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Flexible Budgets
	A flexible budget (alternatively known as a variable budget) is a budget that flexes or adjusts with changes in activity or volume (Radu & Giju, 2015). Flexible budgets use expenses and revenues produced in an ongoing production as a frame of reference and estimate how expenses and revenues will change depending on changes in output. Often, management resorts to flexible budgets when they want to predict worst-case and best-case scenarios for a forthcoming accounting period (Radu & Giju, 2015). This enables companies to perceive their future financial performance and develop a comprehensive budget line. 
	Apart from being used to predict worst-case and best-case scenarios, flexible budgets are also used to evaluate the unsuccessful and successful areas of a previous period performance (Ayres & Stafford, 2012). Management thoroughly compares a company’s budgeted numbers with the documented performance statistics to determine whether or not the company improved and the areas that the company needs to improve.   
	Flexible budgets help managers in numerous ways. For starters, flexible budgets provide accurate budgeting. Flexible budgets are prepared for a wide range of activities; thus, a company’s performance can be compared with its budget, which results in more accurate budgeting (IONESCU, 2015). Secondly, flexible budgets provide accurate performance measurements because they incorporate changes in the level of activities and compare results derived from performance tests with the budget with regard to output achieved (Money Matters, 2020). Third, flexible budgeting ensures that various departments are well coordinated. Production budgets are prepared according to personnel, material, and sales budgets; thereby, coordination is obtained in a company (Money Matters, 2020). Lastly, flexible budgets are useful in controlling costs because they facilitate the comparison of budgeted costs and actual costs. 
	There are various forms that can be used to prepare flexible budgets. The first is the tabular form, which is the commonest method of preparing flexible budgets. Under the tabular form, variable costs, fixed costs, sales revenue, and profits at different levels of activity are shown in a statement form (Noreen, 2020). Secondly, flexible budgets can be prepared using the ratio form, where the variable and fixed costs are expressed as a ratio. Third, flexible budgets can be prepared using the graphic form. Under the graphic form, variable costs, fixed costs, and sales revenue are established and plotted on a graph. After that, the lines are extended to show different levels of activity (Lodha, 2020). 
	To prepare an effective, flexible budget, information necessitated include sales forecast (volume of sales and selling price); cost forecasts (variable expenses, direct labor, direct material, and fixed production costs), and operating expenses (variable and fixed administrative and general expenses and variable and fixed distribution and selling expenses) (Bangladesh Open University, 2020). Additionally, there are certain steps that must be followed when preparing flexible budgets, including (1) deciding the range of activities that the budget needs to be prepared around, (2) determining the cost behavior pattern (variable, semi-variable, fixed), (3) selecting activity levels and preparing budgets using those levels, and (4) preparing the fixed budget at activity levels that correspond to costs (Bangladesh Open University, 2020). 
	I have no personal experience with flexible budgets; however, one of my friends has experience with flexible budgets. The organization in which my friend worked in 2019 budgeted to have $20,000,000 in monthly sales. However, the demand for the organization’s products rose drastically in February, and sales rose to $30,000,000. The organization continued to use its initial budgeted amounts, and after a while, managers noticed that the budget to actual comparison was difficult to analyze because the organization’s budgeted revenues were $20,000,000, and this figure was used to estimate budget expenses. Soon after, the mangers discovered that the budget to actual analysis was meaningless because it was unable to adjust with changes in activity and volume. 
	The managers realized that the situation could only be helped by a flexible budget because it has the ability to accommodate significant changes in activities into account and adjust budget numbers accordingly. The drastic change in the organization was the revenue increase from $20,000,000 to $30,000,000. To address this, the management adjusted the budget numbers for February 2019 and recalculated the budgeted expenses using the actual sales of $30,000,000. Using a flexible budget provided a good way through which management could account for drastic changes in activities that were not incorporated in the original budget. 
	In another example, my uncle, who is a manager at a large corporation, told me of his experience with flexible budgeting. His company determined that its costs of supplies and electricity varied by roughly $20 for each MH (Machine Hour) used. His company also determined that other fixed costs are roughly $55,000 per month. With this information, the company determined that the monthly flexible budget would be $55,000 + $20 per MH. 
	The company was able to use the flexible budget throughout 2018. For example, in June 2018, the company’s flexible budget was $195,000 (55,000 fixed + $20 x 7,000 MH). In August, the company’s machine-hours rose to 8,500 hours, making the flexible budget for the month $225,000 ($55,000 fixed + $20 x 8,500 MH). By having a flexible budget, the company was able to function effectively because the flexible budget changed with the changes occurring in machine hours. 
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