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5.2 BUDGETARY CONTROL 

Definition: Budgetary Control is defined as "the establishment of budgets, relating 

the responsibilities of executives to the requirements of a policy, and the continuous 

comparison of actual with budgeted results either to secure by individual action the 

objective of that policy or to provide a base for its revision. 

Salient features: 

a. Objectives: Determining the objectives to be achieved, over the budget period, 

and the policy(ies) that might be adopted for the achievement of these ends. 

b. Activities: Determining the variety of activities that should be undertaken for 

achievement of the objectives. 

c. Plans: Drawing up a plan or a scheme of operation in respect of each class of 

activity, in physical a well as monetary terms for the full budget period and its parts. 

d. Performance Evaluation: Laying out a system of comparison of actual 

performance by each 

person section or department with the relevant budget and determination of causes 

for the discrepancies, if any. 

e. Control Action: Ensuring that when the plans are not achieved, corrective 

actions are taken; 

and when corrective actions are not possible, ensuring that the plans are revised and 

objective achieved 

Classification Of Budgets 

Budgets may be classified on the following bases – 
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Fig 1:  Classification Of Budgets 

Source: JAF Stoner, Freeman R.E and Daniel R Gilbert ― “Management”  

a) BASED ON TIME PERIOD: 

(i) Long Term Budget 

Budgets which are prepared for periods longer than a year are called Long Term 

Budgets. Such Budgets are helpful in business forecasting and forward planning. Eg: 

Capital Expenditure Budget and R&D Budget. 

(ii) Short Term Budget 

Budgets which are prepared for periods less than a year are known as ShortTerm 

Budgets. Such Budgets are prepared in cases where a specific action has to be 

immediately taken to bring any variation under control. 

Eg: Cash Budget. 

b) BASED ON CONDITION: 

(i) Basic Budget 

A Budget, which remains unaltered over a long period of time, is called Basic 

Budget. 

(ii) Current Budget 

A Budget, which is established for use over a short period of time and is related to   

the current conditions, is called Current Budget. 
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c) BASED ON CAPACITY: 

(i) Fixed Budget 

It is a Budget designed to remain unchanged irrespective of the level of activity 

actually attained. It operates on one level of activity and less than one set of 

conditions. It assumes that there will be no change in the prevailing conditions, 

which is unrealistic. 

(ii) Flexible Budget 

It is a Budget, which by recognizing the difference between fixed, semi variable and 

variable costs is designed to change in relation to level of activity attained. It 

consists of various budgets for different levels of activity 

d) BASED ON COVERAGE: 

(i) Functional Budget 

Budgets, which relate to the individual functions in an organization, are known as 

Functional Budgets, e.g. purchase Budget, Sales Budget, Production Budget, plant 

Utilization Budget and Cash Budget. 

(ii) Master Budget 

It is a consolidated summary of the various functional budgets. It serves as the 

basis upon which budgeted Profit & Loss Account and forecasted Balance Sheet are 

built up. 

5.2. 1 BudgetaryControlTechniques 

The various types of budgets are as follows 

i) Revenue and Expense Budgets: 

The most common budgets spell out plans for revenues  and  operating  

expenses  in  rupee terms. The most basic of revenue budget is the sales budget 

which is a formal and 

etailed expression of the sales forecast. The revenue from sales of products or 

services furnishes the principal income to pay operating expenses and yield  profits. 

Expense budgets may deal  with individual items of expense, such as travel, data 
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processing, entertainment, advertising, telephone, and insurance. 

ii) Time, Space, Material, and Product Budgets: 

Many budgets are better expressed in quantities rather than in monetary terms. 

e.g. direct- labor-hours, machine-hours, units of materials, square feet allocated, and 

units produced. The Rupee cost would not accurately measure the resources used or 

the results intended. 

iii) Capital Expenditure Budgets: 

Capital expenditure budgets outline specifically capital expenditures for  

plant, machinery, equipment, inventories, and other items. These budgets require 

care because they  give definite form to plans for spending the funds of  an 

enterprise.  Since a business takes  a  long time to recover its investment in plant and 

equipment, (Payback period or gestation period) capital expenditure budgets should 

usually be tied in with fairly long-range planning. 

iv) Cash Budgets: 

The cash budget is simply a forecast of cash receipts and disbursements against 

which actual cash "experience" is measured. The availability of cash to meet 

obligations as they fall  due is the first requirement of existence, and handsome 

business profits do little good when tied up in inventory, machinery, or other 

noncash assets. 

v) Variable Budget: 

The variable budget is based on an analysis of expense items to determine 

how  individual costs should vary with volume of output. 

Some costs do not vary with volume, particularly in so short a period as 1 

month, 6 months, or a year. Among these are depreciation, property taxes and 

insurance, maintenance of plant and equipment, and costs of keeping a minimum 

staff of supervisory and other key personnel. Costs that vary with volume of output 

range from those that  are completely variable to those that are only slightly variable. 

