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Chapter One: Introduction

1.1Back ground of the study

In large business organizations, management cosystem (MCS) plays a pivotal role. It
serves as an instrument to ensure the achievenfeotrganizational goal. It reports on
performance of all aspects of an organization’svéigton a regular basis so that all areas are
reviewed (Emmanuel, Otley and Merchant, 1990, p.8#gnagement control is defined as a
process by which managers influence other membketbdeo organization to implement the
organization’s strategies. The system used by nsnagt to control the activities of an
organization is called management control systefnflfony and Govindarajan, 2008, p.6).
Management control deals with the following elemsestrategic planning, budgeting, resource
allocation, performance measurement, evaluationramngrd, responsibility center allocation
and transfer pricing (Anthony and Govindarajan,&08 1). The designs of all of these factors

have their own implication on the effectivenessaftrol system in an organization.

The chartered institute of management account®itdA) has defined a budget as “a plan
quantified in monetary terms prepared and apprgreat to a defined period of time, usually
showing planned income to be generated and/or eipees to be incurred during the period
and the capital to be employed to attain a givejeative. A budget is a predetermined
statement of management policy during a given pendhich provides a standard for
comparison with the results actually achieved (Gost Management Accounting, M.N.Arora,
first edition). Budget in the organization serve ltipple roles of planning, evaluation,
coordination, communication, and decision makingddet setting is a process, not a specific

formula or technique. Thus, understanding the aaties and the dynamics of the budgeting



process is essential. Budgeting is an iterativdecwdich moves between targets of desirable
performance and estimates of feasible performantikthere is a convergence of plan which is
feasible and acceptable (Emmanuel, Otley and Matchi&90). It usually starts with a forecast

of future fundamental performance such as salesangrofits.

The process of developing a budget is essentiakkyad negotiation between the manager of the
responsibility center and a superior to determih@twhe manager will do and in what manner
(Anthony et. el. 1989, p. 27). According to Garnisand Noreen, in their book managerial
accounting 6th edition, the success of any budgsgram will be determined in large by the
way in which the budget itself is developed. Thestguccessful budget programs are those that
permit managers with responsibility over cost colnio prepare their own budget estimates.
Budgetary control is a system of controlling cdst®ugh preparation of budgets. According to
CIMA,” budgetary control is the establishment ofdgets relating to the responsibilities of
executives of a policy and the continuous comparigbthe actual with the budgeted results.
Budgetary control is control cycle in which contr@ attained through setting budget
goals/plans, execution of these plans, measurearghevaluation of actual performance, and
taking corrective actions if necessary, eventuaégulting in new or adjusted plan (Jan

Noeverman, 2007).



1.2 Company profile

According to the Ethiopian telecommunications cogpon(ETC) 2010 annual bulletin on
company profile , the introduction of telecommutigas services in Ethiopia dates back to
1894, when Minilik 11, the king of Ethiopia, introded telephone technology to the country by
constructing telephone line from Harrar to the tapity, Addis Ababa. It had been renamed
and structured through different stages. As of Madwer 29, 2010 the former Ethiopian
telecommunication corporation was liquidated angaeed by Ethio telecom (ET). The new
company was established by regulation No 197/2@%6eocouncil of ministers. According to
this regulation, all the rights and obligationglod former company have been transferred to the

new company.

The company is also fully owned by the state and ithe sole telecommunication service
provider in Ethiopia. Ethio Telecom provides basatecom services such as fixed line
telephony, mobile, wireless telephone, internet andltimedia services. Currently, the
company has about one million, twenty million antedwundred thousand fixed lines, mobile
and internet customers respectively. The compangnis of the largest employers in the
country. It has 9000 permanent employees who agagad in different activities of the

company.

Inorder to meet its objectives and to provide t#&atelecom services to its customers, Ethio
telecom has been organized in three major fundtionés. These are commercial, Technical
and support. Under each major functional unit tregeedivisions which are responsible to meet
the specific objectives for which they are estdidds Under the commercial unit, there are two

divisions, namely enterprise division and residdntnarketing division. Within the technical



category there are three divisions. These are mkfwaustomer service and information
systems. Under the support, which is the largéstetare seven divisions. These are finance,
human resource, internal audit, legal, securityraag, and quality and process divisions. With
in each division there are departments and unaen ections are organized. Employees of the
company are working for and directly responsibls¢otion managers. The company is lead by
the CEO. It is assigned and directly responsibliédboard of directors, which is the apex body
in terms of strategy formulation and decision mgkit is nominated by the government and

representative of it.

In Ethio Telecom, budget has been used as a maraggrianning and control tool. It is
prepared annually. It is a means of resource aiiloic to the various units of the company. The
total budget of the company can be allocated toettexution of various activities. Budget in
Ethio telecom is a means of implementation tooVafious projects and programs. Budget is
allocated to the installation, expansion and imprognt of different telecom networks and
infrastructure. In the company there are two typleBudget. These are operational and capital
budget. Operational budget is a budget which @catied to perform the various operational or
day to day activities of the company. It is a petign of all estimated revenues and expenses
during a year. The budget includes revenue fromcteh services and the different costs or
expenses which are incurred to generate the plameeehue of the period. Operational
expenses encompasses salary to employees, wagattaot and daily laborers, stationery,
cleaning, purchase of materials, fuel, allowantresying, utilities, and taxes .

On the other hand, capital budget of the companthés estimated amount planned to be
expended for capital items in a given budget yé&apital items are fixed assets such as

facilities and telecom equipment, and installatma expansion of telecom infrastructures.



Ethio telecom has been organized in a centralizgdnizational structure. As a result it has one
budget section at the central level under a demgartmamed financial control and analysis
department which is directly responsible to chiefafce officer. The budget section is
responsible to manage the whole budgeting and tieggporocess. The head of divisions are
members of the management board. Ethio telecondgeduperiod runs from July 1 to June 30
(Ethiopian calendar). The budget calendars of thepany runs from March 15 to June
30(Ethiopian calendar). During the budget calentter company performs the following

activities.

* Budget call request form is distributed to all digns. Each division forwards it to its
departments and sections.

* All relevant data to the budget preparation will dmlected and organized by all the
budget section.

« All sections and departments of each division discan the budget prepared at their
level and approve their budget request.

» Budget request of all divisions will be collectegithe budget section

« The budget section reviews and consolidates thegdiudequest and passes the
consolidated budget to the management board.

* The management board reviews and passes it tatrd bf directors

« Finally, the budget will be approved by the boafrdicectors.

Once the budget is approved it will be communicatedll the budget users/holders. The
budget holders are divisions which are responsiblenanage their budget effectively and

efficiently.



1.3 Statement of the problem

Ethio telecom has been conducting a large numbeactfities in order to expand its service
provisioning across the nation so as to achievestéded goals and objectives. For the
accomplishment of its goals and objectives the @mygpprepares a strategic plan with a
corresponding budget figures every five year. Thrmgany prepares the annual plan and budget
in line with the strategic plan.

Budget formulation and the controlling process lshalmanaged effectively and efficiently in
order to accomplish company targets within the miwesource constraint. The entire
management group and the budget users of Ethicdmlehall discharge their responsibilities
in this regard. However, as per the preliminaryeassient of the researcher the company is not
managing its financial resources resulting from kvdadget formulation and controlling
process. Therefore, it seems that there is nodsbudget formulation and monitoring in the
company. This is also affecting the smooth relaop of the management group. The high
level management requires the lower level managgisemployees to meet their targets within
the scope of the approved budget and timetableewthié lower level group focuses on
accomplishing operational plan regardless of ttaggbticonstraint.

Some of the departments are complaining that tlgédtuallocated to their department is highly
insufficient compared with the activities to be danted by them and the budget allocated to
other departments.

As a result, those budget users which are complgitiiat their budget is insufficient are forced
to request additional budget repeatedly througtimbudget year.

On the other hand, the budget allotted to othelsgisly exaggerated and may not be attainable

in relation to their respective operational plaec8use of this, there is frequent friction among



the managers during performance evaluation praoets® budget year. Sometimes the conflict
has been aggravated and reached at a level whdgetusers are accusing the budget section
manager being blockage to meet their target. Ipaese to this view, as the budget section is
responsible to the overall coordinating and cofitrglthe budget activities of the company is
blaming that budget users are not monitoring thedget effectively and efficiently.
Furthermore, the inappropriate allocation of budgiithave great impact on the performance
of budget users that in turn may affect their mation either favorably or unfavorably.

In general, all the above issues have great impacftund utilization, target achievement,
performance measurement, coordination of the varimits, and motivation of managers and
employees across the company. Therefore, this nadsedll try to assess the overall budget
formulation and budgetary control system of the pany.

1.4Research questions

In order to assess the budget formulation and cbsistem of the company, the research
addresses the following research questions (RQbg fesearcher will adapt analytical

frameworks from the literature and illustrate thosgearch questions.

RQL1. Does the company use a participatory apgpraa all levels of the management while
formulating its budget?
RQ2. How the company developed the derivers ofgbudllocation methodologies for its
budget holders?
RQ3.Does the company develops effective budgetaling mechanisms across all its budget
holders?
RQ4. Does the company associate the performandmuddet holders with their respective

budget usage?



1.5 Objective of the Study

1.5.1 General Objective

The general objective of this study is to examime dverall budget formulation and budgetary

control system of the company.

1.5.2 Specific Objectives

The specific objectives of the study are:

To evaluate the appropriateness of budget preparatid budget allocation process of

the company.

» To see how the budgetary approach of the compapgrigcipatory

 To assess how budget variance analysis is madbas®dl on which whether corrective
action is taken or not

* To examine how performance evaluation based ondiuslgnade in the company.

« To assess the extent that utilization of budgeluémfces the performance of the

management across all hierarchical levels of tmepamy.

1.6 Significance of the study

The establishment of appropriate budget formulagiod controlling system is indispensable for
a large company like Ethio Telecom in order to aehiits organizational goals and objectives.
The study will assist to improve the budget forntiolaand controlling system of the company.
It will help all budget holders to develop positigitude towards the significance of budgeting
as a control tool for the achievement of their ¢éar@pecifically, the budget section and top

management will improve the operation of budgemidation and the controlling mechanisms



based on the results obtained from the researdkewlise, the management can use the
budgetary control system as a performance evaluétiol once the logical frameworks are set
out and used in a consistent manner. This willdnrotivation, the wise utilization of resources

and proper coordination of the various units of¢cbmpany.

The study will be an input for other researchers dmsis for further study on similar issues.
Furthermore, the generalization of the study cdwdinstructive for other organizations that

have a similar budget setting as Ethio Telecom.

1.7Methodology of the study

1. 7.1. Research Design
Based on the objective of the study, the reseaashbeen designed to include questionnaires
and interview. The questionnaires were composeatiogk ended questions. They were filled by
budget section staffs and budget holder divisianahagement members, i.e. Chief Officers,
Department and section managers. In addition, viger questions were used to expand clear
data which could not be explained in the structureelstionnaires.

1.7.2 Population of the Study
The population of the study is all budget holdevigions’ management members of Ethio
Telecom

1.7.3. Sampling Technique and Sample Size
As Ethio telecom is the sole service provider ia tlountry, it is one of the largest government
organizations in the nation and its service is elispd throughout the country. It has many
working units and they are organized in twelve slmis. The divisions are budget holders and

there are many budget users in each division.



Thus, it is not possible to include all budget leotdin the sample due to time and cost
constraint. Because of this, of the twelve divisiafbudget holders) seven divisions were
selected purposely for this study. The divisions #mformation Systems from technical
category, Enterprise and Residential division freaommercial category, Finance, Internal
Audit, HR, and Sourcing and facility divisions frosupport category. By doing so, all the
major categories /units were represented.

