[image: BOLC_Logo]
 (
Assignment Cover Sheet
)



	Student Name:
	Thato Ndebele

	Student Number:
	1403

	Course:
	Accounting and Finance

	Assignment NO:
	9



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.
	



Student Statement:

By submitting this assignment, I confirm that this is my own work.



	Student Signature
	Thato Ndebele
	Date
	28/05/2016




For Tutor / Assessor Use Only
	Total Marks
	

	Marks Obtained
	

	Percentage / Grade
	







								Name: Thato Ndebele
								Student number: 1403
								Assignment number: 9
								Page: 2

1. Main differences between fixed and flexible budgets
 
-For a fixed budget, the figures are for a single level of activity while a flexible budget is prepared for different levels of activity.
-Under flexible budget, managers are held responsible for variances not under their control (both fixed and variable).
-The fixed budget is never able to assess properly the efficiency and actual performance of the manager.
-Flexible budget allows more meaningful comparison as it flexes to the actual volume. It computes what costs should have been for the actual level of activity.
-Flexible budget has the advantage of assisting the managers’ deal with uncertainty by allowing them to see the expected outcomes of a range of activities.

Why fixed budgets are preferred in government departments

Government departments prefer fixed budgets because fixed budgets do not change over the level of activity and are based on the standard fixed level of activity. In most government departments the same procedures and activities are followed over and over so they use fixed budget as the activity does not change. The fixed budget allots the same amount of money each financial period on the necessities so this allows the government departments to compare each budget to measure success.

Benefits of fixed budgets
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 toward
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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.

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 calculate long term success.

Benefits of flexible budgets

Usage in variable cost environment- The flexible budget is especially useful in businesses where costs are closely aligned with the level of business activity such as retail environment where overheads can be segregated and treated as fixed cost, while the cost of merchandise is directly linked to revenues.
Budgeting efficiency- Flexible budgeting can be used to more easily update a budget for which revenue and other activity figures have not yet been finalized.
Performance measurement- Since flexible budget restructures itself based on activity levels; it is a good tool for evaluating the performance of managers.

2. Zero based budgeting- In zero budgeting, past figures are not used as the starting point. The budgeting process starts from scratch with the proposed activities of the year. The result is a more detailed and accurate budget, but it takes more time and energy to prepare a budget in this way. This technique is essential for new organization that is proactive in taking on new challenges.

Zero based budgeting entails that the organization must review the efficiency of the ongoing projects from time to time in addition to making decisions for future
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projects. Ideally top managers, who can take responsibility and have discretionary costs, should carry out this review. These costs are not linked with the volume of operational activity and hence, the management decides the amount to be budgeted. Examples of such costs include expenditure on research and development, legal advisory services, and personnel administration.

Zero based budgeting reviews programs from scratch. Managers, who are proposing the approval of certain projects and programs, must justify their proposal and support their fund requirement with logical evidence. No funds or projects are approved based on precedence or past practices. In other words each program is reviewed based on its merits and amount of output it is going to produce, keeping in view the input that it requires. Every time a new budget is prepared, all projects, new and existing, have to be justified based on their efficiency and usefulness at that point I time.

Budget preparation activities involve:
-Examining all elements of managers budget requests
-Review and analysis o ongoing projects, in addition to new activities
- Giving managers a range of choices from which they have to prioritize and allocate resources accordingly.

Zero budgeting is conducted in the following steps
· Determining the objectives of budgeting
· Deciding the scope of application
· Developing decision units
· Developing decision packages
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Advantages of zero based budgeting
-It is a systematic evaluation technique for the organization through which it can allocate resources and prioritize programs
-It makes sure that the managers are only undertaking activities that are essential for the organization and in the most efficient manner.
-Management is capable of making well-informed rational budgetary decisions that are based on cost benefit analysis rather than making arbitrary budget increases or decreases.
-It implements the system of management by objectives in order to fulfill the goals of a traditional budget, in addition to other purposes.
-It provides alternative courses of action for insufficient activities.


3. How variance in budgets can be used as a tool of control in an organization

The difference between planned and actual figures in a budget is called budget variance. A favorable variance is one that enables a business to increase its profits, for example if the sales revenue is higher than budgeted. An adverse variance will reduce profits, for example if costs are higher than budgeted. By spotting adverse variances, managers are able to take control actions for example by cutting out waste to reduce costs or by increasing advertising or promotion when sales are less than expected.

Control is the process through which managers are able to keep their business on track. Managers create various financial and budgetary planning tools which they then monitor rat regular intervals. When variances are spotted appropriate management actions are required to put the business back on plan.
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Variances analysis attempts to find the reasons that actual figures were over or under forecast so that either; corrective action can be taken to reduce variances in the future (an exercise in static budgeting) or: figures for future spending can be adjusted as necessary (the practice of flexible budgeting).

A variance presents management with two alternatives: either adjust the plan in future periods to conform more closely to revenue or spending realities, or to take action to impact future spending and revenues so as to bring forecast and actual figures closer together. The former option (adjusting the plan) is called flexible budgeting.  
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