The task of variable budgeting involves selecting some unit of measure that 
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reflects volume; inspecting the various categories of costs (usually by reference to 

the chart of 

accounts); and, by statistical studies, methods of engineering analyses, and other 

means, determining how these costs should vary with volume of output. 

vi) Zero Based Budget: 

The idea behind this technique is to divide enterprise programs into 

"packages" composed of goals, activities, and needed resources and then to calculate 

costs for each package from the ground up. By starting the budget of each package 

from base zero, budgeters calculate costs afresh for each  budget  period;  thus  they  

avoid  the  common  tendency  in budgeting of looking only at changes from a 

previous period. 

Advantages 

There are a number of advantages of budgetary control: 

• Compels management to think about the future, which is probably the most 

important feature of a budgetary planning and control system. Forces management 

to look ahead, to set out detailed plans for achieving the targets for each department, 

operation and (ideally) each manager, to anticipate and give the organization 

purpose and direction. 

• Promotes coordination and communication. 

• Clearly defines areas of responsibility. Requires managers of budget  centre’s  to  be  

made responsible for the achievement of budget targets for the operations under 

their personal control. 

• Provides a basis for performance appraisal (variance analysis). A budget is basically 

a yardstick against which actual performance is measured and assessed. Control is 

provided by comparisons of actual results against budget plan. Departures from 

budget can then be investigated and the reasons for the differences can be divided 

into controllable and non- controllable factors. 

• Enables remedial action to be taken as variances emerge. 
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• Motivates employees by participating in the setting of budgets. 

• Improves the allocation of scarce resources. 

• Economises management time by using the management by exception principle. 

Problems in budgeting 

• Whilst budgets may be an essential part of any marketing activity they do have a 

number of disadvantages, particularly in perception terms. 

• Budgets can be seen as pressure devices imposed by management, thus resulting in: 

a) bad labour relations 

b) inaccurate record-keeping. 

• Departmental conflict arises due to: 

a) disputes over resource allocation 

b) departments blaming each other if targets are not attained. 

• It is difficult to reconcile personal/individual and corporate goals. 

• Waste may arise as managers adopt the view, "we had better spend it or we will lose 

it". This is often coupled with "empire building" in order to enhance the prestige of a 

department. 

• Responsibility versus controlling, i.e. some costs are under the influence of more 

than  one person, e.g. power costs. 

• Managers may overestimate costs so that they will not be blamed in the future 

should they overspend. 

MASTER BUDGET: 

The master budget is a review budget which combines all functional budgets and it may 

take the form of Financial Statements at the end of budget period. It is also called the 

operating budget. It embraces the impact of both operating decisions and financing 

decisions. It provides the necessary plan for operations during the period when all detailed 

budgets have been completed. A master budget becomes a principal document for the 

operations of the industry during the period it covers. Actually, budgets have to be 

amended several times before the position disclosed by the summary budget is accepted. A 
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master budget is an annual profit plan, which may be broken into months or quarters. 

As a result a master budget is: 

 A statement of a company’s operating policy for the budget period, and 

 A budgeted profit and loss account for the budget period and a balance sheet as at the end 

the period. 

Merits of the Master Budget: 

 A review of all the functional budgets in specific form is available in one report. 

 It presents an overall profit position of the organization for the budget. 

 It also contains the information regarding the forecast balance sheet. 

 It examines the fitness of all the functional budgets 

Performance Budgeting (PB): 

This term was used for the first time in the United States by the Hoover Commission. In 

India, Performance Budgeting was first discussed in 1954 during the Lok‐Sabah debates. 

But it was only in 1961 that the government of India issued general orders drawing the 

attention of the administrative ministries to the recommendations of the Estimates 

Committee, and requesting them to consider the issuance of suitable instructions. It was 

left to the Administrative Reforms Commission to come out with more elaborate emphasis 

on PB in 1967.Performance budgeting is a budgeting system, which involves the 

assessment of the performance of the business, and both its specific and overall 

objectives. It gives clarity about organizational objectives and provides an exact direction 

to each employee in the business. 

Meaning: 

The term performance implies results or outputs. ‘ A performance budget is one which 

presents the purposes and objectives for which funds are required, the costs of the 

programmes proposed for achieving those objectives, and quantitative data measuring the 

accomplishments and work performed under programme. Thus, PB is a technique of 

presenting budgets for costs and revenues in terms of functions, programmes and 

activities and correlating the physical and financial aspects of the individual items 
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comprising the budget. 

As per the National Institute of Bank Management, PB technique is, "the process of 

analyzing, identifying, simplifying and crystallizing specific performance objectives of 

a job to be achieved over a period in the framework of the organizational objectives, the 

purpose and objectives of the job. The technique is characterized by its specific direction 

towards the business objectives of the organization." As a result, performance budget 

accentuates the execution of specific goals over a period of time. 