Moreover, as the budget preparation and contrstiegy is the same across the company; the
divisions selected were believed to be represemtaif all other divisions. Accordingly, the
divisions included in the sample were selected @sgly by the judgment of the researcher.
After selecting the divisions to be included in tkample, the next logical step was
determination of sample size in each unit of thuegt For this study, there were two groups of
people in each division/budget holders to be thbjesti of study, the management and
employees. However; since the researcher laterrstode that employees have no sufficient
involvement in the budget preparation process efcthmpany and they are purposely excluded
from this study. Therefore, only the managementugrovas used as the subject of this study.
Regard to sample size, 50% of the management merfrben each division in the sample were
taken. As the numbers of staffs of budget sectrerfaw, ie.8, all (100%) were taken. Random
sampling technique was used to select the individagpondents in each budget holder
divisions. The sample respondents used in thisystwne classified into three categories. First,
budget section staffs who are directly responsibleeoordinate and control overall budget
activities of the company; second, operation exjerel budget holder divisions namely
technical and support units and third, both openati expenditure and revenue budget holder

divisions namely commercial divisions.



Therefore; a total of eighty eight(88) respondentsighty(80) respondents from the
management, and 8(eight) staffs from budget sectiegre the unit of analysis for this study as

illustrated below.

No Divisions included in thesample No of 50% sample siz
Managers

1 Information systen 24 12

2 Enterprisi 15 8

3 Residentie 30 15

4 Financ: 30 15

5 HR 28 14

6 Sourcing and facilit 26 13

7 Internal Audi 6 3
Sub total 15¢ 8C
Budget section staf 8 staff: 100%=¢
Total 88

1.7.4. Methods and Techniques of Data Collection
1.7.4.1 Data type and its source

The primary data were collected through a strectuquestionnaire as well as personal
interview. The questionnaire was distributed tahei@) budget section staffs and eighty (80)
management members under divisions/budget holdbishwvere included in the sample as
illustrated above. Structured questionnaires (attdcdn Appendix-01,02 & 03) were sent to
88(eighty eight) respondents, eight staffs from dmidsection and 80 management members

from seven budget holder divisions.



From the total respondents in the management grddépwere from technical and support
divisions while the remaining 23 were from commardivisions. The questionnaires were
distributed to and filled by budget section staffsads of divisions, departments and section
managers who are working under budget holder dingsi All respondents (100%) filled and
returned the questionnaires. In addition persontdrview (attached in Appendix-04 & 05)
were made with budget section manager of the coyard two other section managers, one

from commercial and another from support divisions.

A self —administered questionnaire was used to ureaghe perceptions of the respondents
regarding the budget formulation and control systénkthio Telecom. It included questions
related to plan and budget preparation, budgetamehtation, reporting and variance analysis,
and performance measurement and reward systengudstionnaire also included a paragraph
emphasizing the purpose of the research and inistingcon how to complete the questionnaire
at the beginning. The respondents were also giveasaurance of confidentiality and it was
stressed that the findings of the research wereetaised solely for academic purposes. The
questions were designed to be closed-ended. Lskates of questionnaire data were applied to
collect most of the data from all respondents. $hale was leveled as “Strongly Agree”,
Agree”, “Neutral”, “Disagree, and “Strongly Disagte In addition, objective questions to
reason out the respondents’ agreement or disagredoresome questions were also included.
However, questions related to overall informatidrin@ respondents; such as the respondent’s
sex, age, year of experience in the company, ednehtievel and the likes were deliberately
disregarded by the researcher as he believeddababndents, as they are management members
and the subject matter itself is sensitive, migiriaeal the real information because of fear of

identification of personality.



In addition, personal interview was conducted witldget manager of the company and two
selected section managers from lower level managegreup under support and commercial

divisions.

1.7.5 Methods of Data Analysis and Interpretation

Descriptive techniques were adopted for analykithe® data. In doing so; the researcher had
used the literatures on budget as bench mark tmateaactual practice of the company. The
primary data gathered through questionnaire weesgmted and analyzed using tables and
percentages. In addition qualitative method of datalysis was also employed for feedbacks
obtained using personal interviews.

1.8. Scope and limitations of the Study

1.8.1 Scope of the study

The study was focused on Ethio telecom’s budgeamn@tation and controlling systems for
operational activities. It did not include capiteidget of the company.
1.8.2 Limitations of the study

Owing to the nature of the subject area, accessféomation was not easy since most of the
financial information is considered confidentiah &ddition to the confidentiality issue, the
researcher’'s plan to incorporate the secondary bdgtabtaining budget reports and other
financial statements from the concerned departmeasstotally blocked because of absence of
organized and reliable data. Therefore, reliance wmarespondents’ perceptions drawn from
primary data which was collected through close dngigestionnaires and personal interview.
Besides, lack of research studies and availalafigufficient current literature on the topic were

some of the constraints.



However, the researcher tried to fill the gap byddening data collection through
questionnaires and personal interview and henceshtat readers will get valuable ideas on
the subject area.

1.9 Organization of the paper
This research paper is divided into four chaptésart from this first introductory chapter,
which contained the background of the study, statenof the problems, objectives of the
study, research design & methodology, significarsmgpe and limitation of the study; the
second chapter describes literature review. Tha get¢sentation, analysis, and interpretation
are presented in the third chapter. The last chgpbteides conclusion and recommendations.
Chapter Two: Literature review

2.1 Introduction

Present day business units are facing stiff cortipeti uncertainty and exposed to different
types of risks (R. Ramachandran, p.296). This cerity of managerial problems has lead to
the development of various managerial tools, tepes and procedures useful for the
management in managing the business successfuitpng these, budget can be described as

the most important management control tool in oizgions.

Budget is the most common useful and widely usaddstrd device of planning and control.
The budgetary control now becomes an essentialdiotlie management for controlling costs
and maximizing profit. Costs can be reduced andtagas can be prevented and proper
relationship between costs and incomes can belisstath only when the various factors of
production are combined in profitable way. The tees of a business can be effectively
utilized by efficient conduct of its operations.iJhequires careful working out of proper plans

in advance, co-ordination and control of activitiesthe part of the management.



Budgetary control is useful to the management épg@re detailed plans and exercise effective
co-ordination and control. According to Shyoday&loGdhary, a budget is a detailed plan of
operations for some specific future period. Itnsestimate prepared in advance of the period to
which it applies. It helps to co-ordinate the ati of the organization. The chartered institute
of management accountants (CIMA) has defined a &udg “a plan quantified in monetary
terms prepared and approved prior to a definedgef time. Budget is an important tool for
effective short term planning and control (Anthamnd Govindarajan, 2008, p.381). Budget in
the organization serve multiple roles of planniegaluation, coordination, communication, and
decision making. Budget can be defined as a gadingt economic plan made with regard to
time. Therefore, for something to be characterag@ budget it must comprise the qualities of
economic resources to be allocated and used, itchbs expressed in economic i.e. monetary
terms, it has to be a plan-not a hope but an aitdtige intention, and it must be made within a
certain period of time (Harper,1995,p.318). Budgeta business plan for the short term-
typically one year ( Peter Atrill and Eddie Mclayne.143). It is likely to be expressed mainly
in financial terms. Its role is to convert the &c plans into actionable blueprints for the

immediate future.

2.2The Role of budget
The budget may serve as a formal authorization tmaaager to spend a given amount of
money on specific activities and make clear whaheaanager is responsible for (Anthony
and Govindarajan, 2001). Evidently budgets aremportant channel of communicating
certain types of information that will enable maaegin different parts of the organization

to coordinate their activities more efficiently.



Over all control is aided when individuals cooperabhd make adjustments in their activities
to assist what is required in other parts of trganization (Emanuel et. el., 1990, PP. 163).
In addition, Anthony and Govindarajan (2008) memid that coordination is when every
responsibility center manager in the organizati@mtipipates in the preparation of the
budget.

Budget often serve as a means of motivating masdgestrive towards the achievement of
organizational objectives. They do this by actasgexternal standard that may be accepted
by a manager as his own target, thus providing &vatemnal target. Further, extrinsic
rewards and penalties may be attached to budgétvachent (e.g. bonuses, performance
awards) to increase its motivational effect furt(Emanuel et. el., 1990, PP. 163). Strategic
plan is prepared early in the year, it is developadthe basis of the best information
available at that time, its preparation involvelatieely few managers, and it is stated in
fairly broad terms. The budget which is completast prior to the beginning of the budget
year provides an opportunity to use the latestlalvi@ information and is based on the
judgment of manager at all level throughout theaargation. Budget preparation provides
an opportunity to make decision that will improverformance before a commitment is
made to a specific way of operating during the y&aisuch a way budget is used to fine
tune strategic plan. (Anthony and Govindarajan,12PP. 362)

Finally, budget can serve as a standard againsthwhanagerial performance is evaluated.
The budget often represents the only available tifatime reference points against which
performance can be assessed. Properly used buzigetse a vital tool in monitoring and
controlling managerial and business unit perforneanc

2.3Budget and strategic plan



Strategic planning is the process of deciding @rthture and size of several programs that are
to be undertaken in implementing an organizatistimtegies (Anthony and Govindarajan,
2001, pp. 361). Budgeting, on the other hand, élus efficiently allocate the firm’s available
financial resources and to monitor the performamicenanagers and employees. As such, the
proper use of these tools relies on strategic deweént preceding budgeting decisions; an
effective budget cannot be prepared unless the fiam made its strategic decisions. But
strategy execution is likely to be inefficient amdunprofitable without the financial guidance
of budgets.

There is reciprocal interaction between strateganagement and budget. However, such a
relationship between strategic management and hindgdoes not exist at many firms. The
problems of in appropriately using the two processay arise when a firm does not properly
integrate them or does not employ strategic managemt all. Other problems arise when
strategies are not based in budgetary realitiasniBhtritt, 2006).

Companies should link their budgets to their coaperstrategy to ensure that the projected
resource requirements are available to supporegpected expectations of the organization.
The strategy must be effectively communicated toeahployees so that they know and
recognize all actions that lead to an enhancedatipgr profit. Often strategic and financial
decisions made by top managers filter down thrahgHhirm’s hierarchical layers, directing the
activities and decisions made by departments, wmtsindividual managers. While financial
and strategic processes can be managed independdetltwo systems are best managed
interactively. The identification of the firm’s geral strategic direction and firm-wide goals
should have a significant impact on the firm’s isiweent priorities. Importantly, this is the

juncture at which budgetary flexibility begins. Rigbudgets, in which allocations to any



department are highly correlated with its previa@li®cations, prevent a firm from making
significant adjustments in how it distributes it&#able financial resources. This does not mean
that there should be no consistency in departmedgdts over time, only that there must be
room in the budgetary process for pursuit of taadetvestments(Blumentritt, 2006).

The firm’s general strategic direction and goatsnglwith its sustaining budgetary allocations
and its investment priorities provide the foundatior the development of strategies at the
firm’'s various functional departments. Departmeniddets are jointly influenced by their
strategic mandates and the availability of fundsnfithe general budget. Department strategic
mandates and budgets dictate the tactics to beelby units within each department. Finally,
the actions adopted by employee teams and indildwdl be shaped by the tactics and
budgets of their immediate units (Blumentritt, 2P0 addition to the downward flow of
strategic decisions and budget determinationsgiated planning processes also improve the
methods by which individuals and departments ma&pgsals for budgetary allocations if they
can construct reasonable arguments for additiamalihg. Such proposals typically come in the
form of business cases and project proposals #maslow sufficient returns on investment. By
integrating strategic planning and budgeting, marmagan better judge both the financial and
strategic viability of the proposals and place thenthe firm’s overall strategic direction.
Generally, as per Blumentritt, (2006) these proegesseate at least two important outcomes.
First, they ensure an interaction between a first‘ategies and its budgets as well as a dialog
between the people responsible for them. As a trelsutigetary allocations will be based on
sound strategic rationale and strategic decisidhderdeveloped in light of financial realities.
Second, the processes create more grounded andpdrant methods for evaluating

opportunities for strategic initiatives.



