Question 8 - Budgeting
Ginger Products Limited produces high quality fashion coats and jackets.  For many years, the budget holder for each department has submitted their local budgets to the company accountancy department who consolidate these into one single Budget Report for the Senior Management Team (SMT) and the company directors.  These reports are important in the production planning process.
The local budgets are often revised during the year by the departmental managers to ensure that they achieve their local targets.  The SMT have become increasingly concerned about this practice and they have decided to address it in order to have more relevant information on which to base their decisions.
Budget report for the year ending 31 December 2013  
	
	Budget
	Actual
	Variance

	Sales units 
	6,000
	6,500
	500

	Production units 
	7,000
	6,750
	(250)

	
	
	
	

	(x £1,000)
	
	
	

	Sales 
	155
	185 
	30

	Direct materials 
	30 
	35 
	(5)

	Direct labour 
	80 
	70 
	10

	Variable production overhead 
	20 
	25 
	(5)

	Fixed production overhead 
	43 
	48 
	(5)

	Cost of sales 
	173 
	178
	(5)

	Gross profit 
	-18 
	7
	25



Required: 
(a)  Produce a flexed budget statement for the year ending 31 December 2013.
(b)  Discuss the advantages and disadvantages to management of using the flexed budget statement over the original budget statement.  
[bookmark: _GoBack](c)  Calculate the Sales Price variance and the Sales Volume variance and briefly comment on the resulting actual sales when compared with the budgeted sales. 

