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Learning Objectives

• Understand the meaning of flexible budget

• State the need of flexible budget

• Differentiate between flexible budget and static budget

• Prepare flexible budget by using formula and table method



Budget

• A budget is a detailed financial plan that quantifies future 
expectations and actions relative to acquiring and using resources

• Budgets don't guarantee success, but they certainly help to avoid 
failure 



Flexible Budget

• The tool used by most companies to control overhead costs is called a 
flexible budget

• A flexible budget is not based on only one level of activity

• A flexible budget covers a range of activity within which the firm may 
operate

• A flexible overhead budget is defined as a detailed plan for controlling 
overhead costs that is valid in the firm’s relevant range of activity

• A detail plan for controlling overhead costs 



Need of Flexible Budget

• Seasonal fluctuations in sales and/ or production

• A company which keeps on introducing new products or makes

changes in design of its products frequently

• Industries engaged in make-to-order business

• An industry which is influenced by changes in fashion; and

• General changes in sales



Differences between Fixed Budget
and Flexible Budget



Thinks are to be considered for preparing flexible budget

• The range of activity level for which the budget is to be prepared

• Determine cost behavior

- Variable cost

- Fixed cost

- Semi-variable cost

(Segregate semi-variable cost into VC & FC, if possible)

• Select the level of activity for which the budget is to be prepared

• Flexible budget can be prepared by using the knowledge of cost 
behavior

Flexible Budgets



Developing the Flexible Budget
(Steps)

Step 1: Identify the activity index (machine hours, labour hours, 
units) and relevant range of activity

Step 2: Identify the variable costs and determine budgeted 
variable cost per unit of activity

Step 3: Identify the fixed costs and determine budgeted fixed cost 
amount of activity

Step 4: Prepare the flexible budget for selected increments of 
activity within the relevant range 



Flexible Budget (Solution Part)

Case 1: Find out budgeted total cost, 

if budgeted outputs and costs are given

Case 2: Find out budgeted total profit or loss,

if budgeted outputs, costs, and sales revenue or selling 

price are given

Case 3: Find out budgeted selling price or revenue, 

if budgeted output, cost, and desired rate of profit are 

given



Methods

(1) Formula method

(2) Tabulation method

Formula method

BA = FC + (UVC x LA)

y = a + bx

BA (y) = Budget Allowance (Budgeted total costs)

FC (a) = Total fixed cost

UVC (b) = Unit variable cost

LA (x) = Level of activity (Budgeted outputs)





Question 1 (Case 1)
Variable cost per unit = $ 5 per unit

Fixed cost = $ 10,000

Required: Flexible budgeted for budgeted outputs 1,000 units, 2,000 units and 3,000 units.

Solution: Using Formula Method

BA = FC + (UVC x LA), y = a + bx

If output = 1,000 units, BA = $10,000 + ($5 X 1,000 units) = $15,000

If output = 2,000 units, BA = $10,000 + ($5 X 2,000 units) = $20,000

If output = 3,000 units, BA = $10,000 + ($5 X 3,000 units) = $25,000

Solution: Using Table Method               Flexible Budget

Budgeted Outputs (Units) 1,000 units 2,000 units       3,000 units

Budgeted VC @ $5/unit $5,000 $10,000          $15,000

Budgeted FC $10,000   $10,000 $10,000

Budgeted Total Cost [VC+FC] $15,000 $20,000 $25,000



Question 2 (Case 1)
Budgeted Outputs (Units) 1,000 units 2,000 units   

Material $2,000 $4,000

Labour $3,000 $6,000

Manufacturing overhead $2,000 $3,000

Rent and other cost $2,500 $2,500

Total Cost $9,500 $15,500

Required:

Flexible budgeted for budgeted outputs 1,200 units, and 1,500 units.

Solution:

Cost Items Cost Behavior UVC FC

Material VC $2 -

Labour VC $3 -

Overhead Semi-VC $1 $1,000

Rent/Other FC - $2,500

Total $6 $3,500

Segregation of Semi-VC

Diff. in cost

UVC = 

Diff. in Outputs

UVC = (3000-2000) / (2000-1000)

UVC = $1 per unit

FC = TC – (UVC x Outputs)

It outputs = 1,000 units

FC = 2,000 – (1 x 1,000) = $1,000



Now, Flexible Budget

Budgeted Outputs (Units) 1,200 units 1,500 units   

VC @ $6 per unit $7,200 $9,000

Fixed Cost $3,500 $3,500

Budgeted Total Cost $10,700 $12,500



Continue question 2

Additional information, Budgeted Selling Price = $8.50 per unit

Required:

Flexible budgeted for budgeted outputs 1,200 units, and 1,500 units.

Solution Flexible Budget

Budgeted Outputs (Units) 1,200 units 1,500 units   

Budgeted Sales Revenue @ $8.50/unit   $10,200 $12,750

Variable Cost @ $6 per unit $7,200 $9,000

Fixed Cost $3,500 $3,500

Budgeted Total Cost $10,700 $12,500

Budgeted Profit (Loss) ($500) $250

Question 3 (Case 2)



Continue question 2

Additional information, Desired Profit = 20% on cost

Required:

Flexible budgeted for budgeted outputs 1,200 units, and 1,500 units.

Solution

Flexible Budget

Budgeted Outputs (Units) 1,200 units 1,500 units   

Variable Cost @ $6 per unit $7,200 $9,000

Fixed Cost $3,500 $3,500

Budgeted Total Cost $10,700 $12,500

Desired Profit @ 20% on cost $2,140 $  2,500

Budgeted Sales Revenue $12,840 $15,000

Budgeted Selling Price $10.70 $10

Question 4 (Case 3)









Question 6
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