Managers will have improved means of evaluatingtsgic projects, along with their financial
projections and assumptions, relative to other gsa[s and existing investments. This creates
opportunities for entrepreneurial thinking withimet context of the firm’s enduring strategies
and budgets (Blumentritt, 2006).

2.4Type of Budget

Essentially there are two types of budget: opegafiavenue and expense) budget and a capital
budget. Operating budget is each department’s jrgaummarized by function and displayed in
the company’s profit and loss format. Each indialddepartment has what is generally referred
to as an operating expense report, so that eachrtdegt manager can monitor his or her

respective activities on a monthly basis.

In addition to submitting a departmental budgetheaanager prepared a capital request budget
which is an estimate of how much money each manadeneed in order to acquire capital
assets in the budget year to support activitieses&hcapital budget requests are usually
explained and supported with analysis in the sukiomspackage. On the basis of how they
satisfy corporate criteria, some or all of the talpassets requests that are necessary or that can
be justified to improve the overall operation oé thusiness unit will be approved. Like the
operating budget, active spending against the aldpiidget is usually monitored and compared

on a monthly basis (Donnely, 1993, pp. 5.11).

2.5Better Budgeting
Currently the value of budget challenged by diffieneesearchers; especially beyond budgeting

group clearly points out the problems that tradio methods of budgetary control are



encountering in contemporary organizations. Theent@l argument is that traditional
budgetary control is proving increasingly unsuigafar the rapidly changing environment of the
modern business world. Budgets become rapidly atéetlduring the course of a budget year;
indeed, many organizations state the budget imdyr@ut-of-date at the start of the budget
period because of the time taken to put it togetHepe and Fraser, 2003).

However, better budgeting group discussed thaeteffective, budgets must, firstly, be aligned
with the organization’s strategies, appropriatategic planning and performance management
processes introduced. And secondly, they must wevgrocesses that are value based,
consequential and continuous. They identify fivfedent classes of budgets that fit these
criteria; activity based budgeting, zero based btidg, value budgeting, profit planning and
rolling budgets and forecasts (Adagtsal, 2003, pp.23-24).

2.5.1 Activity based budgeting

According the C. Adamst al(2003) activity based budgeting (ABB) is similaractivity based
costing (ABC) and activity based management (ABM)actually involves planning and
controlling along the lines of value adding actest and processes. Resource and capital
allocation decisions are consistent with ABM an@lyswhich involves structuring the
organization’s activities and business processabaahey better meet customers and external
need. It is really a management process, operainghe activity level, for continuous

improvement on performance and costs, (Wilhelmi ldsiher, 1995, p.42)

2.5.2 Zero based budgeting
C. Adamset al (2003) stated that, under Zero based budgeting JZ8Benditures must be re-

justified during each budgeting cycle rather thasibg budgets on previous years or periods.



The author also noted that the value of this appradepends on the stability of operating
environment. Although the business climate is cuily evolving, the management tools
available to top management have remained basistdlyc. The traditional tools, especially

planning and budgeting, have not evolved at theespate in order to provide top managers
with an effective tool for managing their businddader the traditional planning and budgeting
procedures, management’s attention is focused phmen the planned changes from the
previous year’s expenditure level. This is usualgferred to as incremental budgeting.
Although considerable thought goes into the develat of these plans, it is primarily the

year-over-year increment that receives the mogicakiand analytical attention by senior

management. Thus, in many cases, the “base” tohwthie increment is added is treated as
though it were already authorized and requiredelitdditional review or evaluation (Pyhrr,

1993).

2.5.3 Profit planning

It is about planning the future financial cash fowaf profit centers (profit wheel). It ensures
consideration of an organization’s short and laggat prospects when preparing its financial
plans (Welsch, et, el. 2001).

2.5.4 Rolling budgets and forecast

It enables firms improve their forecast accuraay avercome the traditional budgeting time lag
problem. This is by solving the problems associatétth infrequent budgeting, being more

responsive to changing circumstances, but requipegnanent resource to administer, and
overcoming problems linked to budgeting to a fixgant in time - i.e. the year end and the
often dubious practices that such cut-offs encaairag

2.6 Budgeting approaches



The budget setting processes of organizations cd@dtop-down, bottom-up or some
combination of the two.

2. 6.1 Bottom-up/Self-imposed Approach of budgeting

Bottom-up budgeting is also known as self imposediget mainly due to the nature and degree
of lower-level managers’ involvement in the forntida of budgetln the bottom-up approach,
the employees and managers at the departmentdeugblete the budget for their respective
departments. Each department is rolled up intoctimesolidated budget, which is reviewed by
the executives.Top management may initiate the budget proces$ wgineral budget
guidelines, but essentially bottom-up budgetingiegt the operational level.

According to Garrison and Noreen, in their bookardgerial Accounting, ninth edition, the
success of the budget program will be determinddrge part by the way in which the budget
is developed. The most successful budget programives managers with cost control
responsibilities in preparing their own budget resties rather than having a budget imposed
from above.A bottom-up approach works best when doing revebudgeting, since the
managers will have the most intimate knowledgeénefdompany’s customers and products.

A self —imposed budget or participative budget idualget that is prepared with the full
cooperation and participation of managers and eysplo at all levels (Garrison/Noreen, P.382).
To be successful, a self imposed approach to gettudgets requires that all managers
understand and agree with the organization’s gjyat®therwise, the budgets proposed by the

lower —level managers will lack coherent direction.

According to Roger L. M. Dunbar, Budgeting for @it Administrative Science Quarterly,
Vol. 16, No. 1, Organizational Leadership (Mar.71§ pp. 88-96, the organization may allow

the budgeted individual to be incorporated in ® gloal setting machine. Such participation has



consequences for goal setting, goal acceptanceparidrmance. Vroom(1964), after citing a
number of empirical studies, concluded that as slibates were given a larger influence in
decisions, their performance improved, partly beeawf the ego involvement which
participation generated. In a budgetary contexs thiay be interpreted to mean a greater
willingness by budgeted individuals to accept theddet goal; with a difficult goal, this
acceptance would be likely to result in improvedf@enance.Participation may also bring
responsibilities that the budgeted individual wag previously aware of to his attention.
Hofstede (1967) found that participation was asded with the relevance of financial
standards, but not technical standards. Firstia@agers had considered technical standards,
but not financial performance, until participatiam the setting of financial budgets made

financial standards relevant

However unless patrticipation involves the settihgpecific goals after discussion, there is little
effect on performance. Lawrence and Smith (195®oduced group discussion into four
industrial work groups. Although there was a slighprovement in the performance of the two
groups which did not set goals, production incrdagy significantly in the other two groups
which had set objectives after the discussion. Tiheng of goal determination in the

participation process may be important. Stedry ¢)J96und that subjects given a very difficult
goal and then asked to specify their personal let@spiration performed significantly better
than subjects asked to specify their levels ofratipn and after wards given a very difficult
goal.

2.6.2 Top-Down/Imposed Budget

In this case, top management initiates the budgetss by issuing broad guide lines in terms of

overall target profits or sales. Lower-level manmagee directed to prepare a budget that meets



those targets. Lower-level managers have verg littlany, input into the determination of the
budget amount and setting the overall goals of dhganization. The lower-level units’
involvement in the process is essentially reducediding the basic budget calculations and
adhering to the directives of top management. Tifieculty is that the targets set by top
management may be unrealistically high or may atleevmuch slack. If the targets are too high
and employees know they are unrealistic, motivatidih suffer. If the targets allow too much
slack, waste will occur. The lower-level manageesyymiew the budget as a dictatorial standard.
Resentment can be fostered in such an environnkemther, such budgets can sometimes
provide ethical challenges, as lower-level manageay find themselves put in a position of

ever-reaching to attain unrealistic targets foirthgits.

By using a top-down approach, you will not get liyfrom the managers. There should be a
top-down target for overall revenue that shouldcbenmunicated to the managers; and it is
imperative that the executives involve the managengvenue budgeting. In conclusion, the
executives should give direction and form a stiatggan that will give the managers the

knowledge and understanding they need to budgetetrenue for the coming year, but they

should not budget the revenue for the entire omgdinin Rasmussen, et. el, 2003).

2.6.3 Blended approach

Blended approach is a combination of top-down amitbin-up budget process whereby top
management sets objectives for financial perforrmamaad submits these to operating
managers, who then develop budgets based on tlhgseives. Budgetees prepare the first

draft of the budget for their area of responsipilivhich is “bottom- up”; but they do so



within guidelines established at higher level, vhis “top- down”. Senior managers reviews
and critique these proposed budgets.

Research has shown that budget participation hagiy@oeffects on managerial motivation
for two reasons. There is greater acceptance ofdiugoals if they are perceived as being
under managers’ personal control, rather than benpgpsed externally. This leads to higher
personal commitment to achieve the goals. The atheris participation results in effective
information exchanges. The approved budget amoemefii from the expertise and personal
knowledge of the budge tees who are closest tqtbduct /market environment. Further,
budge tees have a clearer understanding of thesr tfrough interaction both with superiors

during the review and approval phase. (Anthony@adindarajan, 2001, PP. 373).

2.7 Budget as target

The existence of a budget standard can act asgattar be aimed for. There is substantial
evidence from psychological studies that havingeindd, quantitative target results in better
performance when no such target is stated (Tosr5)9Further, the more difficult and
demanding the target set, the better the resufierfprmance, although targets thought to be
unattainable are counterproductive. In additions itmportant to note that although difficult

goals can easily be assigned to people they aneaueissarily accepted by them.

If people decide that a goal is impossible toimtténey are likely give up and turn the results

that are worse than if a less demanding goal had bet. An industrial study on goal-setting
(Stedry and Kay, 1966) found that difficult goal®guced either very good or very bad results
compared with goal of normal difficulty, with theogr result occurring particularly when

several difficult goals were set at the same tifmether study concerned with the evaluation of



a system of management by objectives (Carroll avsl, .973) found that difficult goals led to
reduced effort on the part of those managers whe \Wess mature and experienced who had
less self assurance. The psychological evidengeftire suggests that the best results will be
obtained by setting the most difficult goal thatliwbe accepted by managers and thus
‘internalized’ and accepted as their own persorgkeaive. However, it is important that
managers successfully attain their targets oftegite positive reinforcement and to prevent

them from falling into a cycle of failure.

Thus, to motivate the best level of actual perfarosathe budget must be set at a level above
that which will, on average, be attained. Adversedet variance will thus be generated, but
these are a sign that the budget system is wodsngtended. A budget that is always achieved
with no adverse variance indicates the standatoidoose to motivate the best possible result.
However, the central problem in setting motivatidiaagets is to ensure that they are accepted

by the manager to whom they are given. (Emanual £1990, PP. 171-175).

2.8 Budget as forecasts

The overall corporate budget may be used by masageiifferent parts of an organization as a
forecast of what is likely to happen elsewhere dmsis for their own planning and decision

making (Emanuel et al., 1990, PP.168).

However, there are a lot of problems associateti Witdget when it is used as forecast: the
forecasting abilities of individuals, managers #e&s being in their own interest to set easier
budget rather than more difficult budget for thelvse and thus incorporate ‘slack’ into their

budget estimates, but there are also evidencarthahgement operating in tough environments

may bias their estimates in opposite direction setdthemselves budget that are unlikely to be



achieved, in addition there is also evidence thdit/idual in uncertain situations find it difficult
to estimate the expected value of an outcome, e¥m it is in their own best interest to do so
( Peterson and Miller, 1964) although the fare seh@¢ better at estimating most likely

outcome.

