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Q:1)  Based on Capacity, there are two types of budget that can be prepared, they are fixed and flexible budget. Fixed Budget is a budget that remains constant, irrespective of the levels of activity while a Flexible Budget, changes with the change in the activity level. Both of them are completely opposite to each other. If you are looking for the difference between fixed budget and flexible budget, then you are at the right place. You can find all the important differences below.
Content: Fixed Budget Vs Flexible Budget
Comparison Chart
Definition
Key Differences
Conclusion
Comparison Chart
Basis for Comparison                  Fixed Budget                            Flexible Budget
	Meaning
	The budget designed to remain constant, regardless of the activity level reached is Fixed Budget.
	The budget designed to change with the change in the activity levels is Flexible Budget.

	Nature
	Static
	Dynamic





	Activity Level   
	     Only one
	Multiple

	Performance Evaluation
	Comparison between actual and budgeted levels cannot be done accurately, if there is a distinction in their activity levels.
	It provides a good base for making a comparison between the actual and budgeted levels.

	Rigidity
	Fixed Budget cannot be modified as per the actual volume.
	Flexible budget can be easily modified in accordance with the activity level attained.

	Estimates
	Based on assumption
	Realistic and Practical
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Definition of Fixed Budget
For understanding the term fixed budget, first know the meaning of the two words fixed and budget. Fixed means firm or stable and budget is an estimate of economic activities of the business. So in this way, Fixed Budget refers to an estimate of pre-determined incomes and expenditures, which once prepared, does not change with the variations in the activity levels achieved. It is also known as Static Budget.
Fixed Budget is best suited for the organizations where there are less chances of fluctuations in the prevailing conditions or if the organization is not influenced by the change in the external factors and the forecasting can be done easily to give close results. It also works as a yardstick to control costs.
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Fixed Budget helps the management to set the revenues and expenses for the period, but it lacks accuracy because it is not always possible to correctly determine future needs and requirements. Further, it operates only on a single activity level under only one condition. While framing the fixed budget, it is assumed that the existing conditions are not going to be changed in the near future, which proves untrue. So in this way, it it difficult to measure the performance, efficiency or capacity.
Definition of Flexible Budget
Flexible means easily adjustable and Budget refers to an anticipated plan made for the financial activities of the entity. Therefore, flexible budget is a financial plan created for different activity levels. It can be freely adjusted or re-casted on the basis of output produced. It is logical and practical because, cost can be easily determined at various activity levels.
While preparing a flexible budget first of all, the costs are divided into three major segments, namely: fixed, variable and semi-variable where semi- variable costs are further classified into fixed and variable cost and then budget is designed accordingly. A number of budgets are prepared for alternative output levels to show the amount of expense to be reached at each level of activity.
Flexible Budget is best suited for the organization where there is a high degree of variability in sales and productions or the industries which can be easily affected by the external factors or fluctuations in the market conditions are relatively high etc.
Key Differences between Fixed Budget and Flexible Budget
The following are the major differences between fixed budget and flexible budget:
1. The budget, which remains constant, regardless of the actual output levels is known as Fixed Budget. Flexible budget, is a budget which can be easily adjusted according to the output levels.
2. Fixed Budget is static in nature while Flexible Budget is dynamic.
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3. Fixed Budget operates in only one activity level, but Flexible Budget can be operated on multiple levels of output.
4. Fixed Budget is based on the assumption, whereas Flexible Budget is realistic.
5. Fixed Budget is inelastic, as it cannot be re-casted as per the actual output. Conversely, Flexible budget is elastic because it can be easily adjusted according to the volume of output.
6. Flexible Budget proves more accurate to evaluate the performance, capacity and efficiency of the activity level compared to Fixed Budget.

