Unit 3: Budgetary Control 13
Budgeting and Budgetary Control: Concept of budget, budgeting and budgetary control, objectives, merits, and limitations. Budget administration. Functional budgets. Cash Budget. Fixed and flexible budgets. Preparation of Cash Budget and flexible budgets. 

[bookmark: _GoBack]Q. What is budget?
Ans-A budget is a precise statement of the financial and quantitative implications of the course of action that management has decided to follow in the immediate next period of time (usually a year).
Thus, the essential features of a budget are as follows:
a. It is a statement expressed in monetary and/or physical units prepared for the implementation of policy formulated by the management.
b.  It is laid down prior to the budget period during which it is followed.
c.  It is prepared for the definite future period.
d.  The policy to be followed to attain the given objective must be laid before the budget is prepared.
Q. What is the meaning of Budgeting?
Ans-Budgeting is the complete process of designing, implementing and operating budgets. The main emphasis in this is short-term budgeting process involving the provision of resources to support plans which are being implemented.
Q. Meaning of budgetary control
Ans- A budgetary control system secures control over performance and costs in the different parts of a business:
(i) by establishing budgets
(ii) by comparing actual attainments against the budgets; and
(iii) by taking corrective action and remedial measures or revision of the budgets, if necessary.
budgetary control means laying down in momentary and quantitative term what exactly has to be done and how exactly it has to be done over the coming period and then to ensure that actual results do not diverge from the planned course more than necessary.

Q. Write the difference between forecast and budget?
Ans-Following are the difference-
	Forecast
	Budget

	(i) Forecast is a mere estimate of what is likely to happen. It is a statement of probable events which are likely to happen under anticipated conditions during a specified period of time.
	Budget shows that policy and program to be followed in a future period under planned conditions.

	(ii) Forecasts, being statements of future events, do not connote any sense of control.

	A budget is a tool of control since it represents actions which can be shaped according to will so that it can be suited to the conditions which may or may not happen

	(iii) Forecasting is a preliminary step for budgeting. It ends with the forecast of likely events.
	It begins when forecasting ends. Forecasts are converted into budgets

	(iv) Forecasts have wider scope, since it can be made in those spheres also where budgets can not interfere
	Budgets have limited scope. It can be made of phenomenon non capable of being expressed quantitatively.




Q. What are the objectives of budgetary control?
Ans-The objectives of budgetary control are the following:
(a) To use different levels of management in a co-operative endeavour for achievement of the objectives of the firm.
(b)  To facilitate centralized control with delegated authority and responsibility.
(c)  To achieve maximum profitability by planning income and expenditure through optimum use of the available resources.
(d)  To ensure adequate working capital in other resources for efficient operation of business.
(e)  To reduce losses and wastes to the minimum.
(f)  To bring out clearly where effort is needed to remedy the situation.
(g)  To see that the firm is not deflected from marching towards its long-term objectives without being overwhelmed by emergencies.
(h)  Various activities like production, sales, purchase of materials etc. are coordinated with the help of budgetary control.