2.9 The budget-setting process

A according to Petter Atrill and Eddie Mclaney, lpetisetting involves the following process.

Step 1: Establish who will take responsibility

It is usually seen as crucial that those respoasibf the budget-setting process have real
authority within the organization. Quite commondybudget committee is formed to supervise

the budget setting process.

Step 2; Communicate budget guidelines to relevantgars

It is important that, in drawing up budgets, masgare well aware of what the strategic plans
are and how the forthcoming budget period is inéehtb work towards them. Mangers also

need to be made well aware of the commercial/ enment in which they will be operating.

Step 3: Identify the key or limiting factor

There will always be some aspects of the busiregtaatill stop it achieving its objectives to the
maximum extent. It is important that the limitinactor is identified. Ultimately, most, if not all,
budgets will be affected by the limiting factor,dagso if it can be identified at the outset, all

managers can be informed of the restriction earthe process.

Step 4: Prepare the budget for the area of theéitighfactor



The limiting factor will determine the overall ldvef activity of the business. The limiting
factor budget will quite often be the sales budgjate the ability to sell is frequently the

limiting factor that simply cannot be eased.

Step 5: Prepare draft budgets for all other areas

The other budgets are prepared, complementingutgdts for the area of the limiting factor.

Step 6: Review and co-ordinate budgets

A business’s budget committee must at this stagewethe various budgets and satisfy itself

that the budgets complement one another.

Step 7: Prepare the master budgets

The master budgets are the budgeted profit anddossunt and budgeted balance sheet (and

perhaps a summarized, budgeted cash flow statement)

Step 8: Communicate the budget to all interestetigsa

The formally agreed budgets are now passed tomtheidual managers who will be responsible

for their implementation.

Step 9: Monitor performance relative to the budget

Much of the budgeting- setting activity will havedn pointless unless each manager’s actual

performance is compared with planned performanb&iwis embodied in the budget

2.10Budgetary control



Budgetary control was largely invented in Generaltdis (GM) in the 1920s as most of the
modern management control systems (Johnson & Kap88v; Kaplan, 1984). Johnson (1978)
summarizes the main characteristics of the managementrol systems of GM.GM's
management accounting system did three things lfp rhanagement accomplish "centralized
control with decentralized responsibility.” Firgt,provided an annual operating forecast that
compared each division's ex-ante operating goals top management's financial goals. This
forecast made it possible for top management tordooate each division's expected
performance with company-wide financial policy. &ed, the management accounting system
provided sales reports and flexible budgets thdicated promptly if actual results were
deviating from planned results. They specified,tifermore, the adjustments to current
operations that division managers should make kiege their expected performance goals.
The sales reports and the advanced flexible budgstem provided for control of each
division's actual performance. Third, the managdmaccounting system allowed top
management to allocate both resources and manlkgengensation among divisions on the
basis of uniform performance criteria. This simo#ausly encouraged a high degree of
automatic compliance with company-wide financiabigoand greatly increased the division
manager's decentralized autonomy (Johnson, 1978(98-494). Donner (1932), General
Motors’ associate CFO during the thirties, hightggithat these elements constitute the
budgetary control system. A budget doesn’'t systealgt imply budgetary control, “it is
important to stress that if a company has a budgietes not necessarily mean that a system of
budgetary control has been introduced. For budgetantrol, the budget has to be used in a
feed-back loop in which prediction and out-turn aamntinually examined to find ways of

achieving greater certainty of outcome” (Quail, 7998. 618).



Ansari (1979, p. 153) underlines that “the centraion underlying budgetary control systems
is that of responsibility accounting”. This impliesidgetary evaluation and variance analysis.
The description of the budgetary control in Genévlaitors by Johnson (1978) leads us to
consider that frequent re-forecasts throughoutydes are also important to achieve budgetary
control. Therefore, three tools characterize tlassital budgetary control: variance analysis,
frequent re-forecasts throughout the year and pednce evaluation of the managers according
to the achievement of their budgetary goals. Cénisoa mechanism according to which
something or someone is guided to follow the pmaueined cause’(R. Ramachandran,
p.298)The exercise of control in the organization witte thelp of budgets is known as

budgetary control. The process of budgetary comialides:

1. Preparation of various budgets.

2. Continuous comparison of actual performance wittigetiary performance.

3. Revision of budgets in the light of changed circtanses. A system of budgetary
control should not become rigid. There should baugh scope of flexibility to provide

for individual initiative and drive

2.10.1 Essentials of Successful Budgetary Control

According to R.Ramachandran in his book, Managemecbunting —first edition(2009), the

following are the essential prerequisites for imnpdating budgetary control successfully:

1. The budgetary control system should have continisuport of top management

which can ensure its all round acceptance.



2. The authority and responsibilities are to be priypeatefined to pin-point the
responsibility of specific individuals in key pasits.

3. The accounting system should provide the requimémtination in time.

4. Efficient system has to be devised to reduce tfferdnhces between the budgets and
actual performance.

5. Staffs are to be appraised of the budgets and ibetieéy are going to derive directly
and indirectly

6. The targets set should be realistic so that theyaahievable and budgets should not
frustrate the workers by fixing unrealistic targets

7. Budgets are to be set for all departments so k@t participation in implementation
will be effective.

8. Establish data collection, analysis and dissenonatoutines, which take the actual
result and the budget figures, and calculate apadrtéhe variances.

9. Fairly short reporting periods, typically a mong that things cannot go too far
wrong before they are picked up.

10.Variance reports being produced and disseminatedlglafter the end of the relevant
reporting period. It is not until the end of thexnenonth that a manager is informed
that the performance previous month was below biedgevel.

11.Action being taken to get operations back undetrobif they are shown to be out of
control.

12.Budgets are prepared on the basis of certain gonditlf there is change in conditions

budgets also should be adjusted to accommodathérges.

2.10.2 Installation of a System of BudgetaControl



The following steps should be taken in a soundesysif budgetary control.

A. Organization chart
There should be a well defined organization chartoudgetary control. This will
show the authority and responsibility of each etigeu

B. Budget center
The evaluation of performance becomes easy wheferelift centers are
established. Thus each budget centers should haseparate budget and be
subjected to independent budget —actual compa(B#h Chatterjee, 1989).

C. Budget committee
According to Peter Atrill and Eddie Mclaney, a batlgommittee is formed to
supervise and take responsibility for the budgé#irge process. The mangers of
various departments prepare their budgets and subem to this committee. The
committee will make necessary adjustments, co-atdirall the budgets and
prepare a master budget. The committee s thebunddet and resolve dispute and
conflicts between departments (Garrison and Nor2@d3, pp. 380).

D. Budget Manual
Budget manual is a book which contains the proaedarbe followed by the
executives concerned with the budget. The entirsteays and procedures
embodied in the form of a budget manual, framedugh a participative method
and finally approved and accepted by top managenoant rule out chaos and
confusion, and possibility of over or under delegatin the area of budgetary
control . Therefore, for any progressive organaatia budget manual is a must,

B.K.Chatterjee, 1989, p.72.



2.11 Organizing and Administering the Budgeting

As per Anthony and Govindarajan, (2001) the budiggtartment, which normally report to the
corporate controller, administers the informatidowf of the budgetary control system. The
department publish procedures and forms for th@gvegion of the budget, coordinates and
publishes each year the basis of corporate widengstsons that are to be the basis of the
budgets, analyzes proposed budgets and make recutatim, and analyzes reported
performance against budget, interprets the reamitl prepares summary reports for senior

management.

2.11.1 Issuance of Guidelines

Whether or not there is a strategic plan, the Btsp in the budget preparation process is to
develop guidelines that govern the preparatiorhefliudget, for dissemination to all managers.
All responsibility centers must follow some of theguidelines, such as assumed inflation in
general and inflation for specific items such ag@g corporate policies on how many people
can be promoted, compensation at each wage amng kalal, including employee benefits, and
a possible hiring freeze. Other guidelines are ifipeo certain responsibility centers (Anthony

and Govindarajan, 2001, pp. 369).

2.11.2 Initial Budget Proposal

Using the guidelines, responsibility centers mansgassisted by their staffs, develop a budget
request. Because most responsibility centers thgdiuear with the same facilities, personnel,

and other resources that they have currently,lthdget is based on the existing levels, which



are then modified in accordance with the guidelin@banges from the current level of
performance can be classified as changes in tlerattforces and changes in internal policies

and practices.

2.11.3 Negotiation

The budgetee discusses the proposed budget witbr lisr superior. This is the heart of the
process. The superior recognizes that he or shd&ibme the budgetee at the next level of the

process and, therefore, must be prepared to défenolidget that is finally agreed to.

2.11.4 Slack

In examining the budget, superiors attempt to discand eliminate slack, but this is a difficult

task (Anthony and Govindarajan, 2001 pp. 270).

2.11.5Review and Approval

The proposed budgets go up through successivesl@veahe organization. Final approval is
recommended by the budget committee to the chiefwive officer. The CEO also submits the

approved budget to the board of directors foricatifon.

2.11.6 Budget Revisions

One of the principal considerations in budget adstiation is the procedure for revising a

budget after it has been approved.



Clearly, if it could be revised at the will by tbedgetee, there would be no point in reviewing
and approving the budget in the first instanceti@nother hand, if budget assumptions turn out
to be so unrealistic that the comparisons of a@galnst are meaningless, budget revisions may

be desirable.

2.12. Budget variance analysis and performance maagment

As per Anthony and Govendarajan ,(2001) a moreotigh analysis identifies the causes of
the variances and the organizational unit. Effectbystems identify variances down to the
lowest level of management. Variances are hiereathit is possible to identify each variance
with individual manager who is responsible forRtrofit reports are worthless unless they lead
to action. The action may consist of praise foola yell done, suggestions for doing things
differently, “chewing out,” or more drastic pers@hmction. However, these actions are by no
means taken for every business unit every monthloAg as business is going well, praise is
the most that may be necessary, and most people a&l@n expect praise routinely (Anthony

and Govindarajan, 2001 pp. 423).

2.12.1 Enforce Accountability

Accountability may be the most important aspedbudgeting, because all the hard work spent
creating the budget will be for naught if the enygles involved in the budget are not held
accountable for their budget numbers. Managerséevey should include an evaluation of their
budgets, which may affect their compensation ifytlae not meeting the targets of the
organization. Another issue is that while the budgeiances may be reported on, they are not
investigated. What is the point of creating var@mneports if the variances are not going to be

questioned and investigated? Organizations shawidiat create ownershipf the budget



numbers among the managers, to make them resparisibinvestigating and explaining the
variances in their budgets. Employees and managass understand the impact that missing

budget targets can have on an organizgfRasmussen, et. el, 2003).
2.12.2 Budget as a standard for performance evaluation

Budgets being a standard for performance are usezldluate managerial performance
(Seinivavasan, 1987). Similarly, Douglas (1994) nduthat budgeting places a high
importance on the budget-to- actual comparisorp&formance evaluation purpose both at
the corporate level and the subsidiary levels. Whedget are used as standards for
performance evaluation, rewards are connectedttjineth budget achievement. If rewards
are attached to good performance, they will mogvaainagers to work hard to attain them.
The problems of designing and operating a successitigetary control system largely
devolve into constructing an appropriate set ofquarance measure that when achieved,
result in desired organizational performance. Therasually no difficulty in persuading
managers to achieve the specific result; whatfigcdity is ensuring they achieve them in

the intended manner (Emanuel et al., 1990, PP.175).
2.13 Behavioral aspect of budgeting

Budgets, perhaps more than any other accountiaggrsent, are prepared with the
objective of affecting the attitudes and behaviérnmanagers (Peter Atrill and Eddie
Mclaney, p.201-202). Research shows that the existeof budget generally tends to
improve performance. Demanding, yet achievablegbudargets tend to motivate better
than less demanding targets. It seems that sdttemgnost demanding targets that will be

accepted by managers is a very effective way toivaiet Unrealistically demanding



targets tend to have an adverse effect on mangemrdbrmance. The participation of
managers in setting their targets tend to improwgivation and performance. This is

probably because those managers feel a sense ahitoent to the target and a moral

obligation to achieve them.

