
Chapter 13
Flexible budgets and performance reporting
Solutions to QuestionsPRIVATE 

13-1
A static budget is a budget geared toward a single level of activity. It remains unchanged even if the activity level changes.

13-2
A flexible budget is a budget that is geared to a range of activity, rather than to a single level. Since a flexible budget is geared to a range of activity, it is dynamic in nature. A flexible budget can be tailored for any level of activity within the relevant range, even on an after-the-fact basis. By contrast, a static budget is geared for only one activity level.

13-3

1. There should be a causal relationship between the activity base and variable overhead costs.

2. The activity base should not be expressed in pounds or other currency.

3. The activity base should be simple and easy to understand.

Exercise 13-1

Note: All numbers below are in Swiss francs, with the exception of the number of cars.

LAVAGE RAPIDE

Flexible Budget

For the Month Ended August 31

	
	
	Activity (cars)

	Overhead Costs
	Cost Formula

(per car), SFr
	8,000
	9,000
	10,000

	
	
	
	
	

	Variable overhead costs:
	
	
	
	

	Cleaning supplies
	0.80
	6,400
	7,200
	8,000

	Electricity
	0.30
	2,400
	2,700
	3,000

	Maintenance
	0.20
	1,600
	1,800
	2,000

	Total variable overhead costs
	1.30
	
	   10,400
	11,700
	13,000

	
	
	
	
	

	Fixed overhead costs:
	
	
	
	

	Operator wages
	
	9,000
	9,000
	9,000

	Depreciation
	
	6,000
	6,000
	6,000

	Rent 
	
	8,000
	8,000
	8,000

	Total fixed overhead costs
	
	23,000
	23,000
	23,000

	
	
	
	
	

	Total overhead costs
	
	33,400
	
	34,700
	
	36,000


Exercise 13-2 (10 minutes)

	
	
	Cost
	
	Machine-Hours

	
	
	Formula
	
	15,000
	
	20,000
	
	25,000
	

	Variable costs:
	
	
	
	
	
	
	
	
	
	

	Utilities
	
	£0.30
	
	
	£ 4,500
	
	£ 6,000
	
	£ 7,500
	

	Indirect labour
	
	1.40
	
	
	21,000
	
	28,000
	
	35,000
	

	Supplies
	
	0.20
	
	
	3,000
	
	4,000
	
	5,000
	

	Maintenance
	
	0.10
	
	
	1,500
	
	2,000
	
	2,500
	

	Total variable costs
	
	£2.00
	
	
	30,000
	
	40,000
	
	50,000
	

	
	
	
	
	
	
	
	
	
	
	

	Fixed Costs:
	
	
	
	
	
	
	
	
	
	

	Indirect labour
	
	
	
	
	52,000
	
	52,000
	
	52,000
	

	Maintenance
	
	
	
	
	18,000
	
	18,000
	
	18,000
	

	Depreciation
	
	
	
	
	90,000
	
	90,000
	
	90,000
	

	Total fixed costs
	
	
	
	
	160,000
	
	160,000
	
	160,000
	

	Total overhead costs
	
	
	
	
	£190,000
	
	£200,000
	
	£210,000
	


Exercise 13-3 (10 minutes)

1.
Predetermined overhead rate:
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Total

=


Variable element: £57,000 ( 30,000 DLH = £1.90 per DLH

Fixed element: £168,000 ( 30,000 DLH = £5.60 per DLH

	2.
	Direct materials, 2.5 metres @ £8.60
	
	£21.50

	
	Direct labour, 3 hours* @ £6.00
	
	18.00

	
	Variable overhead, 3 hours @ £1.90
	
	5.70

	
	Fixed overhead, 3 hours @ £5.60
	
	16.80

	
	Total standard cost per unit
	
	£62.00


*30,000 hours ( 10,000 units = 3 hours per unit.



