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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. 
	Please insert your completed assignment ( in word format)  here:

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

   A fixed budget is a financial plan that does not change at all through the budget period (usually a year). Changes in actual activity levels do not have any influence on fixed budget. It’s used by most companies which results in large variations between actual and budgeted results. Here’s an example of a fixed budget: if we assume that a company pays commission on it’s sales at a rate f 10%. If that company prepares a fixed budget for sales of £1 million, it’s budget for commissions will be fixed at £100k. If the actual sales end up being more/less than £1 million, the commissions will remain unchanged.

   Fixed budget allows a business to measure both - short and long term budgets. It allocates a certain amount of money towards essentials and if there is any money left at the end of the period, it’s a profit. This type of budget helps to measure the profit as well as performance – it’s easy to compare each monthly and yearly budgets. This helps small businesses to keep track of expenditure and adapt business model accordingly. Fixed budget helps with keeping costs down, it forces financial discipline at all levels of business.

   Government departments prefer to have fixed budgets as it helps to control expenditure and to ensure that the government is accountable and follows all regulations.

   A flexible budget is a budget that adjusts to changes in the volume of activity. Looking at the example of the fixed budget above, the difference would be that in a flexible budget the budget for commissions will not be fixed but will change according to amount of sales (eq. for sales £1.2 million, the budget for commissions will increase to £120k). This budget is prepared at the beginning of the period and any comparison between the actual result and prepared budget is meaningful. It’s a good performance evaluation tool and can be used to determine any shortcomings in actual performance during a certain period. It’s also useful in planning stage at the beginning of the accounting period. It lets the business to make changes to take care of variations in the cost of materials, selling price, wages etc.



2. How variance in budgets can be used as tools of controls in an organization. Explain it with illustrations.

Budget helps in evaluating performance and in controlling an organization through the control ratios: 

They are always expressed in percentages. A favorable ratio would be 100%.

Activity ratio measures a company’s ability to convert different accounts within its balance sheet into cash or sales. It also measures the relative efficiency of a firm based on its use of assets, leverage or other.



Capacity Ratio measures the extent to which budgeted hours have been utilized in actual production. Here is how you calculate it:




Efficiency ratio measures the degree of efficiency that the organization operates at. The calculation process is shown below.
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