Chapter Three: Data presentation, analysis and intg@retation

3.1 Introduction



This chapter deals with the presentation, anabsisinterpretation of the data gathered through

guestionnaire and interview methods about the kugiggparation and control system in Ethio

Telecom (ET). The data is presented and analyzeor@diog to the flow of budgetary process

starting from planning and budget preparation fedd by implementation, reporting and

variance analysis, and lastly performance measurearel reward system. Therefore, he data

collected through both methods is presented, aadlgnd interpreted as below.

3.2 Plan and budget preparation

Table-01 budget users- technical and support divishs’ response rate on plan and budget

5%

preparation

Questions in brief a <

N a) z < N
Linkage of strategic plan and budget 18(31.58%) | 21(36.84%)| 5(8.77%) 9(15.79%)  4(7.02%
Participatory budgeting 15(26.32%|) 17(29.82%) 834a%) | 11(19.30%) 7(12.28%)
Budget allocation is based on the volume of ad@tisit 16(28.07%) | 18(31.58% 12(21.05%) 8(14.04%) &%)
Budget is reduced without negotiation 5(8.77%) 10(17.54%)| 10(17.54%) 18(31.58M0) 14(24.p¢
Operational expense budget approval process is| not
rational 4(7.02%) 12(21.05%)| 14(24.56%) 14(24.56%) 8(14.04f

Source: survey data

As indicated on the above table-01 from the totainber of 57 respondents, 31.58%) were

strongly disagree, 36.82% disagree, 15.79% agréealy 7.02% respondents strongly agree

that there is

operational expense budget linkageh wtrategic plan of the company.

Respondents who showed their disagreement onsthig ireasoned out that the strategic plan of

the companys not effectively communicated to lower level mgeisas the strategic document

would have been used as a reference while theya@épeir annual budget.



The result of the interview obtained from the budganager shows that there is a three year
strategic plan. However, the strategic plan hasbeen considered while preparing the annual
budget. That is there is no integration betweeateic plan and budget indicating that the

annual budget is not emanated from the strategit pl

Regard to the respondents who were agree on tlsteexze of operational expense budget
linkage with strategic plan of the company, theeagsher believes that they filled the question
arbitrarily or they were denying the fact. Thisbiscause the budget manager who is directly
responsible to manage and control the overall buaigierities of the company disqualified their

perception on integration of budget and strated¢an.plf the budget were emanated from the

strategic plan of the company, there would be lygkbetween the two.

According to Anthony and Govindarajan, (2001, p®l)3the proper use of these tools relies on
strategic development preceding budgeting decisianseffective budget cannot be prepared
unless the firm has made its strategic decisions sBategy execution is likely to be inefficient
and/or unprofitable without the financial guidarmfebudgets. There is reciprocal interaction
between strategic management and budget. Howeueh, & relationship between strategic
management and budgeting does not exist at mamg.fifhe problem of inappropriately using
the two processes may arise when a firm does mpteply integrate them or does not employ
strategic management at all. Other problems arisenvstrategies are not based in budgetary
realities (Blumentritt, 2006).

Companies should link their budgets to their coap®rstrategy to ensure that the projected
resource requirements are available to suppom:tpectations of the organization. The strategy
must be effectively communicated to all employesshait they know and recognize all actions

that lead to an enhanced operating profit.



The result of the above analysis indicates thaETnthe strategic plan document is not fully
communicated to budget holders and is not usedragteeence while the budget is prepared.

Therefore, there is no linkage between strategin phd budget of the company.

Regarding budget participation, a significant numbg respondents, thirty two out of fifty
seven, i.e. 56.14% disagreed (26.32% strongly deeagnd 29.82% disagree) that operational
expenditure budget preparation in divisions/depants'sections is performed with the full
participation of managers at all levels. As to tkason of their disagreement most of the
respondents justified that although the budgetachedepartment/section is prepared by lower
level managers the top management modifies the anwathout consulting them. On the other
hand, for the question thahe top management is following the practice ofucedg the
proposed budget without negotiation with lower lemanagers more than half (56.14%) of the
respondents agreed that the top management isimgdine budget without negotiating with

them.

The interview result also shows that though theyehldeen participated at the early stage of
budget preparation process, the amount preparegdrasdnted by them is less acceptable by the
top management. The main reason given by the toagenent on the reduction of the budget
is not rational and acceptable. The interviewepareded that the top management is doing this
with the assumption that the amount of budget rstgakeis highly exaggerated. The response
also confirmed that the decision of reducing thddai by the top management without having
acceptable justification encourages budget holdersubmit highly exaggerated budget in
subsequent budget years. The reason is due toatitettfat the top management who is

responsible for budget approval allocates budgetedycing some percentage from the initial



request. If budget holders submit actual demanfowit overestimation, the amount approved

for that budget year will be less than what is expe.

According to the reply of the interviewee (budgearmager), in ET operational expenditure
budgeting approach is bottom-up and should be pedpaith the full participation of lower
level managers. But there are some divisions heddsdo not involve their section managers
participate in budget preparation because of dtiforoblems. These individuals are doing this
as they have not given proper attention for bughgeparation. As to budget reduction by the
top management, the respondent confirmed thataparanagement has reduced the budget
without negotiation on account of the following seas. Most of the time the budget submitted
from users lacks proper justification and becausthie the top management assumes that it is
highly exaggerated. For the question why budgedédrsl could not submit proper budget and
acceptable justification for their figures, thepesdent confirmed that they have limitations in
budget preparations, timely submissions of budggtiests, and on the validity of assumptions
taken in preparing the annual budget.

The process of developing a budget is essentiaklyad negotiation between the manager of the
responsibility center and a superior to determih@twhe manager will do and in what manner
(Anthony et. el. 1989, p. 27). Budget often sergseaaneans of motivating managers to strive
towards the achievement of organizational objestivEhey do this by acting as external
standard that may be accepted by a manager asvhiganget, thus providing a motivational
target. Further, extrinsic rewards and penaltiey & attached to budget achievement (e.g.
bonuses, performance awards) to increase its ntioina effect further (Emanuel et. el., 1990,
PP. 163). But all these are possible only if thelgat is fully participatory and the budget

holders can accept it as their own budget or tafmtording to Garrison/Noreen, in their book-



Managerial Accounting, ninth edition, the succelsthe budget program will be determined in
large part by the way in which the budget is depetb The most successful budget program
involves managers with cost control responsibgitie preparing their own budget estimates
rather than having a budget imposed from above.

Therefore, the above analysis indicates that thvelddevel managers are not participating at the
required level. In the initial stage of budget @egtion the process seems patrticipatory because
lower level managers prepare and submit their dmeg@irement as they have the knowledge
for the activities to be conducted and for whick Hudget is allocated in their respective units.
However, the top management has been reducingnioeireg without negotiation or without

requiring them to provide sufficient justificatidéor the budget figure they submitted.

As to the basis of allocating budgets to activiesl various working units of the company,
28.07% and 31.58% of the respondents were strodigiggree and disagree respectively.
Respondents indicated their disagreement that badigeated for some departments/sections
are highly exaggerated and unreasonably low foresothers. In contrast to this, the interview
result shows that budget allocation in the comparbased on work volume and the same basis
has been applied for both operational and admatige budgets. However, as one can
understand from the general process of budgetioggth the company is following allocating
budget based on volume of activities as the drofdsudget assignment, the reality, however,
does not show the proper implementation of thiss Thbecause the top management reduces
and approves the budget without negotiation aketigk If the top management do this without
consensus there is high chance that the budges tldcated without considering volume of

activities of budget units.



Table-02 budget controllers, budget section emploes’ response rate on plan and budget

preparation

Questions in brief

m) <

n a z < N
Interaction during budgeting 0(0%) 1(12.5%) 4(50%)) 2(25%) 1(12.5%)
Negotiation power of divisions 0(0%) 1(12.5%) 226 | 3(37.5%) 2(25%)
Budget submission without plan 1(12.5% 1(12.5% T7H%) | 2(25%) 1(12.5%)
Frequency of budget request by divisions 0(0%) 52¢p 1(12.5%)| 3(37.5%) 2(25%)
The power of divisions to establish budget slagk&(12.5%) | 1(12.5%) 1(12.5%) 4(50%) 1(12.5%)
The rationality of budget approval process 2(25%) 1(12.5%) 3(37.5%) 2(25%) 0(0%)

Source: survey data

As indicated on table 02, the degree of interachetween top management and lower level
managers during budget preparation process, therityapf the respondents from budget

section staffs showed their neutrality(50%) folloWway having agreed (37.5%). However, the
status of disagreed staffs became in contradictidh the response of managers from both
support and commercial divisions for similar quastiAs noted above for the same question
that the top management is not consulting loweellevanagers while it reduces the expense
budget majority of the respondents gave confirnyatrswers. The top management has not
given the lower level managers the chance to désars the final budget amount to be

approved. As a result, the expense budget amougtitrget the chance of being overstated or

understated.

Therefore, the researcher believes that the buskgion staffs who were agree on the above
statement answered the question arbitrarily or autrknowing the real situation across the

company as they are more focusing on the contmlgbdoudgetary process.



A great number of budget section staffs (37.5%)cated their agreement that budget holders
have submitted budget without plan although theesanmber of respondents indicated their
neutrality. On the other hand, from the analysidadile-01 it was confirmed that there is no

integration between budget and strategic plan@tthmpany. If there is no integration between
the two, the annual plan of activities for whicle thudget is allocated is not emanated from the
strategic plan. Therefore; there would not be &iast plan for which budget users can be

qguestioned for the budget they submitted.

Regard to questions which compare Support and @pesah (Technical plus commercial)
divisions, majority of the respondents gave corditony answers. They responded that
commercial and technical divisions have greaterotiatng power with the management in
setting budget targets and to establish budgeksldan support divisions can do. As to budget
revision a great number of them did also confirrat thperational divisions usually request
additional budgets repeatedly throughout the budgetr than support divisions. In ET,
commercial and technical units commonly called apen divisions, and are responsible for
the provisioning of telecom service to customerd &r the public as a whole. They are
considered important to the company. Whereas thmoast divisions are facilitators for
operational divisions and they are given less atienlt might be because of this reason that
the operational divisions have got strong powelnngubudget preparation and revision than

support divisions.

For the question that the overall budget approvatgss is not rational because resource is not
allocated fairly based on work volume of budgetdeo$, 25% of the respondents were strongly
disagree, 12.5% were disagree, and 25% were afrem this, even though majority of the

respondents were confirmed that the budget appmesiess is rational but one fourth agreed



on the subsistence of the problem. As indicated/@attbe top management has been reducing
the budget without negotiation with budget holdamsl because of this budget of some units is
highly exaggerated and some others are highly steted. From the responses given above, in
ET there is problem in the rational allocation afiget based on volume of activities.