The Advantages & Disadvantages of Flexible and Static Budgets
Your small business needs an overall operating budget to survive. As your company grows, each department will also need separate budgets to meet costs and complete objectives. Implementing a system using flexible and static budgets can provide the advantages of controlling your business' departmental finances while still allowing the mobility necessary to meet the unexpected challenges and opportunities of the business world.
Comparing the Numbers
A flexible budget allows you as a business owner to compare how your company's actual sales figures stack up against expected sales figures. For example, a flexible budget for a restaurant may have performance expectation figures based on 100 guests, 200 guests and 300 guests served in a night. This can be a partial indicator of your company's overall level of performance and can be a sign of overachieving or under-performing, depending on the numbers.
Dependence on Hindsight
Your small business cannot prepare a flexible budget until the end of a financial quarter. As such, a flexible budget depends on hindsight to adjust your company's financial expectations 
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and can do nothing to help you adjust the performance or sales of the quarter that just passed. In essence, your small business must fly blind for a quarter before you can collect sufficient data to adjust your expectations for future fiscal quarters. 
Controlling Business Costs
A static budget does not adjust its volume during the year regardless of sales figures or company performance. For example, if the budget for sales commission in your small business is $2,000, this budget will remain the same even if your sales personnel break sales records. The cap on your company's budget helps your business control its costs and provides a level of certainty for your finances. This allows you to maximize your savings and ensure your company is spending every penny as wisely as possible.
Lack of Budget Mobility
The strength of a static budget is also its greatest weakness. The lack of mobility in your budget lines means you won't have the ability to allocate resources to prop up under-performing areas of your business, provide additional capital in the event of equipment failure or seize a new market opportunity. This can lead to a drag on your revenue stream that cause your company to operate at a loss for the year. A company that's losing money can cause a snowball effect where investors choose other business opportunities, further exacerbating your diminished funds.
Alternative
If you find that a static budget does not work for you, consider a different approach. If you abandon a static budget in favor of a more flexible one, not only will it put your mind at ease, but you may notice that your spending is not as excessive as you think. Rather than allocating $200 a month for groceries, monitor your expenses over several months. For instance, assume that you spend $220, $170, $150 and $250 on food in June, July, August and September, respectively. Notice that you sometimes exceed your ideal budget of $200. However, if you add those numbers and calculate the average expenses, your monthly 
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average is $197.50 -- a few dollars below the limit. Now that you know the average, you can base your budget on that number. Instead of guiding your budget, the budget establishes itself and guides you.
Responsibility for spending monies raised from taxation and other sources has always been at the heart of the modern concept of government.
Prior to the 19th Century, this was principally a matter of funding the armed forces, with social improvement and economic development left largely in the hands of the private sector. The notion that the Government was responsible for improving the lot of the public for paternalistic reasons became established during the Victorian era, and accelerated in the first half of the 20th Century, with the growing influence of socialism and related doctrines.
The First and Second World Wars, unsurprisingly, pushed public spending as a proportion of Gross Domestic Product up dramatically (from under 15 per cent to over 45 per cent, and from around 25 per cent to over 60 per cent, respectively). After each, however, the "size" of government did not revert to its prewar state, with public spending undergoing two step-changes upwards - a phenomenon known as the "ratchet effect". The experience of the Second World War, in particular, was responsible for the birth of the modern "welfare state" and the National Health Service, each representing a massive expansion of state responsibilities and spending commitments.
Coinciding with a period of social democratic "consensus politics", the ascendancy of Keynesian economics in the postwar years up to around 1980, saw public spending treated as an instrument of macroeconomic management. This produced a volatile, but clearly upward trend until the mid-1970s.
The economic crises of the 1970s led in political terms to the eclipse of Keynesianism, and the revival of neoclassical liberal economics and monetarism under the Thatcher governments. From the mid-1980s to around 1999, the trend was downwards. Since then, it has risen again. Nonetheless, since the late 1970s, public spending as a proportion of GDP has remained between 48 per cent and 37 per cent.
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Shortly after coming to power in 1997, Labour shifted the basis of financial management from one-year cycles to three-year cycles, in order to facilitate stability. Prior to the adoption of the current Spending Review process, public bodies had suffered from uncertainty about future allocations, making the planning of multi-year programs difficult. Treasury rules about recovery of unspent funds at the end of the year also encouraged inefficient spending. Under the present system, funds can be carried over between years within the Spending Review period.
The fiscal strategy of the previous Labor government was based on five key principles as laid out in the government's "Code for Fiscal Stability 1998" - transparency, stability, responsibility, fairness and efficiency. These principles were in turn implemented through observance of two fundamental rules. The "Golden Rule"- stipulating that the Government would borrow only to invest and not to fund current spending, and the 'Sustainable Investment Rule' - which held that public sector net debt, all things being equal, would be maintained below 40 per cent of GDP over the economic cycle. Public Sector Spending frameworks were subsequently tailored in order to adhere to these targets.
The Coalition government elected in May 2010 stated that its most urgent priority was to tackle the UK's record deficit in order to restore confidence in the British economy and support the recovery. Subsequently the Chancellor, George Osborne, set out details of how the new Government intended to save £6.2 billion from spending during the 2010/11 financial year as a first step towards cutting the unprecedented £156 billion deficit.
The savings, which the Treasury and the Bank of England said were "feasible and advisable", would be found by cutting waste and low value programs across government. In addition to £6.2bn of savings in non-protected departments, savings in health, defense and international aid would be reinvested in front line services in those departments. The autumn spending review published in October 2010 fixed spending budgets for each Government department up to 2014-15.
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Conclusion
Fixed Budget is mainly based on assumptions which are unrealistic and so this is not applicable on business concerns, but if we talk about Flexible Budget it is more practicable. The former is does not help to make comparison, if the actual and budgeted outputs differ, but the latter proves to helpful to judge the performance by comparing actual output with the budgeted targets. Cost Ascertainment is also not possible in case of fixed budget if the actual and budgeted levels of activity vary and the same can be easily determined in case of flexible budget.
Q:2)
A zero-base budget requires managers to justify all of their budgeted expenditures, rather than the more common approach of only requiring justification for incremental changes to the budget or the actual results from the preceding year. Thus, a manager is theoretically assumed to have an expenditure base line of zero (hence the name of the budgeting method).
In reality, a manager is assumed to have a minimum amount of funding for basic departmental operations, above which additional funding must be justified. The intent of the process is to continually refocus funding on key business objectives, and terminate or scale back any activities no longer related to those objectives.
The basic process flow under zero-base budgeting is:
1. Identify business objectives
2. Create and evaluate alternative methods for accomplishing each objective
3. Evaluate alternative funding levels, depending on planned performance levels
4. Set priorities
The concept of paring back expenses in layers can also be used in reverse, where you delineate the specific costs and capital investment that will be incurred if you add an additional service or function. Thus, management can make discrete determinations of the exact 
                                                                                                   Student Name: Shakeel Ahmed
                                                                                              Student ID# 1507, Assessment # 9, 
                                                                                                                                    Page No: 9
combination of incremental cost and service for their business. This process will typically result in at least a minimum service level, which establishes a cost baseline below which it is impossible for a business to go, along with various gradations of service above the minimum.
Advantages of Zero-Base Budgeting
There are a number of advantages to zero-base budgeting, which include:
· Alternatives analysis. Zero-base budgeting requires that managers identify alternative ways to perform each activity (such as keeping it in-house or outsourcing it), as well as the effects of different levels of spending. By forcing the development of these alternatives, the process makes managers consider other ways to run the business.
· Budget inflation. Since managers must tie expenditures to activities, it becomes less likely that they can artificially inflate their budgets – the change is too easy to spot.
· Communication. The zero-base budget should spark a significant debate among the management team about the corporate mission and how it is to be achieved.
· Eliminate non-key activities. A zero-base budget review forces managers to decide which activities are most critical to the company. By doing so, they can target non-key activities for elimination or outsourcing.
· Mission focus. Since the zero-base budgeting concept requires managers to link expenditures to activities, they are forced to define the various missions of their departments – which might otherwise be poorly defined.
· Redundancy identification. The review may reveal that the same activities are being conducted by multiple departments, leading to the elimination of the activity outside of the area where management wants it to be centered.
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· Required review. Using zero-base budgeting on a regular basis makes it more likely that all aspects of a company will be examined periodically.
· Resource allocation. If the process is conducted with the overall corporate mission and objectives in mind, an organization should end up with strong targeting of funds in those areas where they are most needed.

