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Student Resource 3.1
Reading: Budgeting
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A critical focus of managerial accounting is budgeting. A budget is a tool that helps a company plan its financial operations. Managerial accountants consider many aspects of a company's financial picture to make recommendations about budgeting. According to the company goals, they aim to help the organization put its money where it can be used best.
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A budget is a written financial plan for a business over a specific period, usually a year. It is also broken down into shorter periods to allow for constant comparison with actual activity to keep on top of performance and make changes when necessary. The budget allocates the amount of money that a company plans to spend on a particular activity or resource and the amount of revenue it needs to earn. Each department in a business has its budget, and all departments' budgets are put together to make one master budget for the business. The budget is the plan the business works to follow to achieve financial goals and success. 
When working on budgets, businesses need to answer the following questions:
· How much can we sell next year and how much will we charge?
· How much will it cost to produce our product?
· Do we need to change our production process?
· How much are our operating expenses?
· Do we need to hire employees? How many, and how much will we pay them?
· How much payroll tax and unemployment tax will we pay?
· How much money do we need to borrow, and how much will our payments be?
· Do we need to purchase additional equipment?
· Are there any economic factors that might impact our business over this budgetary period?
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When it comes to budgeting, teams look to many sources for their budgeting information. Budget planners gather internal information, including financial records and departmental plans. Gathering budget information from many sources in the company helps make the budget realistic. Another advantage of getting budgeting information from employees is that it's more likely that the staff in each department will be committed to the budget if they have a say in its development.
Companies must also look at the external influences on their budget. These include regional and international economic conditions that may affect them, such as a recession. Depending on the type of firm, other external influences on a company's budget may include strikes, changes in the cost of supplies or product development, changes in consumer buying habits, and other business conditions. Regardless of the information they uncover, successful budget teams always consider data carefully to create successful operational plans.
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Budgeting teams meet and follow these steps when creating a budget:
First, they analyze previous years' income statements and balance sheets to identify critical financial trends and surmise their impact. For instance, the managers of a chewing gum company may find that because of an increase in the price of wintergreen flavoring compound, their cost to produce the gum has increased. As they work on the budget, they will be deciding how to deal with this. Perhaps they want to discontinue the wintergreen flavor, increase its price, or simply pay more for the flavoring, reducing profits. All of these decisions affect the company's bottom line: profits. 
Once managers have analyzed the numbers, they set goals for the business. Often these budgetary goals are very specific, such as increasing operating profits by 2% or decreasing liabilities by 4.5%. Managers contribute their expertise, and the team considers current economic conditions and other factors before they finalize the budget. They then develop an operational plan, a statement of how the business plans to meet these goals. This helps them project the budget's impact on their future sales, costs, and profitability. 
Finally, they monitor the plan weekly or monthly to evaluate whether the company is on track or if modifications to the budget need to be made.
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Budgeting allows managers to understand how much money their departments need to achieve their goals. It also gives them a chance to coordinate with other managers to make sure they are making the proper purchasing, marketing, manufacturing, and other decisions in the proper order. Managers use budgets to forecast their sales, costs, and expenses of the future. 
Budgeting also allows managers to check how effective their plans and processes are and what resources they will need in the future. It provides both authority to managers because it allows them to spend money according to the budget and responsibility because their performances are usually evaluated by how they met, or did not meet, the goals outlined in the budget. 
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Budgeting means making carefully thought-through decisions. Without a plan, a company cannot expect to reach its goals or become profitable. Budgets help identify where resources should and should not be spent according to the company's goals. When all parties in a company know its goals and have an operational plan to help them achieve those goals, they are using a budget as it is intended. By analyzing the real results of the budget every year, a firm can be more successful in achieving its goals.



Student Resource 3.2
Note-Taking Guide: Locating Budget Information
Student Name:_______________________________________________________ Date:___________
Directions: List at least three sources, internal (from within the company) or external (outside the company), where managers can find budget information. Then recommend specific data the managers should obtain before proposing the budget. Use the list of possible sources below and the examples provided in the first row of each table to help you. 
Internal Sources of Information: 		External Sources of Information: 
Financial records—provided by DCT		Local, regional, international economic information 
Expected price changes				Strikes in relevant businesses
Sales promotion plans				Price changes—fuel, commodities, goods
Market research studies				Changes in consumer buying habits
Projected sales costs				
Cost of products development					
	Research & Development: Build a better sound system

	Source: Market research studies
Data: What types of phone applications could use old movies?