Table-03 budget users-Commercial divisions’ respoesrate on plan and revenue budget

preparation
Questions in brief A <

n a =z < %)
Linkage of revenue plan with strategic
plan 6(26.09%) | 13(56.52%) 2(8.70%) 2(8.7%) 0(0%)
Participation during budgeting 8(34.78%) | 7(30.43%) | 4(17.39%) 1(4.35%)  3(13.04%)
The fairness of budget allocation basis|

6(26.09%) | 8(34.78%) 4(17.39% 3(13.04%) 2(8.70%
Revenue plan revision frequently 4(17.39%)  7(3%N3 | 4(17.39%) | 5(21.74%)| 3(13.04%
Budget negotiation 2(8.70%) 5(21.74%) 2(8.70% 48(8%) | 6(26.09%)
Rationality of revenue budget approval
process 5(21.74%)| 7(30.43%) 6(26.09%) 3(13.04%) .72(8)

Source: survey data

Table-03 indicates that majority of the respondeli¢sigreed (26.09% strongly disagreed and
56.52% disagreed) that they are preparing theiermeg budget based on the strategic plan of
the company. The respondents who disagreed opaims reasoned out thdtd strategic plan is
not effectively communicated to lower level managdfurthermore, the interview result
confirmed that the document has not been commuwedcand used for their revenue budget
preparation. In addition to this, it was confirmbegt the budget manager that the budget

preparation is not based on strategic plan. Itss aoted that the same opinion was given from



technical and support division respondents as atdec on table-01 above. Regard to
participation during revenue budget preparationyemiban half of the respondents disagree
(34.78% strongly disagree and30.43% disagree) ttetenue budget preparation is
participatory. The respondents who were agreedalg one fifth of strongly disagreed and
disagreed respondents in total. As to the reasontHeir disagreement, 66.67% of the
respondents stated that the total budget of thepaagnis determined by top management only
and then is directly distributed among departmeamsl, the remaining 33.33% of the disagreed
respondents specified that lower level managers Hétle role on the budget preparation
process. The interview result also showed thatmesebudget preparation approach in ET is
top-bottom in which the higher management has éecide amount of revenue to be generated
during the year. Thus revenue budget preparatidghagncompany is not participatory and the
researcher believes that the respondents who wgnee aon the existence of participatory
budgeting might be the members of top managemansi@h heads) or middle level and lower
level management members who had answered theajuesbitrarily or without knowing the

reality in the company.

In addition, majority of the respondent disagre@6.@9% strongly disagree and 34.78%
disagree) on the statement that revenue budgetatibm to departments/sections is fair and
based on resource availability. From the resporsd@hb were strongly disagree and disagree,
majority of them reasoned out that revenue budbietaded for some departments/sections is
highly exaggerated, and unreasonably low for sothers. The remaining confirmed that the
company has not at all any basis of revenue bualg®tation. As indicated on the analysis of

the previous question, revenue budget preparatiot participatory. Therefore, the researcher



believes that the budget allocation could be unésrnon participatory budgeting is not

expected to be fair.

On the other hand, regarding frequent revenue Wudngsion throughout, majority of the
respondents (17.39% strongly disagree and 30.43%gu#e) confirmed that they do not revise
their revenue plan based on the approved budgetighout the year. The top management is
following the practice of increasing the proposedenue budget without negotiation with lower
level managers. This is ascertained by majority§6%) of the respondents who showed their
agreement. Analysis of table 03 also indicates tatoverall revenue budget approval process
of ET is not rational. More than half of the resgents were disagree (21.74% strongly
disagree and 30.43% disagree), 21.74% agreed leabvterall revenue budget allocation

process is rational.
3.3 Budget implementation
response rate on_budget

Table-04 budget controllers, budget section emploes’

implementation

Questions in brief A <

n ) =z < n
Budget utilization 2(25%) 1(12.5%) 2(25% 2(25%) (12.5%)
Spending not in the approved budget 1(12.5%) 25%i) 2(25%) | 1(12.5%) 3(37.5%)
Spending above the approved budget 0(0%) 2(25%) 2598) | 3(37.5%)| 1(12.5%)

Source: survey data

As indicated on table -04 above, a large numberespondents showed their disagreement
(25%, strongly disagree and 12.5% disagree) orvihe that budget users/holders utilize the

approved budget based on the corresponding antamalgb activities. For the question that



there is a practice of spending by budget holdersattivities which are not included in the
approved budget of ET, half of them were agree3h8% were disagree. There is a practice of
over spending by budget holders above the apprbuddet for line items; a great number of
respondents gave confirmatory answers, 50% agueaatl,25% disagreed. Therefore, all the

analysis of the above table shows the problem dgeuutilization in the com

Table-05 Technical and support divisions’ responsete on budget implementation

Questions in brief A <
n ] =z < N
Budget revision and approval
process 18(31.58%) 23(40.35%) 10(17.54%) 5(8.77%) (1.7%%)
The managements’ attention on
budget utilization 7(12.28%) 12(21.05%) 5(8.77%) | 21(36.84%)| 12(21.05%)

Source: survey data

From the table above it is indicated that a littlere than half of the respondents disagreed on
the existence of continuous budget revision andayapb process in the company. As to the
attention of top management on budget utilizatibwe, majority of the respondents confirmed
that the top management requires the utilizatiothefbudget within the scope of the approved
budget and timetable while the lower level managerfacuses on accomplishing activity plans

regardless of how much amount is utilized.

Table-06 Commercial divisions’ response rate on bugkt implementation

Questions in brief a
n

SA

Revenue budget revision is throughout

the year. 6(26.09%)| 12(52.17)] 3(13.04) 2(8.7%)| %0




achievement

The managements’ attention on bud

get

2(8.70%)

2(8.70%)

4(17.399

) 8(34.78

6)(30.43%)

Source: survey data

For the inquiry that there is revenue budget rewighroughout the fiscal year, 26.09% and

52.17% strongly disagree and disagree, respégctiVbee result of interview on the issue under

discussion also indicates that there is budgesi@viin the company but it is not regular and

continuous rather it is made when situation demambat means budget revision is not made
periodically with in some period interval. Insteadhas been made when changes/situations

affect the whole business significantly. In additidhe respondent confirmed that budget

revision in the company will not be made unlessamiiyj of the budget holders are affected by

the new situation.

3.4 Budget reporting and variance analysis

Table-07 budget section employees’ response rate @porting and variance analysis

Questions o o A - < o <
The management’s attention DI (0%) 2(25%) 1(12.5%) 2(25%) 3(37.5%)
spending

Adequacy of Periodic performance2(25%) 4(50%) 0(0%) 2(25%) 0(0%)
report

Explanation on budget variance 3(37.5%) 2(25%) 5%¢p 1(12.5%) 1(12.5%)
The managements’ attention on oved(0%) 1(12.5%) 1(12.5%) 4(50%) 2(25%)
spending

Efficiency and effectiveness 0f3(37.5%) 1(12.5%) 2(25%) 1(12.5%) 0(0%)
budget monitoring




Management of financial resources 2(25%) 3(37.5%) (25%) 1(12.5%) 0(0%)

Source: survey data

As indicated on table -07 above, the analysis ledethat the attention of the management on
budget variance, majority, i.e. 62.5 %( 25% strgragjree and 37.5% disagree), of the budget
staffs confirmed that over spending of costs angemges gets more attention by the
management than under spending. As to budget rapdranalysis of variance, the result of the
above table also shows that the majority of thegetidection staffs confirmed on the presence
of limited periodic performance reports, preparaed aubmitted by budget holders as it is not
adequate and complete to evaluate their performamzk the explanation on budget variance
line-by-line basis periodically is not detail enbutp identify the cause, and to take action
accordingly. The analysis also revealed that opending of costs and expenses gets more
attention by the management in operational divsittran support (administrative) divisions as
the majority, i.e. 75%(50% agree and 25% strongire@) were agree, indicating that the top
management might focus little on support divisioadtivities. It could also be true for the fact
that much of the budget is allocated to operatiatinabkions. Regarding the effectiveness and
efficiency of budget holders on monitoring theidiget, the rating from budget staffs were 50%
12.5% disagree and agree, respectively. Howeverrdbponse on the question that ET is not
managing its financial resources resulting from kvdadget formulation and controlling
process, majority of the respondents showed thismgdeement. From this, the researcher
believes that the respondents from budget sectiom were disagree on this issue were biased

on the assumption that majority of the problenh&rtresponsibility.

Overall, the researcher believes that a companyatape strong in budget formulation and

monitoring without out being participatory in budgeeparation, without having proper budget



report which can show budget and actual performasrcehe variance in detail, without

analyzing the variance line by line, and, abovevaithout identifying the unit manager who is

responsible or accountable for the variance anHbowtittaking appropriate action based on the

report.

Table- 08 Technical and support divisions’ respons&ate on reporting and variance

analysis
Questions in brief A <
n @) 2 < %)
Periodic performance report 7(12.28%) 12(21.05%)| 4(7.02%) 22(38.60% 12(21.05%)
Comparison of budget and actual utilization 1551 g506) | 17(20.82%)| 6(10.53%)| 15(26.32%)  7(12)08%
Investigating budget variances factors 15(26.32%) 18(31.58%)| 4(7.02%) 14(24.56% 6(10.53%)
Managements” attention on over spending
8(14.04%) 10(17.54%)| 7(12.28%)| 22(38.60% 10(17 p4%
Identifying the responsible manager for the
variance 16(28.07%) 20(35.09% | 8(14.04%)|  8(14.04%) 5(8.77%)
Action based on budget performance
13(22.81%) 21(36.84%)| 10(17.54%) 11(19.3%) 2(3.51%)
Explaining budget variances on a line-by-
line basis 12(21.05%) 24(42.11%)| 6(10.53%)| 9(15.79%) 6(10.53%)
Unfavorable achievement of budget 11(1930%
3(5.26%) 8(14.04%) | 10(17.54%) 18(31.58%) )
The focus of management on budget
utilization 7(12.28%) 12(21.05%)| 5(8.77%) 21(36.84%)| 12(21.05%)

Source: survey data

Table-08 above revealed that the majority of thepoedents confirmed the existence of

periodic report in their division. The same queastiwas presented, through interview, to the



budget manager of the company and replied thabgierperformance report has been prepared
and submitted, monthly, by budget holders though rigport is not consistent, complete and
timely. From this, the researcher believes thgtardents who were disagreed on the presence
of periodic report might not participate in repodior their divisions are not preparing the
report at all or else they responded in a biasednera As to the content of the periodic report,
more than half of the respondents replied thatréport does not show the comparison of
budget and actual utilization, and the varianceatingly. For the question that factors leading
budget variances are investigated and control megsstaken, 57.90% and 35.19% were

disagree and agree respectively.

With respect to the management attention, a greaber of respondents (56.14 %%)
confirmed that over spending of costs and expegetsmore attention from the management
than under spending. Furthermore, whether ideatiba of each variance with individual
manager who is responsible for it is possible dr, tite analysis indicated that a significant
number of respondents (63.16%) showed their disageat. The interview result also shows
the same result. In addition, according to the gataented on table -08, majorities (59.65%) of
the managers confirmed that appropriate action n@sbeen taken based on the budget
performance evaluation result, followed by 28% agesed on the view presented to them. The
analysis also showed that a great number (63.2%gsplondents assured that managers are not
required to explain in detail about budget varianan a line-by-line basis. Moreover,
respondents confirmed that their achievement oim thelget was unfavorable because of the
fact that operational expenditure budget was higinglerstated and the top management
requires the utilization of the budget within theoge of the approved budget and timetable

while the lower level management focuses on accisfripg activity plans.