In short, many of the advantages of zero-base budgeting focus on a strong, introspective look at the mission of a business and exactly how the business is allocating its resources in order to achieve that mission.
Disadvantages of Zero-Base Budgeting
The main downside of zero-base budgeting is the exceptionally high level of effort required to investigate and document department activities; this is a difficult task even once a year, which causes some entities to only use the procedure once every few years, or when there are significant changes within the organization. Another alternative is to require the use of zero-base budgeting on a rolling basis through different parts of a company over several years, so that management can deal with fewer such reviews per year. Other drawbacks are:
· Bureaucracy. Creating a zero-base budget from the ground up on a continuing basis calls for an enormous amount of analysis, meetings, and reports, all of which requires additional staff to manage the process.
· Gamesmanship. Some managers may attempt to skew their budget reports to concentrate expenditures under the most vital activities, thereby ensuring that their budgets will not be reduced.
· Intangible justifications. It can be difficult to determine or justify expenditure levels for areas of a business that do not produce “concrete,” tangible results. For example, what is the correct amount of marketing expense, and how much should be invested in research and development activities?
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· Managerial time. The operational review mandated by zero-base budgeting requires a significant amount of management time.
· Training. Managers require significant training in the zero-base budgeting process, which further increases the time required each year.
· Update speed. The extra effort required to create a zero-base budget makes it even less likely that the management team will revise the budget on a continuous basis to make it more relevant to the competitive situation.
The basic tenets of Zero Based Budgeting are:
· Budgeting is not accounting. It is accountability. As such it is not the exclusive responsibility of finance manager or the top executive. Zero Based Budgeting involves everyone in decision making.
· Past activities should not exist simply because they have acquired a history. They should exist if there is a need and someone takes the responsibility for justifying the need for their existence.
· Future activities must fit into the organizational objectives and strategy must pass the test of necessity and cost-benefit analysis.
· It is not the expenditure that should justify the output; it should be the output that must justify the expenditure.
Zero Based Budgeting requires each manager to:
· Establish objectives of the program consistent with organizational objectives and gain agreement on them;
· Define and devise alternative ways of achieving the objectives;
· Select the most practical and effective alternative;
· Break the chosen alternative into incremental levels of efforts;
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· Assess the cost and benefits of each incremental level;
· Describe the consequences of disapproval of the activity; and
· Rank all the activities of the unit in priority order.
Formulation of Zero Base Budget steps:
1. Identification of "Decision Units"
2. Preparation of "Decision Packages"
3. Prioritization of decision packages within a decision unit.
4. Prioritization of decision packages of various decision units.
5. Allocate resources.
6. Monitor and evaluate.
· Decision Unit: Each cost center can be a decision unit. Decision units should be a particular activity or a group of activities that can be independent and meaningfully identified and evaluated. Decision units should not overlap. The decision units should be discrete entities for management purposes, e.g. sites or programs.
· Decision Package: A decision package is a document, which identifies a discrete activity, function or operation within a Decision Unit for evaluation and comparison with other activities. Each decision package should be "standalone" containing the following information:
· Identification data - program/activity for which the package is made.
· Objective of the decision unit.
· Objective of the decision package.
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· Feasibility Assessment:
· Is the program required?
· Is the program technically feasible?
· Is the program operationally viable?
· Is the program sound?
· The benefit-cost analysis:
· Benefit /output (tangible) at existing/threshold/optimum level.
· Tangible costs at the existing/threshold and optimum level.
· Yearly phasing of the proposed expenditure.
· Consequence of non-funding.
· Alternatives considered
· Ranking /Prioritization
The following are examples of criteria for ranking a decision package:
· Statutory/Legally committed active programs.
· Emergent programs arising from national events.
· Advancement of knowledge or using innovative methods
· Application of knowledge - proven methods for raising output.
· Development of Technology based solutions
· Welfare/safety issues
· Facilitation of policy/decision making
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· Funding Decisions
Once all the decision packages have been ranked on the basis of pre-determined criteria, the funding decisions for the cost of total decision packages is made. While funding a decision package, it is necessary for management to indicate also the level at which activity/program should be carried out existing, threshold, or optimum level.
· Monitoring & Evaluation
Since all the decision packages have to compete for funding, only those, which are most relevant to the organization, are funded. The monitoring and evaluation is done on the basis of the content and particularly the outputs described in the decision packages with fixed accountability.
Q:3)
In its simplest form a budget is a plan or forecast in the form of a list, showing spending items and/or incoming revenue items, with a figure for each item. As time passes, actual spending or revenue may be entered into the list to compare with the originally budgeted figure. If there is a difference between planned and actual figures, the difference is called a variance. 
A company's operating budget, for instance, may forecast spending for employee training. The annual training spending figure may be set first, for management and control purposes, but this can be broken down later into monthly or quarterly figures. Two quarters into an annual budget cycle, figures for budget item "Employee Training" might look something like this:
[image: One budget item example]

