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Questions

1.
Matching exercise. (match the term with the correct definition or explanation) Terms: 

· income and expenditure budget

· production budget

· profit budget

· sales budget.


i.
set out planned future sales, costs and profit figures


ii.
show how much an organisation expects to earn and spend in future periods


iii.
set out how much a company intends to produce in future periods


iv.
provides a starting point to the budgeting process outlining planned sales.

2.
(Match the term with the correct definition or explanation).

· rolling budgets

· activity based budgeting

· zero based budgeting

· strategic budgeting.


i.
starting out from scratch with ‘a fresh piece of paper’ to create a budget


ii.
identifying opportunities and creating plans to seize these opportunities


iii.
building plans for change, based on ongoing evaluation of results


iv.
ranking optional expenditures on various possible activities.

3.
Why is budgeting important to an organisation?

4.
What is the relationship between an organisations objectives and its budgets?

5.
What is the role of consultation in creating budgets?

6.
Give an example of the way in which variance analysis will help Kraft to become more effective.

7.
What sorts of expenses does Kraft incur? How does budgeting help to control these expenses?

8.
Why is double loop feedback sometimes required in budgeting?

9.
Evaluate the relative merits of the following in helping Kraft to be successful:


i.
strategic budgeting


ii.
rolling budgets


iii.
acitivity based budgets.

10.
Is it possible to create budget for all activities?
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Budgeting and cash flow

Answers

1
i.
profit budget


ii.
income and expenditure budget


iii 
production budget


iv.
sales budget.

2.
i. 
zero based budgeting


ii.
strategic budgeting


iii.
rolling budgets


iv.
activity based budgeting.

3.
Budgeting enables an organisation to plan ahead and to monitor its plans on an ongoing basis checking that the business is on track towards meeting its objectives. Adjustments can then be made in line with observed variances.

4.
Objectives set out the ends that organisations are trying to achieve. Budgets then provide more detail about how these ends can be achieved in a quantifiable way – using numbers as a planning tool to achieve business objectives.

5.
Budgets should be demanding but achievable. It is therefore necessary to make the figures that go into budgets realistic by consulting people widely across the organisation to make sure that the budget is meaningful.

6.
An example of how variance analysis will help Kraft to be more competitive, is through cost center examination of expenses involved in its activities. A cost center may note that costs of production of a particular item are higher than budgeted. One course of action might be to use alternative suppliers or to alter production methods to create greater efficiency.

7.
Kraft’s expenses include raw material and production costs, marketing expenses, selling expenses, and distribution expenses. Budgeting makes it possible to identify ways of reducing costs e.g. by not wasting expenditure on producing items that will not be sold. Budgeting also makes it possible to identify when costs are exceeding the budgeted figure, actions can then be taken to reduce these costs.

8.
Single loop feedback tells an organisation whether it is on target to achieve its budget. However, it is often important to amend the original budget in the light of experience, hence the need for double loop feedback to give greater flexibility in budgeting.

9.
Strategic, rolling and activity based budgeting all help Kraft to be more successful depending on the context. For example, strategic budgeting enables the whole organisation and its constituent parts to be more successful by identifying opportunities e.g. in the market place and then taking appropriate action such as product development, advertising, and so on to exploit a relevant opportunity. Strategic budgeting involves the big plans of the organisation. Rolling budgeting is also helpful because it builds flexibility into planning, this is where budgets can be flexed in the light of previous performance, and changing market conditions. In contrast to strategic budgeting, activity based budgeting is concerned with smaller scale activities, and how expenses and revenues can be managed for each activity a cost center is involved in. Ideally, the three types of budgeting methods explored will work together, at the strategic, and tactical levels of organisational activity.

10.
It is possible to create budgets for most organisational activities e.g. sales, production, wages, etc. In each case it is possible to plan for the future using numbers. However, it may not be possible to budget for activities which suddenly crop up e.g. for a sales meeting with a client who arrives ‘out of the blue’ or for other unforeseen events. Given more time it would be possible to budget – but given the importance of some events and their unpredictability this is not always possible. Sometimes a contingency budget is allocated for such events but the size of the funds required will be very difficult to estimate.
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