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Chapter 30 - Budgetary Control
Concepts
1.

Budgets are forecasted statements for the next period. They represent the intention of the company over a
period of time.

2.

They help in controlling the company and evaluating the performance of the various managers.

3.

Make budgets in such a way that if a manager works for them with good effort, they can be achieved.

4.

One of the limitations of the budgets is that they become too rigid and usually they are comparable with
the actuals as, during the year, some unexpected things take place, which is not in hands of managers.

5.

To resolve the above problem, we have flexible budgets. During the year, if some unexpected things might
take place which is not in hands of the managers, we prepare a flexible budget so that the budget is
comparable with the actuals. Flexible budgets are prepared with a thought that what would have been the
budgets had we known those things in advance only.

6.

Styles of Budgeting: Top to down or Bottom-up approach (participative budgeting

Q2 / Category - Classwork/ Star Rating -

⭐

1.

We have to prepare a flexible budget for 5500 units, 6000 units and 6500 units. No increase
in stocks of FG will be there Hence, Quantity Produced - = Quantity sold

2.

Materials is easy. For labour, the wage rate will increase by 8%, It has been interpreted as Fixed and
variable wages.

3.

Break Factory and Selling overheads into fixed and variable. Apply changes on the TOTAL basis to fixed part
and per unit basis to variable expenses.

4.

In part (iii), we have to quote the lowest, hence following marginal cost plus.

Q3 / Category - Classwork/ Star Rating -

⭐⭐⭐

1.

It is problem with a flexible budget, which is used for performance evaluation.

2.

Do remember, budgets are prepared on the first day. During the year, some unexpected
things might take place which is not in hands of the managers. Hence, we need to prepare a
flexible budget so that the budget is comparable with the actuals.

3.

Flexible budgets are prepared with a thought that what would have been the budgets had we known those
things in advance only.
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4.

In this problem, the company is in the transport of tourists and runs buses. Due to excessive rains, 2
months were lost and further fuel prices increased. Lastly, due to rains, the paint on the buses was spoilt
and they had to be re-painted.

5.

We make the budget thinking that those things were known to us on the first day.

6.

Hence, we make a budget for the year (12 months) but thinking buses will run for 10 months as 2 months
are lost due to rains and we knew in advance fuel prices will surge and buses need to be repainted.

7.

Rest all is easy in the problem. Just check how we calculated material cost, which includes fuel.

Q4 / Category - Classwork/ Star Rating -

⭐⭐⭐

1.

It is an institute that teaches accountancy, law and economics to private and
government-funded students.

2.

Budget has been given for 8500 students. In reality, only 7850 students enrolled. We have to make a flexible
budget for 7850 students.

3.

Based on 7850 students, first, we find out what should have been the revenue. We divide 7850 in the
budgeted ratio of 80:20 (private: government) and then in the ratio of 4000:2500:2000.

4.

As far as all variable costs go, we convert those costs into 7850 students. As far as fixed go, no change. If a
cost is a mixture of fixed and variable, then first bifurcate them and then do the needful.
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