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[bookmark: _GoBack]Supplementary Notes and Related Problems re Flexible Budget Performance Report

A Flexible Budget Performance Report contains 5 columns as follows and allows a detailed explanation as to why the actual operating income did not meet the expectations of the  Static Budget.
	
	Actual Results
	Flexible Budget Variances
	Flexible Budget
	Activity Variance
	Static Budget
	Per unit

	 Units Sold
	10,000
	0
	10,000
	2,000U
	12,000
	

	Sales
	$1,850,000
	$50,000F
	$1,800,000
	$(360,000)U
	$2,160,000
	$180

	Variable Costs
	 1,120,000
	$130,000U
	$  990000
	(198,000)F
	1,188,000
	99

	Contribution Margin
	730,000
	(80,000)U
	810,000
	(162,000)U
	972,000
	$81

	Fixed Costs
	705,000
	(5,000F)
	710,000
	-
	710,000
	

	Operating Income
	$25,000
	$(75,000)U
	$100,000
	$(162,000)U
	$262,000
	



Steps in preparing the above report:

1. Calculate the per unit SP, VC/unit, and CM per unit as in the column that is not part of the schedule shown above.
2. Since the Flexible Budget should reflect the same output units as the Actual results, use the per unit SP and VC/unit to complete the Flexible Budget column.
3. Then calculate all the static budget and flexible budget variances to complete the schedule.
Note the following:   
· the activity variance is always stated in terms of CM
· the fixed cost component of the activity variance is always zero
4. Prepare a reconciliation to show why Actual Operating Income is different from  Static Budget income as follows:

Reconciliation of  Actual Operating Income to Static Budget Income
	1. Activity variance:    2,000  units less than planned x cm/unit of  $81 =  $162,000
	($162,000)U

	2. Selling Price variance:  Selling price was  $50,000/10,000 units =  $5.00  higher  than expected     
	$50,000 F

	3. Flex. Budget Variance for Var. Costs: *  overall var. costs/unit were $130,000/10,000 or $13.00 higher than expected
	($130,000)U

	4. Fixed Cost variance:   Fixed costs were $5,000 lower than expected
	$5,000 F

	Difference to be explained:  $262,000 - $25,000 =  $
	($237,000)U


















* the Flexible Budget variance for variable costs shown above can be further sub-divided into the variable mfg. variances---- namely DM, DL, and Var. Mfg. Overhead price and efficiency variances.  The same is true of the fixed mfg. overhead component of the Fixed Cost variance shown in the above reconciliation.

Supplementary Problems re  5-column Flexible Budget Performance Report
Problem 1:  (7-25)  Flexible budget, working backward.  The Specialty Balls Company designs and manufactures ball bearings for extreme performance machinery.  The accompanying table is a partially complete variance analysis of Specialty Balls budgeted and actual results from sales platinum balls for the year ended December 31, 2008.

	
	Actual Results
(1)
	Flexible-Budget Variances
(2)=(1)-(3)
	Flexible Budget
(3)
	Sales-Volume Variances
(4)=(3)-(5)
	Static Budget
(5)

	Units Sold
	650,000
	
	
	
	600,000

	Revenue (Sales)
	$3,575,000
	
	
	
	$2,100,000

	Variable Costs
	2,575,000
	
	
	
	1,200,000

	Contribution Margin
	1,000,000
	
	
	
	900,000

	Fixed Costs
	700,000
	
	
	
	600,000

	Operating Income
	$300,000
	
	
	
	$300,000



Required
1. Complete the 5-column Flexible Budget Performance Report above
2. Prepare a reconciliation that explains the difference between Actual Operating Income and Static Budget Operating Income.  

Problem 2:  (7-23)   Flexible budgets, variance analysis.  You have been hired as a consultant by Mary Flanagan, the president of a small manufacturing company that makes automobile parts.  Flanagan is an excellent engineer, but she has been frustrated by working with inadequate cost data.
	You helped install flexible budgeting and standard costs for Flanagan’s company she has now asked you to consider the following data for May and recommend how variances might be computed in performance reports:
	Static  budget in output units
	20,000

	Actual output units produced and sold
	23,000

	Budgeted selling price per output unit
	$40

	Budgeting variable costs per output unit
	$25

	Budgeting total fixed costs per month
	$200,000

	Actual revenue
	$874,000

	Actual Variable Costs
	$630,000

	Favourable variance in fixed costs
	$5,000



Flanagan is disappointed in the May data.  Although output units sold exceeded expectations, operating income did not.  Assume that there was no beginning or ending inventory.
Required
1. Complete the 5-column Flexible Budget Performance Report  based on the above information. 
2. Prepare a reconciliation that explains the difference between Actual Operating Income and Static Budget Operating Income in terms of the various variances.

Problem 4:  (7-42)    Variance analysis, solve for unknowns.  Homerun Headgear manufactures and distributes baseball caps to ballparks and other sports venues.  Homerun’s budget for 2008 forecasts sales of 600,000 caps.  However, only 500,000 caps were sold.  Based on the data provided in the table below, calculate the missing numbers and complete the analysis.
Variance Analysis for Homerun Headgear for 2000, Incomplete
	
	Actual Results
(1)
	Flexible-Budget Variances
(2)=(1)-(3)
	Flexible Budget
(3)
	Sales-Volume Variances
(4)=(3)-(5)
	Static Budget
(5)

	Units Sold
	500,000
	
	
	
	600,000

	Revenue (Sales)
	$5,000,000
	
	
	
	$4,800,000

	Variable Costs
	1,400,000
	
	
	
	1,800,000

	Contribution Margin
	
	1,100,000 F
	
	500,000 U
	

	Fixed Costs
	1,150,000
	
	1,000,000
	
	1,000,000

	Operating Income
	
	
	
	
	


Prepare a 5-column Flexible Budget Performance Report

