Fixed Budget:

This budget is drawn for one level of activity and one set of
conditions. It has been defined as a budget which is designed to
remain unchanged irrespective of the volume of output or turnover
attained. It is rigid budget and is drawn on the assumption that
there will be no change in the budgeted level of activity. It does not
take into consideration any change in expenditure arising out of
changes in the level of activity.
Thus, it does not provide for changes in expenditure arising out of
change in the anticipated conditions and activity. A fixed budget
will, therefore, be useful only when the actual level of activity
corresponds to the budgeted level of activity.
It is hardly of any use as a mechanism of budgetary control because
it does not make any distinction between fixed, variable and semivariable costs and provides for no adjustment in the budgeted
figures as a result of change in cost due to change in level of activity.
It does not provide a meaningful basis for comparison and control.
It is also not helpful at all in the fixation of price and submission
offenders.

Flexible Budget:
The Chartered Institute of Management Accountants, England,
defines a flexible budget as a budget which, by recognising the
difference in behaviour between fixed and variable costs in relation
to fluctuations in output, turnover, or other variable factors such as
number of employees, is designed to change appropriately with
such fluctuations. Thus, a flexible budget gives different budgeted
costs for different levels of activity.
A flexible budget is prepared after making an intelligent
classification of all expenses between fixed, semi-variable and
variable.
Such a budget is prescribed in the following cases:
(i) Where the level of activity during the year varies from period to
period, either due to the seasonal nature of the industry or to
variation in demand.
(ii) Where the business is a new one and it is difficult to foresee the
demand.
(iii) Where the undertaking is suffering from shortage of a factor of
production such as materials, labour, plant capacity etc. The level of
activity depends upon the availability of such a factor of production.
(iv) Where the business units keep on introducing new products or
make changes in the design of its products frequently.
(v) Where the industries are engaged in make to order business like
ship-building.

Distinction between Fixed Budget and Flexible Budget:
Following are the main differences between these
budgets:

Utility (or Importance) of Flexible Budget:

1. With flexible budget, it is possible to establish budgeted cost for
any range of activity.
2. A flexible budget is very useful for purposes of budgetary control
because it corresponds with changes in the level of activity.
3. It is helpful in assessing the performance of departmental heads
because their performance can be judged in relation to the level of
activity attained by the organisation.
4. Cost ascertainment at different levels of activity is possible
because a flexible budget is prepared for various levels of activity.
5. It is helpful in price fixation and sending quotations.
To conclude, a flexible budget is more useful, elastic and practical.

Illustration 1:
The expenses budget for production of 10,000 units in a
factory are furnished below:

