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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 the main difference between fixed and flexible budget? Why fixed budgets are preferred in government department? Discuss the benefits of both types of budgets.

To begin with, what is a budget?
The budget is a quantitative plan, expressed in monetary terms, covering a specific period (often 1 year). It gives an automatic plan a direction to follow in order to use resources and materials, which will help in conducting operation and the revenue.
(1)

Amongst them, there are 2 types of Budgets: Fixed and Flexible budgets.

· Fixed budget: is a budget that remains constant, irrespective of the levels of activity and it is static and rigid which means it is not adjustable, you cannot modify it.
· Flexible budget: can be adjusted with the change in the activity levels and it is dynamic and multiple which can be modified in accordance with the activity level attained.



The main differences between fixed and flexible budget are as follow:

· The Fixed budget remains constants regardless of the actual output whereas 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 operate in only one activity level but Flexible budget can be operated on multiples levels.
Why fixed budgets are preferred in government departments?

The government prefers to use fixed budget as it is set up with a strict policy in order to control the expenditure to ensure that the organization is abiding by legal regulation and obtain accountability and if a budget indicate the input not matched output they might be sanction. (2) For example, the budget for department for Work and Pension (DWP) Job Centre. 

What are the benefits of fixed and flexible budgets?

1. The benefits (Advantages) of fixed budget are:

· It can measure the performance and the profit in the short and long-term budgets. (2)
· It is standards and static.
· It reduces the levels of spending expenditure.
· It allows the ways to control the outcome of the production levels as it has been set up for a period (often 1 year).

Disadvantages of fixed budget:

· It can be an unrealistic estimate of future figures.
· The management will not be able to assess the requirement of the organization based on the fixed budget.
· Inability of making adjustment if there is a change in levels of productions. (2)

B. The benefits of Flexible Budget.

The flexible budget is good because:

· It can be adjusted when a business is vulnerable to natural events.
· It is designed to change with the change in the activity levels.
· It is dynamic and can be modified and used for multiple purposes.

Disadvantages of Flexible budgets

· The flexible budget is not good as it will become hard to control due the adjustment.
· It can fall into debt or penalties.

1. What is Zero based budgeting? Explain the process of Zero based budgeting.

Zero based budgeting is a method of budgeting in which all expenses must be justified for each new period. (4)

Zero based budgeting has the steps to follows such as:

· Identify business goals: reduce the cost, or is it important to carry on with the current activity, if it does not give any profit it will be cancelled.

· Develop and analyses new way to achieve goals: The application should be decided in order to know which area of the organization the budget will be applied.

· Developing decision units: each manager units should justify the budget with fresh evidence; to reason why they should take the budget including the question is that particular activity necessary if not it will be dropped. (4)

· Developing decision packages: What was the actual cost of undertaking that activity and what were its actual tangible and intangible benefits or should the organization continue to perform that activity and what should be the cost of continuing it?


1. How Variance in budgets can be used as tools of controls in an organization, explain this using illustration.

First of all what is a Variance?

A budget Variance is the difference between the budgeted or base line amount of expenses or revenue and actual amount. (5) And amongst them there are:
· Favorable variance and
· Adverse variance.

Illustration1.


	Items
	Budgets  (£)
	Actuals  (£)
	Variances(£)

	Sales Revenue
	12,000
	13,000
	1,000 Favorable

	Rent
	2,000
	2,5000
	500 Adverse

	Labor
	4,000
	3,500
	500 Favorable

	Raw material
	4,000
	4,500
	500 Adverse

	Profit
	2,000
	2,500
	[bookmark: _GoBack]500 favorable.




From  illustration1 and 2 there are change from the amounts budgeted  to the actuals for example the budgeted for sales revenue (fig1) were £12,000 then after the levels of production we noticed £13,000 in actuals which shows £1000 Variance(Favorable).
As any budget is associated with control especially the planned performance and actual performance using a variance budget as tools of controls (see fig1&2).
 

Ilustration2.


	Items
	Budget (£)
	Actuals (£)
	Variances

	Sales Revenue
	500
	600
	100 Favorable

	Wages costs
	100
	90
	10 Favorable

	Materials costs
	200
	300
	100 Adverse

	Profits
	200
	210
	10 Favorable.
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