Employee training is a single budget item for one company. The budget initially contains only the budgeted spending figures for each quarter. When it occurs, however, actual spending is entered next to budgeted spending, along with the budget variance.
A variance for each quarter is found by subtracting planned spending from actual spending. The variance is usually presented both in currency units and as a percentage of the planned figure. Here, a positive variance means that spending is over budget and a negative variance means that spending is under budget.  However, note that this convention is not universally observed: some people prefer to show overspending as a negative figure by calculating variance as the planned figure less the actual figure.
In the real business world, some variance between actual and budgeted figures is normal and expected. Large quarterly variances, however, call for either (1) adjusting the forecast to represent the new expected reality, or (2) controlling actual spending in future quarters so that the yearly variance comes closer to zero. (For more on these options, see the section Variance analysis and flexible budgets below.)
Most organizations plan spending and revenue management with a budget hierarchy. That means that planning begins with high level budgets, such as the company wide (or organization wide) capital and operating budgets. In these high level plans, spending items and revenues usually correspond closely to the revenue and expense items in the organization's chart of accounts. Lower level plans may further divide higher level categories, or even represent single, specific revenue or spending items.  
Here are a few of the levels in one company's budget hierarchy: 








[image: Part of an organization's budget hierarchy]
Part of one company's budget hierarchy. Funding requests for the next budgeting cycle will normally be solicited from the "bottom up." Once all requests are "rolled up" through the highest level, the Budget Office and senior management will start making budgetary spending decision for the highest levels, and then move downward.
In setting planned figures, senior management is responsible for authorizing spending amounts for high level categories (for example, the "Marketing Budget" above). Middle and lower level managers in Marketing will be responsible for dividing the marketing budget further into lower level budgets for areas such as research, advertising, and events. Each of these areas may be further divided, as the chart suggests.
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