Overall analysis of the above table shows thatdke of response to each question indicates the

existence of serious weakness on budget reportidgvariance analysis. Moreover, although

budget report is prepared and submitted periogi¢allbudget holders the report does not show

comparison of budgeted amount and the actual affiiim, and the variances accordingly. In

addition, each unit manager is not required toarph detail about budget variances on a line-

by-line basis periodically throughout the budgearytor his/her respective unit/section. As a

result, it is not possible to identify each vari@neith individual section manager who is

responsible for the variance. Factors leading &ramonal expenditure budget variances are not

also investigated and control measures are nohtake

Table-09 Commercial divisions’ response rate on bugkt reporting and variance analysis

Questions brief
a <
) ) z < n
Periodic budget performance report
0
0(0) 0(0) 3(13.04%) 8(34.78%) | 12(52:17%)
Comparison of budget and actual utilization
0
4(17.39%) | 7(30.43%) | 4(17.39%) 5(21.74%) S(13:04%)
Identifying the responsible manager for the varé@anc
0,
8(34.78%) | 10(43.48%)| 0(0.00%)  3(13.04%) 2(&-70%)
Action based on performance report
0,
9(39.13%) | 7(30.43%) | 2(8.70%) 4(17.39%) +(4-35%)
The cause of favorable variance
0,
5(21.74%) | 8(34.78%) | 7(30.43%) 3(13.04%) 0(0-00%)
The managements’ attention on under achieverent
0
of sales 0(0.00%) | 1(4.35%) | 0(0.00%) 9(39.13%) 12(52:17%)
The top management’s attention on revenue bugdget
achievement 9
28.70%) | 2(8.70%) | 4(17.39%) 8(34.78%)| /(30-43%)




Weakness on budget monitoring and control

0,
4(17.39%) | 3(13.04%) | 6(26.08%) 7(30.44%) >(13:05%)

Source: survey data

The result of the above table- 09 indicates thatriajority of the respondents, i.e. 86.95%,

agreed that divisions are preparing periodic peréorce reports.

However, as to the question on the content of ¢pent, 47.82% of the respondents disagreed
that the budget report of their division shows tieenparison of budget and actual utilization
and the variance accordingly while 34.78% of thepomdents showed their agreement. The
above table also shows most of the respondent&icad that it is not possible to identify each
revenue budget variance with individual section aggn who is responsible for it. This implies
that identification of accountability is not podsibwithout having proper and detall
performance report which can compare between whred planned with what is actually

performed.

In budgetary control system, performance measuyetbmparing the actual performance with
the budgeted and the difference between the twaldhoe analyzed. As per Anthony and
Govendarajan (2001) a more thorough analysis iflesitthe causes of the variances and the
organizational unit. Effective systems identify iaaces down to the lowest level of
management. Variances are hierarchical. Thereffioiepossible to identify each variance with
individual manager who is responsible for it. Thype of analysis is powerful tool, without

which the efficacy of budget would be limited.

In the question of appropriate action has beenntabg divisions based on the budget
performance report, majority of the respondents5@&%) disagreed that appropriate action has

been taken. As confirmed above, in ET periodicalguenance report is prepared but the report




IS not proper as it does not show the budget aridah@erformance and the variance
accordingly. As a result, it is not possible tonti#y the responsible unit/section for the
variance. If it is not possible to identify the pessible section for the variance it is not also
possible to take appropriate action. If appropriation could not be taken, preparing the
budget and submitting a report is meaningless. Aliog to Anthony and Govendarajan ,(2001)

profit reports are worthless unless they lead tmac

The action may consist of praise for a job well @osuggestions for doing things differently,
“chewing out,” or more drastic personnel actiorccduntability may be the most important
aspect of budgeting because all the hard work speating the budget will be for naught if the
employees involved in the budget are not held atidle for their budget numbers. While the
budget variances may be reported on, they shouldvestigated. What is the point of creating
variance reports if the variances are not goingequestioned and investigated? Organizations
should try to create ownershigf the budget numbers among the managers, to nieka t
responsible for investigating and explaining theiaraces in their budgets. Employees and
managers must understand the impact that missidgdbuargets can have on an organization

(Rasmussen, et. el, 2003)

Analysis of table-09 also shows that majority o€ thespondents (56.52%) showed their
disagreement that favorable achievement of revdnudget is because of the fact that the
revenue budget itself was easily achievabla. the two questions), under achievement of sales
gets more attention from the management than oseiewement, and the top management
requires the achievement of revenue target withim $cope of the approved operational
expenditure budget and timetable while the loweellenanagement focuses on accomplishing

activity plans and target revenue regardless of hmeh amount is utilized, a great number of



respondents gave confirmatory answers. In otherdsyorespondents confirmed that the
management has given more attention for unfavorahbles variance than favorable sales
variance. Regarding, revenue target and correspgndkpense budget allocated, the top
management requires the achievement of revenuettavighin the scope of the approved
operational expenditure budget and timetable wthike lower level management focuses on

accomplishing activity plans and target revenuargigss of how much amount is utilized.

The table also indicates that 17.39% strongly desagl13.04%) disagree, 30.44%) agree, and
13.05% strongly agree that revenue budget mongoaimd control system of the company is

weak:

Over all, the above table and the result from th&ysis of each question indicate that there is
periodic budget performance report in ET. But tleatent is not detail enough to show the

budget —actual variation. As the report is not pregd in the way in which each line item is

presented in the budget, identification of facteesding for the variation is not also possible. In
addition, the responsible unit manager who shoeldhddd accountable for the variation ca not
be identified. Above all, the management is noingappropriate action based on performance
report. With all these realities, it would be diffit to say that the company’s budget controlling

and monitoring system is sound.

3.5 Performance measurement and reward system

Table-10 Technical and support divisions’ responseate on performance measurement and

reward system

Questions brief

SD
SA




Budget as benchmark for performance evaluation

20(35.09%) | 28(49.12%) 6(10.53%)  3(5.26%) 0(0%)
Unfavorable achievement is because of budget
understatement 3(5.26%) 8(14.04%) | 10(17.54%) 18(31.58%)11(19.30%)
Budget achievement as performance measurement

21(36.84%) | 28(49.12%) 4(7.02% 3(5.26%) 1(1.76%
Rewarding managers based on budget achievement 10(33.33%) | 24(42.11%) 9(15.79% 5(8.77%) 0(0.00%
Job satisfaction and budget based performance
evaluation have direct relationships 7(12.28% 19130%)| 0(0.00%) 22(38.60% 14(24.56¢
The impact of budget attainability on the behawbn
managers 3(5.26%) 6(10.53%) | 2(3.51%) | 23(40.35%) 13(22.81
The impact of inappropriate budget allocation
motivation 0(0 %%) 2(3.51%) | 6(10.53%) 32(56.14%) 17(29.82

Source: survey data

From the above table it is indicated that majof@&¥.25%) of the respondents did not agree that

operation expense budget as benchmark for perfaenavaluation for y which theygasoned out that

the budget is unreasonably understated and sonersositated that the budget is highly

exaggerated and still others reflected that theybudself is approved without their negotiation.

Regarding the reason for unfavorable budget vaeab0.88 percent of the respondents agreed

that it was because of the operational expendiiudget was highly understated. The disagreed

respondents’ answer for this question also coirscidigh the response for the reason that the

approved budget is not a good bench mark for padoce evaluation. Most of the respondents

who disagreed on the question that the approveddiud a good bench mark for performance

evaluation reasoned out that the budget is higimgietstated. Some other replied that the

unfavorable variances were happen because budget wsere provided additional duties

%)

%



(which were new and outside of the annual planpaoexecuted from their approved budget

without supplementary funds. It, thus, producethemrburden on the available budget.

ET uses operational budget achievement as perfagnareasurement criteria for managers,
except 14.02% of the respondents who showed tgeteanent and neutrality in total, the whole
respondents showed their disagreement. ET rewardetgers based on budget achievement,
majority disagreed (33.33% strongly disagreed, ¥%.Hisagree) showing that ET has not been
rewarding managers based on their achievemenhelitvio questions that “the relationship of
job satisfaction and budget based performance atraluand “the impact of the attainability of
budget goals on the behavior of managers the sambear of respondents, i.e. 63.16%, agreed
that job satisfaction and budget based performamakiation have direct relationships from the
managers’ point of view and the attainability ofdget goals has significant impact on the
behavior of managers in ET. With respect to linkajereward management and budget
achievement, the above table also shows that rgjose. 75.44 percent, disagreed that ET
rewarded managers based on their budget achieve@atyt five (8.77 percent) respondents
showed their agreement. For the question thatrtipact of budget allocation on motivation,
3.51% respondents disagree d, 56.14% agreed, amPR929strongly agreed that the
inappropriate allocation of expense budget by tipenhanagement has created negative impact

on your motivation.

Table-11 Commercial divisions’ response rate on p@rmance measurement and reward

system

Questions

SD
SA




Linkage of performance evaluation and revenue
budget performance 10(43.48%) 5(21.74p0) 4(17.39%)B.72%) 2(8.70%)
Revenue budget as benchmark for performance
evaluation 11(47.83%)| 7(30.43%) 3(13.04%) 2(8.70%)  0(0.00%)
Favorable achievement because of easy revenue tbudge

5(21.74%) | 8(34.78%) 7(30.43%) 3(13.04%)  0(0.00%)
Top management focuses more on revenue budget
achievement 2(8.70%) | 2(8.70%) | 4(17.39%)) 8(34.78%)  7(30.43%)
The relationship of Job satisfaction and revenuigbti
based performance evaluation 0(0.00% 0(0.00%) 7.8@R0) | 8(34.78%) | 7(30.43%)
Attainability of revenue budget impacts managers’
behavior 2(8.70%) | 4(17.39%) 1(4.35%)| 9(39.13%)  7(30.43%)
The use of budget achievement as a performance
measurement

11(47.83%)| 8(34.78%) 2(8.70%) 2(8.70%)|  0(0.00%)
Rewarding based on revenue target achievement 13(56.52%)| 9(39.13%) 1(4.35% 0(0.00%) 0(0.00%)
Inappropriate budget allocation impacts managgers’
motivation 2(8.70%) 1(4.35%) | 9(39.13%) 5(21.74% 6(26.099%0)
Weakness on overall revenue budget monitoring [and
control 4(17.39%) | 3(13.04%) 6(26.08%) 7(30.44%) 3(13.09%)

Source: survey data

Table-11 above revealed that a great number oforesmts, i.e. 65.12%, confirmed that

performance evaluation of managers is not highdd with the revenue budget performance.

The revenue budget approved is a good benchmasotorperformance evaluation throughout

the budget year, majority of the respondents desyronly 8.7% showed their agreement. As

to the reason for their disagreement, most of dspondents stated that the revenue budget is



highly exaggerated, and the remaining others $aitithe revenue budget is the ambition of top
management. If the revenue budget is approved utithze consultation of the lower level

managers or budget holders in the first place thegss is not participatory.

Secondly it cannot be fair and rational. If it cahibe fair and rational, it cannot be a good
bench mark for performance evaluation .For the tjesif your achievement during the

budget year was more than targeted, it is becatisleearevenue budget was low and easily
achievable, only 13.04% showed their agreementoMgj(56.52%) of the respondents showed

their disagreement.

Regard to the focus and attention of top manageroentevenue budget achievement two
questions as indicated in the table above were d@ed to respondents. The reply from
majority of the respondents confirmed that undéieaement of sales gets more attention from
the management than over achievement and the topgement requires the achievement of
revenue target within the scope of the approvedadip@al expenditure budget and timetable
while the lower level management focuses on accshiply activity plans and target revenue
regardless of how much amount of operational expénsitilized. Regarding Job satisfaction
and revenue budget based performance evaluatiandieact relationships from the manager’s
point of view, and the attainability of revenue batihas significant impact on the behavior of

managers in ET, table 11 indicates confirmatorpeoases from majority of the respondents.