Steps in PerformingBudgeting (PB): 

 Establishment of performance targets 

 Establishment of responsibility centre 

 Estimating financial requirements 

 Comparison of actual with budgeted performance 

 Reporting and action 

Zero Base Budgeting: 

The ‘Zero‐Base’ refers to a ‘nil‐budget’ as the starting point.It starts with a presumption 

that the budget for the next period is ‘zero’ until the demand for a function, process, or 

project is not justified for single penny. The assumption is that without such 

justification, no expenditure will be allowed. In effect, each manager or functional 

head is required to carry out cost‐benefit analysis of each of the activities, etc. under his 

control and for which he is responsible. 

The method of ZBB suggests that the business should not only make decision 

about the proposed new programmes but it should also, regularly, review the 

suitability of the existing programmes. This approach of preparing a budget is called 

incremental budgeting since the budget process is concerned mainly with the increases 

or changes in operations that are likely to occur during the budget period. 

This method for the first time was used by the Department of Agriculture, U.S.A. in 

the 19th century. Other State Governments of the U.S.A. found this method helpful and so 

almost all the states took deep interest in the ZBB method. A number of states of America 
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use this technique even today. The ICAI has brought out a research in the form of a 

monograph showing the application of the ZBB method that worries in tandem with the 

concerns for national environment and its requirements. In India, however, the ZBB 

approach has not been fully accepted and actualized. 

"ZBB is a management tool, which provides a systematic method for evaluating 

all operations and programmes, current or new, allows for budget reductions and 

expansions in a rational manner and allows re‐allocation of sources from low to high 

priority programmes." 

‐ David Lieninger 

ZBB is a planning, resource allocation and control tool. It, however, presupposes that 

(a) There is an efficient budgeting system within the enterprise. 

(b) Managers can develop quantitative measures for use in performance evaluation. 

(c) Among the new suggestions and programmes, along with old ones are put to a strict 

scrutiny. 

(d) Funds are diverted from low‐priority suggestions to high priority suggestions. 

Procedure of Zero‐base Budgeting: 

(1) Determination of the objective: This is an initial step for determining the objective to 

introduce ZBB. It may result into the decreased cost in personnel overheads ordebunk the 

projects which do not fit in the business structure or which are not likely to help 

accomplish the business objectives. 

(2)  Degree at the ZBB is to be introduced: It is not possible every time to 

evaluate every activity of the whole business. After studying the business structure, the 

management can decide whether ZBB is to be introduced in all areas of business 

activities or only in a few selected areas on the trial basis. 

Growth of Decision units: Decision units submit their data as to which cost benefit 

analysis should be done in order to arrive at a decision that helps them decide to continue 

or abandon. It could be a functional department, a programme, a product‐line or a 
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sub‐line. Here the decision unitsexist independent of all the other units so that when the 

cost analysis turns unfavourable that particular unit could be closed down. 

(3)  Growth of Decision packages:Decision units are to be identified for 

preparing data relating to the proposals to be included in the budget,concerned manager 

analyzes the activities of his or her own decision units. His job is to consider possible 

different ways to fulfill objectives. The size of the business unit and the volume of goods it 

deals with determine the number of decision units and packages.The decision package 

has to contain all the information which helps the management in deciding whether the 

information is necessary for the business, what would be the estimated costs and benefits 

expected from it. 

(4)  Assessment and Grading of decision packages: These packages 

invented and formulated are submitted to the next level of responsibility within the 

organization for ranking purposes. Ranking basically decides as to whether or not to 

include the proposals in the budget. The management ranks the different decision packages 

in the order from decreasing benefit or importance to the organization. Preliminary 

ranking is done by the unit manager himself and for the further review it is sent to the 

superior officers who consider overall objectives of the organization. 

(5)  Allotment of money through Budgets: It is the last step engaged in the 

ZBB process. According to the cost benefit analysis and availability of the funds 

management has ranks and thereby a cut‐off point is established. Keeping in view 

reasonable standards, the approved designed packages are accepted and others are 

rejected. The funds are then allotted to different decision units and budgets relating to 

each unit are prepared. 

Budgets Reports: 

Ascertaining budget in itself is of no use unless there is a constant flow of budget reports 

showing assessment of the actual and the budget figures. It should be prepared at regular 

intervalslike every month showing results of the difference between actual and 

budgeting figure. The reports should be prepaid in such a way that they establish 
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responsibility for the variances. Reports should also disclose whether or not variances are 

favourable and that they arecontrollable. 

The contents of the budget report vary according to the need of the managerial 

level. Reports are prepared in such a way that the concerned manager is directly concerned 

to be provided with detailed information. As the level grows higher, the amount of detail 

becomes less although the coverage of the report will widen. 

Essentials of a Budget Report: 

The following essentials should be kept in view while preparing budget reports: 

 The budget reports should be simple, appropriateand understandable for the concerned 

person.  

 The report should be presented in time. 

 The report should be precise. However, its accuracy should not be at the cost of clarity. 

 The principle of exemption should be utilized, where possible. 

 It should contain only necessary information according to the need of the concerned person. 
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