget if the actual level of activity is different from the budgeted one. That would defeat the whole purpose of preparing a budget in the first place. Therefore, based on these limitations and inability of making adjustments, organizations whose sales and production cannot be estimated accurately beforehand do not prepare a fixed budget.

 -Flexible budget is more effective for changing levels of activity as it considers fixed and variable costs separately. Fixed costs refer to the costs that remain unchanged with changing levels of output, whereas, variable costs are those that change in proportion to the level of output. Fixed costs change only when there is a change in the capacity of production. According to the flexible budget approach, the budget controller is able to analyze the difference between actual and budgeted costs depending on the actual level of activity.
The flexible budget contains a budgeted cost for any level of activity i.e it is designed in such a way that it changes with the changing level of production. It considers both the fixed and variable aspects of cost and estimates the changes that will occur in them at different levels of operation. A flexible budget is most useful in the following situations:
· When the nature of business is such that it has unpredictable sales e.g. companies dealing with luxury or semi-luxury items.
· When a new business cannot foresee future demand accurately.e.g.novelties and fashion products.
· When a business is vulnerable  to natural events.
· When a business, which is dependent on a steady supply of labor, faces labor shortage.
	Benefits of fixed budgets
	Benefits of flexible budgets

	best suited for the organisations where there are fewer chances of fluctuations in the prevailing conditions.
	proves more accurate to evaluate the performance, capacity and efficiency of the activity level.

	operates in only one activity level.
	elastic because it can be easily adjusted according to the volume of the production.

	based on the assumption.
	realistic.

	helps the management to set the revenues and expenses for the period.
	provides a good base for making a comparison between the actual and budgeted level.



  -The fixed budget option at least signals agency managers that they are sharing the costs of      some central services, and they are all part of a single organization .It is useful for government departments  since the expense categories and income will not change from month to month and it is easily tracked. 

2. How variance in budgets can be used as tools of controls in an organization. Explain it with illustrations.
- Budget is very closely associated with control, because none of the organization’s future plans can materialize without an efficient control system in place. Exercising financial control in an organization with the help of budgets is called budgetary control. Budgetary control includes the following:
· Preparing various budgets,
· Comparing actual performance with budgetary estimates on a regular basis, and
· Revising budgets in light of changing environment.
             Budgetary control is a vital aspect of cost control and achieving the organization’s goals. It     helps in making the organization more efficient. However, it must not be rigid or resistant to individual initiative and changes in the financial environment.
Any differences (variances) are made the responsibility of key individuals who can either exercise control action or revise the original budgets. Control is provided by comparisons of actual results against budget plan. Departures from budget can then be investigated and the reasons for the differences can be divided into controllable and non-controllable factors. Thus, it enables remedial action to be taken as variances emerge.

 (
Any factors under the manager’s control can be modified to achieve desired result
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After the budget is set, the accounting system provides infor-
mation for managers to
 
monitor actual financial performance.
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