
THE PROCESS OF BUDGETING AND ITS USES

A budget is a tool that managers use to plan and control the use of scarce resources. The budgeting process involves
planning for future profitability because earning a Participation in goal setting Management uses budgets to show how it.

They may lack confidence in the way accounting figures are generated or may prefer a less formal
communication and evaluation system. The dollar amounts listed on a flexible budget change based on sales
levels, production levels or other external economic factors. Skipping or delaying payments will only worsen
your debt, and besides, late fees will ding your credit score. In terms of the bottom line â€” or the end result of
this trade-off â€” a surplus budget means profits are anticipated, a balanced budget means revenues are
expected to equal expenses, and a deficit budget means expenses will exceed revenues. Share on: Save this
document You must first be logged in to save this document. Accounting software can help you manage your
accounts. If this is the case, call the bill companies to see how much you can pay now to get back on track
toward positive status. Any capital expenditure plans should be taken in advance, and they should be included
in the budgeting process accordingly. Budgeting in this way is vital for small businesses as it can pinpoint any
difficulties you might be having. This is particularly true if your business is growing and you are planning to
move into new areas. It is your budget, after all; just make sure you keep your long-term financial goals in the
picture. Overheads are those costs that are not incurred directly in the production of goods, but are
indispensable with regard to the production activity e. Every day it is posed with challenges that can
completely change its cost structure. Obviously, stable operating conditions permit greater reliance on past
experience as a basis for budgeting. Swiping a debit card, on the other hand, doesn't feel nearly as real.
Follow-up Budget follow-up and data feedback are part of the control aspect of budgetary control. Your piggy
bank will have to starve until you can find financial stability. Validate all capital budget requests and forward
them to the senior management team with comments and recommendations. Budgets Communicate Priorities
Budgets are a great way to communicate priorities. Control is also necessary to ensure that plans actually are
carried out. But consider ways to increase earnings: working overtime, getting a second job, or picking up
some freelance work. Also, create a copy of the model and archive the copy. Here are some mental and
physical tricks to ensure that the budget sticks. Without generating profit, a business cannot hope to survive
for long in the future. Before embarking on preparing the budget, these assumptions must be thoroughly
reviewed according to the recent environmental conditions. The cash flow budget helps the business to
determine when income will be sufficient to cover expenses and when the company will need to seek outside
financing. You would save money if you used your emergency fund to eliminate credit card debt , but the
purpose of the fund is to prevent you from having to use your credit card for paying for unexpected expenses.
It is better to have no debt before you begin investing. Issue the budget package personally, where possible,
and answer any questions from recipients. It also helps them gain experience in their spending and allows
them the margin to know what is saved and what overspent. It is through setting oneself a budget that the
profit, income and savings can be categorically understood, saved and planned ahead. Input all budget
information into the master budget model. This involvement will also give them greater commitment to
meeting the budget. Use your budget to measure performance If you base your budget on your business plan,
you will be creating a financial action plan. If you know how to use spreadsheet software, you can make your
own ledger. The employees overall tend to be much more committed to working under the budget in this
approach. Successful businesses often have a rolling budget, so that they are continually budgeting, e. Review
the assumptions about the company's business environment that were used as the basis for the last budget, and
update as necessary. Remove the Options That Allow You to Cheat on Your Budget Make it more difficult on
yourself to make impulse purchases; in other words, set up barriers so you have time to stop and think: "Is this
purchase necessary? Create budget package In budget package, previous standards related to the budgeting
process are taken in order to formulate a budget for the current period.


