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WEEK 2 LECTURE 3 ON STANDARD COSTING.
EXTRA LECTURE MATERIAL

1. What is the difference between fixed budgets and flexible budgets? 

The budgeted and actual results of Twist Ltd for September Year 1 were as shown
below. There were no opening or closing stocks.

                                                             Budgeted                                Actual
Sales and production (in units)                1000                                     700 

                                                        £                    £                     £                       £
Sales and production
Sales                                                              20,000                                    14,200
Variable cost of sales:
Direct materials                          8,000                                   5,200
Direct labour                               4,000                                   3,100
Variable production overhead    2,000                                   1,500
                                                                       14,000                                      9,800
Contribution                                                     6,000                                      4,400
Fixed production overhead                              5,000                                      5,400
                                                                         1,000                                     (1,000)

Required:
a) Prepare a flexed budget in relation to the month of September
b) Present calculations of variances
c) Comment on possible matters to investigate in relation to each variance.










ANSWER
What is the difference between fixed budgets and flexible budgets? 
Fixed budget – budget based upon forecast output
Flexible budget – original budget restated at actual output
Flexible budgets isolate effects of changes in output from changes in price/efficiency

4. Twist Ltd
                                                   Budget                   Flexed budget         Actual        Variances
                                              1,000 units   Per unit           700 units      700 units
                                                             £             £                      £                    £
Sales                                            20,000           20              14,000           14,200          200 (F)
Variable cost of sales:
Direct materials                             8,000             8                5,600             5,200          400 (F)
Direct labour                                  4,000            4                 2,800             3,100          300 (A)
Variable production Overhead       2,000            2                1,400              1,500         100 (A)
                                                      14,000          14                9,800              9,800

Contribution                                   6,000             6                4,200              4,400
Fixed production overhead            5,000                               5,000              5,400         400 (A)
                                                       1,000                                (800)             (1,000)       200 (A)

Sales price variance indicates that the selling price exceeded the expected £20 per unit.

Direct material cost variance is favourable because the actual cost was less than the flexible
budget amount. The cause could lie in the cost per unit being less than expected, or the amount of material used being less than would be expected for output of 700 units.

Direct labour cost variance is adverse because the actual cost was greater than the flexible
budget amount. The cause could lie in the rate of pay being greater than expected (higher wage rates or higher grade of employee) or it could lie in the workforce making less efficient use of their time. 

Variable production overhead cost variance is adverse because the actual cost was greater than expected. The cause could lie in the overhead cost rate being greater than expected or it could lie in the workforce being less efficient and causing more overheads to be incurred. 

The volume of activity does not affect the fixed production overhead cost. Any difference between budgeted and actual expenditure is therefore a spending (expenditure) variance.
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