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Kraft

Budgeting and cash flow

Link to case study
Overview: a case study of the importance of budgeting to the Kraft organisation

Learning objectives:

· to understand the importance of budgeting to a firm such as Kraft

· to understand the different types of budgets

· to understand the meaning of costs centres.

Introduction ( 5 minutes)
Kraft is the world’s second largest food company employing 110,000 staff in 60 countries. It has grown rapidly by merging and acquiring other businesses. Its product categories include:

· coffee (Kenco)

· confectionery (Terry’s Chocolate Orange)

· cheese (Philadelphia)

· cheese (Dairylea).

Introduce the concept of budgeting and the need for financial control within a firm. Just as they plan their finances (hopefully) organisations must as well. Give an overview of the lesson: examining the role and significance of budgeting, the types of budgets, the budgeting process and cost centres.

Budgeting ( 15 minutes)

A key part of Kraft’s approach is budgeting. Explain what this is (setting financial plans). Discuss what areas may need financial plans e.g. income, expenditure, production, profit budgets.

Student task: 

Why is budgeting important to an organisation?

Student task: Working in pairs students to consider the features of a good budget. Put their findings on the board. Using this and section 3 they can make notes on the features of a budget. 

Answer: e.g. explain what is being measured and the time the target must be achieved (perhaps get different groups working on each of the three tasks below).

The budgeting process (20 minutes)
Budgets must be derived from somewhere. Students need to understand the budgeting process. The starting point is the sales forecast as this show what will need to be made and expected revenues. Students to copy the diagram showing the budgeting system and make notes on it from section 3. How can sales be forecasted? (e.g. extrapolation, expert opinion, test marketing). Discuss and put ideas on the board.

What is the relationship between organisations objectives and its budgets?

AND

Feedback ( 20 minutes)

Once a budget has been set the manager needs to monitor whether or not it has been achieved and if not why not. This is known as variance analysis.


Student task: 

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

There are different ways in which the findings of variance analysis may be used e.g. simply correcting behaviour to hit the budget next time v examining whether the budget was right in the first place or whether it needs changing.

Student task: Students to read section 4 and make notes on single loop v double loop feedback.

AND

Dangers of cost budgets (20 minutes)

Setting budgets can cause difficulties e.g. good opportunities are missed because a manager does not want to overspend. Student task: Using section 6: Students to consider the possible dangers of setting cost/expenditure budgets. (e.g. distorts behaviour as managers try to cut costs).

Types of budget (18 minutes)

Explain there are in fact many types of budgets. Students to make notes on these from section 7.



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.

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.

Review (2 minutes)

Review the material covered this lesson and the importance of budgeting even in or perhaps especially in such a large organisation. However budgets can be difficult to introduce (may meet with resistance as people disagree over their size) and need to be reviewed.

Homework

1. Complete the worksheet on this case study.

2. To what extent can budgeting contribute to the success of a firm such as Kraft? (e.g. yes it can by controlling, motivating and co-ordinating BUT still need quality products, effective marketing, etc).

Kraft

Budgeting and cash flow

Questions and Answers

Why is budgeting important to an organisation?

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.

What is the relationship between organisations objectives and its budgets?

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.

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

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.

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. Link q1

i.
profit budget

ii.
income and expenditure budget

iii 
production budget

iv.
sales budget.

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.

i. 
zero based budgeting

ii.
strategic budgeting

iii.
rolling budgets

iv.
activity based budgeting.
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