[bookmark: _GoBack]Answer 8 – Flexed Budgeting
(a)  Flexed budget report for the year ending 31 December 2013  
	(x £1,000)
	Original Budget
	Flexed Budget
	Actual
	Variance
	Adverse / Favourable

	Sales units
	6,000
	6,500
	6,500
	
	

	
	
	
	
	
	

	
	£
	£
	£
	£
	

	Sales 
	155
	167.4 
	185 
	17.6 
	F

	Direct materials 
	30 
	32.4
	35 
	2.6
	A

	Direct labour 
	80 
	86.4
	70 
	16.4
	F

	Variable overhead 
	20 
	21.6
	25 
	3.4
	A

	Fixed overhead 
	43 
	43.0
	48 
	5
	A

	Cost of sales 
	173 
	183.4
	178
	5.4
	F

	Gross Profit 
	-18 
	-16.0
	7
	23.0
	F



(b)  Budgets are statements used by middle and senior managers to manage and control the valuable resources of the organisation.  The forecast data and results are compared to the actual results to highlight area which are performing well (so good practice can be utilised in areas which are underperforming), and to highlight poor performing areas and identifying specific areas needing management attention.  However, budgeted results are often different to actual results so a comparison of the two is of little management use unless the original budget is adjusted to reflect the change in activity.
The un-flexed budget statement took budgeted revenues and costs and compared them to the actual revenues and costs producing variances without supporting reasons why the differences occurred.  More relevant management information is produced if the data is compared on a ‘like for like’ basis.  It is vital that differences in the data are removed.  This is a flexed budget.  
A flexed budget is still too “high level” in that it does not provide the lower level detailed data needed for effective management.  A method used to get around this is the use of more detailed variances such as price, materials and labour variances.
Flexing the budget takes into account changes that result from variations in activity levels, and others that do not result from such changes.  A flexed budget shows the expected results of the actual activity which is compared with the actual performance to give the differences (variances) leading to a greater understanding of the behaviour of the components of the overall performance of the activity.
(c)  Variances
Sales price variance = (Actual SP – budgeted SP) x Actual sales volume
= (28.46 – 25.83) x 6,500
= £17,095 (Favourable)

Sales volume variance = (Actual sales volume – Budget sales volume) x Std contribution
= (6,500 – 6,000) x 4.17
= £2,085 (Favourable)
Comment on sales- the decision to make an increase in sales price from £25.83 to £28.46 and the increase in number of items sold has resulted in a corresponding favourable increase in both Sales Price and Sales Volume variances to give an increase in sales revenue.