Q. What are the advantages of budgetary control?
Ans- advantages of a budgetary control system are enumerated below:
(a) Budgetary control aims at maximization of profits through effective planning and control of income and expenditure - directing capital and resources to the best and most profitable channel.
(b)  There is a planned approach to expenditure and financing of the business so that economy is affected in the utilization of funds to the optimum benefit of the concern.
(c)  It provides a clear definition of the objective and policies of the concern and a tool for objecting
(d) these policies to periodic examination.
(e)  The task of managerial co-ordination is facilitated through budgetary control.
(f) Reports are furnished under the principles of management or control by exception. Only deviations from budgets which point out the weak spots and inefficiencies are properly looked into.
(g)  It cultivates in the management the habit of thinking ahead - making careful study of the problems in advance before taking decisions.
(h)  A budgetary control system assists delegation of authority and is a powerful tool of responsibility accounting.
(i)  Budgets are the fore-runners of standard costs in the sense that they create necessary conditions to suit setting up of standard costs.
(j) Since it involves foreseeing difficulties of various types, it will lead to their removal in time.
Q. What are the limitations of budgetary control?
Ans-Following are the limitations of budgetary control-
1) Budgetary control starts with the formulation of budgets which are mere estimates. Therefore, the adequacy or otherwise of budgetary control system, to a very large extent, depends upon the adequacy or accuracy with which estimates are made.
2)  Budgets are meant to deal with business conditions which are constantly changing. Therefore, budgets estimates lose much of their usefulness under changing conditions because of their rigidity. It is necessary that budgetary control system should be kept adequately flexible.
3)  The system of budgetary control is based on quantitative data and represent only an impersonal appraisal to the conduct of business activity unless it is supported by proper management of personal administration.
4)  It has often been found that in practice the organisation of budgetary control system become top heavy and, therefore, costly specially from the point of view of small concern.
5)  Budgets and budgetary control have given rise to a very unhealthy tendency to be regarded as the solvent of all business problems. This has resulted in a very Luke-warm human effort to deal with such problems and ultimately results in failure of budgetary control system.
6)  It is a part of human nature that all controls are resented to. Budgetary control which places restrictions on the authority of executive is also resented by the employees.
Q. Write a short note on (a) Budget Centre (b) Budget manual (c) Budget report (d)Budget key factor (e) Master Budget (f) Flexible Budget.(g) Zero base budget
[bookmark: _Hlk41140076]Ans-
(a) Budget Centre: A budget centre is a section of the organisation of the undertaking defined for the purpose of budget control. Budget centre should be established for cost control and all the budgets should be related to cost centers. Budget centres will disclose the sections of the organization where planned performance is not achieved. Budget centre must be separately delimited because a separate budget has to be set with the help of the head of the department concerned. To illustrate, production manager has to be consulted for the preparation of production budget and finance manager for cash budget.
(b)  Budget Manual: A budget manual is a document which sets outstanding instructions governing the responsibilities of persons and the procedures, forms and records relating to the preparation and use of budgets and it is a booklet containing standing instructions regarding the procedures to be followed and the time schedules to be observed.
(c) Budget Reports: Performance evaluation and reporting of variances is an integral part of all control systems. Establishing budgets in itself is of no use unless a comparison is made regularly between the actual expenditure and the budgeted allowances, and the results reported to the management. For this purpose, budget reports showing the comparison between the actual and budgeted expenditure should be presented periodically and promptly. The reports should be prepared in such a manner that they reveal the responsibility of a department or an executive and give full reasons for the variances so that proper corrective action may be taken. The reporting should be on the principle of exception and both favorable and unfavorable variances should be shown and commented upon.
(d) Budget Key Factor: A budget key factor or principal budget factor is described by the CIMA London terminology as: “a factor which will limit the activities of an undertaking and which is taken into account in preparing budgets”. The limiting factor is usually the level of demand for the products or services of the undertaking but it could be a shortage of one of the productive resources, e.g. skilled labour, raw material or machine capacity
(e)  Master Budget: Master budget is a consolidated summary of the various functional budgets. A master budget is the summary budget incorporating its component functional budget and which is finally approved, adopted and employed. It is the culmination of the preparation of all other budgets like the sales budget, production budget, purchase budget etc. It consists in reality of the budgeted profit and loss account, the balance sheet and the budgeted funds flow statement.  The master budget is prepared by the budget committee on the basis of coordinated functional budgets and becomes the target of the company during the budget period when it is finally approved. This budget acts as the company’s individualized key to successful financial planning and control. It provides the basis of computing the effect of any changes in any phase of operations, such as sales volume, product mix, prices, labour costs, material costs or change in facilities. It segregates income, costs and profits by areas of responsibility. Master budget presents all this information to the depth appropriate for the top management action.
(f) Flexible Budget: The Chartered Institute of Management Accountants, London defines flexible budget as a budget which by recognizing different cost behavior patterns, is designed to change as volume of output changes. It is a budget prepared in a manner so as to give the budgeted cost for any level of activity. It is a budget which by recognizing the difference between fixed, semi-fixed and variable cost is designed to change in relation to the activity attained. It is designed to furnish budgeted cost at any level of activity attained. Flexible budgeting is desirable in the following cases:
1. 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.
2.  Where the business is a new one and is difficult to foresee the demand. Where the undertaking is suffering from shortage of a factor of production such as materials, labour, plant capacity, etc.
1. Zero Base budget: Zero base budgeting is a revolutionary concept of planning the future activities and there is a sharp contradiction from conventional budgeting. Zero base budgeting, may be better termed as “De nova budgeting” or budgeting from the beginning without any reference to any base-past budgets and actual happening. Zero base budgeting may be defined as “a planning and budgeting process which requires each manager to justify his entire budget request in detail from scratch (hence zero base) and shifts the burden of proof to each manager to justify why he should spend any money at all. The approach requires that all activities be analysed in decision packages which are evaluated by systematic analysis and ranked in order of importance”.