	Source:
Data:


	Source:
Data:


	Production: Improve encryption

	Source: Cost of product development
Data: What technology is needed to improve encryption? How much will it cost?
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	Source:
Data:


	Source: 
Data:




	Marketing: Promote projectors to other venues

	Source: Market research studies
Data: How many DVD companies are using DCT, and how many are using Palmer Technology Group (PTG)?

	Source: 
Data: 


	Source: 
Data: 


	Sales: Hire associates in Asia

	Source: International economic data
Data: What is considered a competitive salary for sales associates in Asia?


	Source:
Data:


	Source:

	Data:




Student Resource 3.3
Reading: Locating Budget Information
Directions: After completing this reading, think about what information the managers of the four departments should gather to bring to the budget meeting. 
DCT is a company that leads the market in converting old films, commercials, and televisions into digital media. DCT enhances sound and color to create a modern look for its DVDs, video games, and other media products. DCT has been in business for 12 years, and thanks to careful budgeting, has remained profitable. 
Cody Nakamura is the assistant controller at DCT, and much of his job duties involve managerial accounting. He prepares the company's quarterly and annual financial statements and analyzes them to help DCT be efficient and profitable. This year he's been asked to work with the department heads to gather all of the information needed to propose DCT's annual budget.
Cody holds a meeting to get the budgeting process started and explains to all department managers that he wants them to gather the information to help track performance and make budgetary decisions for the coming year. He provides the sales department with all the sales figures from the previous year, broken down by quarter. He gives the production department a breakdown of all of their costs from last year. He also provides the managers the actual selling and administrative expenses from the previous year.
Before they meet with the board of directors to discuss the goals of DCT for the upcoming year and make a budget, Cody would like to know each manager's goal for his or her department. Some department managers propose new spending because they believe that this spending will translate into higher earnings for DCT. Four departments are asking for extra funding this year:
The Research and Development department wants to create more phone applications and would like funding to proceed with its ideas.
Production wants to improve encryption on the various media to combat piracy. 
Marketing wants to start promoting its products to new venues such as museums.
Sales wants to hire new associates in the Asia office.
A recent competitor, Palmer Technology Group (PTG), has entered the market. PTG has been successful in gaining a large share of the film-to-DVD-conversion market, especially in Latin America. However, DCT has a competitive advantage over PTG: only DCT is in Asia at the moment. The Asian market is growing, and DCT sees potential in expanding all of its digital media offerings there. However, piracy is a significant issue in Asia, and it cuts into profitability. 
Student Resource 3.4
Memo: Budget Posters 
TO: 		AOF Managerial Accounting Students
FROM:        	Marciana Lo-Tonkin, Financial Director, Small Business Association
DATE: 		Today’s date
SUBJECT: 	Budgeting Posters

We at the Small Business Association strive to help business owners be as effective and profitable as possible. One of the essential factors in business success is budgeting. We must help convey this information to all the clients we serve and find that the posters that we display in our office are a helpful way to get clients informed. This is why we are announcing a call for posters that include the following:
The six steps of the budget process 
The five purposes of budgeting
Two reasons why budgeting is essential for all businesses
A visual to enhance the information on the poster
A prominent title 
We hope that these posters will help clients understand the budgeting process, especially why it is so crucial for business owners. Please make sure that your posters meet or exceed the following assessment criteria:
They address the target audience, namely the clients of the Small Business Association.
The design of the posters fits the topic of the assignment to promote the message.
The posters communicate the message to the target audience.
They are neat and presentable and use proper spelling and grammar.
Please create these posters and submit them to your teacher as directed. We thank you in advance for your important work for the Small Business Association.
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Steps in the budgeting process
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* Analyze previous years’ financial records for trends.

* Collect budget information.

* Set goals for the next
fiscal year.

¢ Develop an operational plan.

* Forecast the effects of the
budget decisions.

* Monitor, evaluate, and
update the budget during
the fiscal year.

How are budgeting and forecasting related?
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Budgeting helps companies in many ways
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¢ Communication between
management, employees,
and departments

¢ Coordination of resources
and schedules

* Planning to meet goals
and forecasting

¢ Evaluation: comparing the
budget with performance
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Budgeting is essential for success
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* Contributes to profitability

* Eliminates wasteful
spending

* Keeps alignment with
goals
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* Provides benchmarks
for comparison

Should employee salaries be based on meeting budget goals?
Why or why not?
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A budget is a company’s financial plan
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* A budget covers a specific period of time.
* Each department has its own budget.

¢ All departments’ budgets are
put together to make a
master budget.

* The budget is the plan the
business uses to achieve
financial success.

How can budgeting benefit companies, large or small?