Q. What are the difference between Traditional budget and zero base budget?
Ans-Difference between Traditional Budgeting and Zero Base Budgeting
a) Traditional budgeting is accounting-oriented. Main stress happens to be on previous level of expenditure. Zero base budgeting makes a decision oriented approach.
b)  In traditional budgeting, first reference is made to past level of spending and then demand is made for inflation and new programmes. In zero base budgeting a decision unit is broken into understandable decision packages which are ranked according to importance to enable top management to focus attention only on decision packages which enjoy priority to others.
c)  In traditional budgeting, some managers deliberately inflate their budget request so that after the cuts they still get what they want. In zero base budgeting, a rational analysis of budget proposal is attempted.
d) Traditional budgeting is not as clear and responsive as zero base budgeting.
e)  In traditional budgeting, it is for top management to decide why a particular amount should be spent on a particular decision unit. In zero base budgeting this responsibility is shifted from top management to the manager of decision unit.
f)  Traditional budgeting makes a routing approach while zero base budgeting makes a very straightforward approach and immediately spotlights the decisions packages enjoying priority over others
Q. What are the classification of Budget
Ans-Following is the classification of budget
A. Based on scope  
[bookmark: _Hlk41216295][bookmark: _Hlk41143511]        	 a. Functional Budget
 i). Sales Budget
 		 ii). Production Budget
 iii). Production cost budget
·  Material Budget
·  Laboure Budget
·  Plant Budget
[bookmark: _Hlk41216320]iv). Overheads Budget
· Manufacturing Budget
· Selling & distribution Budget
v). Research & development Budget
iv). Financial Budget
· Cash Budget
· Capital expenses Budget
b. Master Budget
B. Based on efficiency
a. Fixed Budget
b. Flexible Budget
C. Based on condition
a. Basic Budget
b. Current Budget
D. Based on period
a. Long period Budget
b. Short period Budget.

Q. What is functional budget? Explain any two of functional budget.
Ans-Budgets for a period are really classified according to the various activities in the organisation. All activities are interrelated. The forecasts for individual activities are prepared and co-ordinated with those of other activities and then consolidated to show the total effect of all the activities as a whole. Approved targets for individual functions are known as “functional budgets”. The consolidation of all functional budgets is known as the “Master Budget”. This is nothing but the targeted profit and loss statement and balance sheet of the organisation.
Principal functional budgets are:
(a) Sales Budget
(b) Production Budget
(c) Production cost budget
(d) Overheads Budget
(e) Research & development Budget
(f) Financial Budget
(a) Sales Budget: The sales budget is a forecast of total sales, expressed in terms of money and quantity. The first step in the preparation of the sales budget is to forecast as accurately as possible the sales anticipated during the budget period. Sales forecasts are influenced by a variety of factors, external as well as internal. External factors include general business conditions, Government policy, etc. Internal factors consist of sales-prices, sales trend, new-products, etc. The sales-budget is based on sales forecasting which is the responsibility of the sales manager and market research staff. The sales budget is regarded as the keystone of budgeting.
(b) Production Budget: The production budget is a forecast of the production for budget period. It is
prepared in two parts, viz.., production value budget for the physical units of the products to be manufactured and the cost of manufacturing budget detailing the budgeted costs. The main steps involving in the preparation of a production budget are production planning; consideration of capacity; integration with sales forecasts, inventory-policies, management’s overall policies. The operation of a production budget results in various advantages, main being: optimum utilisation of productive resources of the enterprise, production of goods according to schedule enabling the concern to adhere to delivery dates, proper scheduling of factors of production.

Q. What is Cash Budget? What are the objectives of preparing cash budget?
Ans- Cash forecast precedes a cash budget. A cash forecast is an estimate showing the amount of cash which would be available in a future period. This budget usually of two parts giving detailed estimates of (i) cash receipts and (ii) cash disbursements. Estimates of cash-receipts are prepared on a monthly basis and depend upon estimated cash-sales, collections from debtors and anticipated receipts from other sources such as sale of assets, borrowings etc. Estimates of cash disbursements are based on estimated cash purchases, payment to creditors, employees remuneration, bonus, advances to suppliers, budgeted capital expenditure for expansion etc.
The main objectives of preparing cash budget are as follows:
(a) The probable cash position as a result of planned operation is indicated and thus the excess or shortage of cash is known. This helps in arranging short term borrowings in advance to meet the situations of shortage of cash or making investments in times of cash in excess.
(b)  Cash can be co-ordinated in relation to total working capital, sales investment and debt. 
(c)  A sound basis for credit for current control of cash position is established.
(d)  The effect of sudden and seasonal requirements, large stocks, delay in collection of receipts etc. on the cash position of the organisation is revealed
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