Table-11 also presents that a significant (78.5%jnlmer of respondents showed their
disagreement on the existence, in ET, of usingmeeebudget achievement as performance
measurement criteria for managers. Moreover, agatel on the table above almost all

(95.65%) respondents confirmed that the compamptsrewarding managers based on their



revenue target achievement. Regard to the issuevehue budget allocation on motivation, a
large number of respondents confirmed that theprigpiate allocation of revenue budget by
the top management has created negative impadteamniotivation. As to the overall revenue

budget monitoring and control system of the compa®y49 %( 10 of 23) of the respondents
agreed that the budget monitoring and control systé the company is weak and as a result
there exists inefficient utilization of resource. ¢ontrast to this, 30.43% of the respondents

were disagree (strongly disagree 17.39% and disdk3€4%).

From the response of the previous questions, inti€fe is no proper budget report which
shows the comparison of budget and actual achievemred the variation accordingly, the
responsible unit for the variation could not beniifeed; reward management and budget
achievement are not linked. Above all the revenugget allocation is not based on volume of
activity and the top management focuses on thesaehient of revenue budget within the scope
of the allocated expense while the lower level ngangent focuses on target achievement
regardless of how much is expensed. From this tisen® ground to confirm that the revenue
budget monitoring and control system of the compgarstrong and resource has been allocated

efficiently.

Regard to the group of respondents who were disafiiat the overall revenue budget
monitoring and control system of the company is kveas there is inefficient utilization of

resources, the researcher believes that theydléaues or they filled the question arbitrarily.

In general the two tables (10 and 11) above inditaat in ET performance is not measured by
budget/target achievement, and the reward systenthef company is not linked with

performance measurement. In addition the allocatibbhudget by the top management is not



fully accepted by lower level managers as it ishmwnhg fair and based on resource availability.
As a result it creates negative impact on theirivatibn. Overall with the existence of all these
problems the revenue budget control and monitogysiem of the company could not be

strong.

Chapter Four: Conclusion and Recommendation
This chapter presents conclusion, and forwards mewendations derived from data

presentation and analysis.



4.1 conclusions

As it has been clearly indicated in the introductpart, the main objective of this research was
to examine the overall budget formulation and btmiyecontrol system of Ethio Telecom and
to locate the key problem areas that seek attemtiwhimprovement. Therefore, based on the

major findings the researcher concludes the folh@points.

4.1.1Planning and budget preparation

» The strategic plan of the company has not been coniwated to lower level managers
and the document has not been used to preparentnelabudget of the company.
Therefore, the budget is not emanated from theegfi@plan of the company, and as a
result there is no systematic linkage betweenwioe t

» Even though the operational expenditure budgetguegion approach in the company is
bottom-up and lower level managers has been preptreir budget at the early stage of
the same but the top management is reducing theramaethout negotiation with them.
Hence, operational expenditure budget preparationthe company is not fully
participatory

» Revenue budget preparation follows top-bottom apginan which the total amount of
the revenue to be generated during the budget igeaecided solely by the top
management. Lower level managers who are respensilgollect the income have no
say on the amount to be generated from the aetvithey perform. Therefore, the
revenue budget preparation process is totally raotigpatory.

» Since the revenue and expenditure budget prepgréxier level managers is increased
and reduced, respectively, by the top managemetitouti negotiation or without

requesting them to provide justification, and beeaof absence of fairness in approving



and allocating the budget among the various urfithe company as the amount is
highly exaggerated for some budget holders andasorebly low for some others, the
researcher concluded that overall budget allocgtimtess is not based on volume of

activities.

4.1.2Budget implementation

» The company has a problem of budget utilizations Thbecause budget holders are not
using the approved budget based on the annualoplaativities; they are spending for
activities which are not included in the annualnpland above the approved budget for
line items

» Absence of continuous budget revision and apprpr@tess is another problem of the

company.

4.1.3Budget reporting and variance analysis

» The periodic budget report which is prepared bydgeticholders is not detail enough in
showing the budget and actual expenditure of daehitem.

» The report does not also show the responsiblefainthe variation and it does not assist
to take remedial action. Factors leading budgetamaes are not also investigated and
control measures are taken

» The management is not using the budget reporkedppropriate action.

» Because of all the above problems in every stagéudigeting, the overall budget

monitoring and control system is weak

4. 1.4Performance measurement and reward system



» Budget is not used in the company as performancasunement tool. Performance
evaluation of managers is not linked with budgefgenance. That is the company does
not use operational budget achievement as perfa@naneasurement criteria for
managers.

» The operational expense and revenue budget camnmotised as a standard for
performance measurement since allocation amongadheus units of the company is
not fair and based on volume of work.

» The reward system of the company is not alignedh Witdget performance, and as a
result, budget holders/managers are not rewardsetlban their budget achievement.

» The unfairness of budget allocation and absenceewhrd system based on budget
achievement is highly affecting the motivation @iver level managers.

4.2 Recommendations

The main intention of this study is to assess gkt formulation and control system of Ethio
Telecom, identify the fundamental causes of budganagement and control weaknesses
observed in company, and suggest possible reconatiend to overcome such problems.

Therefore, the following recommendations are sutgges

4.2.1With regard to plan and budget preparation, the folowing actions should be taken



» The company should communicate the strategic malower level managers
and employee as a whole and it has to be suratlegjuate awareness has been
created.

» The annual budget should be derived from the gii@@an of the company. To
do that annual plan of activities for which the getlis prepared should be in the
strategic plan, and the budget should be prepayedht& execution of these
activities

» Budget preparation should be participatory. In doso the top management
should not reduce the budget without requestingficestion from lower level
managers or without negotiation with the same.

» The revenue budget preparation approach can bebdidpm as currently
followed by the company. But it should not be immpénted in the strict sense.
The lower level managers should be allowed to peegieeir target based on the
general direction given from the top management.

» The company should design and implement a fairratidnal basis of resource
allocation among the various working units.

4.2.2 With respect to budget implementation, the researaér suggested the subsequent
recommendations
» The company should design and implement strong dtuddgilization follow up
mechanism to check whether budget holders are tisgigbudget as per approval.
» The budget revision process should be continuowssthroughout the year as far as

circumstances demands and the market conditioeddiee company to do so.



4.2.3

424

Appropriate action should be taken by the managewm®ethose budget holders who are
expending above the approved limit and for acegitivhich are not included in the
annual plan

As to budget reporting and variance analysis, the ampany should take the
following actions.

The company should design and implement a reporsiyggem which can assure
adequate and completed report to be prepared @moitted from all budget holders.

The report should show the budget, actual perfoomavariance and the reasons for the
variances accordingly for every budget line item.

Based on the report factors leading variations khbe investigated, the responsible
unit for the variation should be identified and aggiate remedial action should be
taken by the management/budget holders.

Appropriate system should be designed to check hendbudget holders have been
preparing and sending their periodical budget rejpost completed and timely manner.
With respect to performance measurement and rewardystems

The company should use budget achievement as oh®t@erformance measurement,
and it should start to reward managers and empdoymmsed on their budget
achievement.

In doing so, the budget should be fair, rationalgd ahould be participatory and get

acceptance from lower level managers.
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Appendix-01 Questionnaire distributed to Technicaland Support divisions
Instruction: Please tick a box which can refleatirybest answer

Section A. Budget preparation, allocation andirtisage with strategic plan

1. Your operation expense budget is linked with styit plan of ET
Strongly disagreqd | Disagre[ | Neutral[ | Agred | Strongly agre[ ]
2. If your answer to the above question is disagrestrongly disagree, what is the reason
for this?
[_] The budget is not prepared based on strapbaic
[ 1 The strategic plan is not prepared based efiitlancial plan of ET
[_1 The strategic plan is not effectively communicaieébwer level managemnd that
the strategic document would have been used deramee while they prepare their
annual budget

[] Others, please specify

3. Operational expenditure budget preparation in ydivisions/department/section is
performed with full participation of managers dtlavels
Strongly disagre | Disag[ | Neutral |  Agrd |  Stronglyad_ p
4. If your answer to the above question disagree’ or ‘strongly disagree’ what is the
reason for your disagreement?
[_1The lower level managers have no any role on tligétupreparation process
[_1The total budget of the company is determined leytdp management and then is

directly distributed among divisions and departraent



[__1Although budget of each department/section is pegbhy lower level managers the

top management modifies the amount without cormsgtthem.

5. Over all operational expenditure budget allocatiorthe various working units of the

company is based on the volume of activities

Strongly disagree] | Disagred | Neutral [ | Agred | Strongly agrd |
6. If your answer to the above question is disagrestrongly disagree would you explain

the reason?

[_1Budget allocated for some departments/sectionigigyhexaggerated

[_1Budget allocated for some departments/sectionsrisasonably low

[_1The company has not at all any driver of budgeitcalfion

Others, please specify

7. The top management is following the practice dueng the proposed budget without
negotiation with lower level managers
Strongly disagree] |  Disagre{ | Neutral [ | Agree[ | Strongly agred |
8. The overall operational expense budget approvatga®is not rational as resource is

not allocated fairly based on work volume of budgaters

Strongly disagrd_| Disag[ | Neutral | Agrd |  Stronglyad P

Section B. Budget reporting, variance analysis@grdormance measurement

1. Your division prepares periodic performance repg¢etg. monthly, quarterly), which

compare against the corresponding budget amount

Strongly disagree[ |  Disagree[ | Neutral [ | Agred | Strongly agr{ |



. The budget report of your division shows the congoar of budget and actual
utilization and the variance (budget amount lesga@xpenses/revenues) accordingly.
Strongly disagree[ | Disagrd_] Neutral [ | Agree[ | Strongly agrd |
. Factors leading to operational expenditure budgetmces are investigated and control
measures taken

Strongly disagre ] Disag[ | Neutral |  Agrd |  Stronglyad  p

. Over spending of costs and expenses gets mordiattdrom the management than
under spending

Strongly disagree[ | Disagre[ | Neutral [_| Agree[ | Strongly agrd |
. It is possible to identify each variance with indwal section manager who is
responsible for it

Strongly disagre | Disag[ | Neutral ] Agrd | Strongly ad P

. Appropriate action has been taken by your diviglepartment/section based on the

budget performance evaluation.

Strongly disagree[ | Disagrd__] Neutral [ | Agree[ | Strongly ag[ |

. Managers are required to explain in detail aboudtigeti variances on a line-by-line basis

Periodically throughout the budget year
Strongly disagred__|  Disagre[ | Neutral [ | Agree[ | Strongly agre[ |
. There is continuous periodic budget revision anar@yal process in your division

Strongly disagree [_] Disagrd__| Neutral [ | Agree[ | Strongly agrd |

. Performance evaluation of managers is highly linkéti budget performance

Strongly disagree[ | Disagree] | Neutral [ ] Agree[ | Strongly agre[ |



10. The operational expense budget approved is a gendhmark for your performance
evaluation throughout the budget year
Strongly disagree[ ] Disagree [ | Neutral [] Agree[ ] Strongly agrd |
11.1f your answer to the previous question is strongdisagree or disagree, what is the
reason for this?
[ 1The budget is highly exaggerated
[ IThe budget is unreasonably understated
[__IThe budget is prepared without your participation

Others, please specify

12.1f your operational budget achievement during st two budget years (2004 and 2005
E.C) was favorable (your actual expenditure is l#ssn your budgeted expense
amount), what was the reason for this?

[__IThe budget amount was highly exaggerated
[__IYour were efficient in meeting activity plans hiit the scope of approved budget
[ |Because some activities in the annual plan wetelone

Other, please specify

13.1f your achievement was unfavorable (your actugbesiture is more than your
budgeted expense amount), it was because of thatopeal expenditure budget was
highly understated/
Strongly disagree [ | Disagree[ | Neutral [ | Agree[ | Strongly agr[ ]
14.There is budget revision throughout the fiscal yeamour division.

Strongly disagree [ | Disagree [ |Neutral [ | Agree[ | Strongly agred |



15.1f the answer for the above questionis agree angty agree, at which interval period
the revision process is made?
Every montf__] Quarterly ] Bveix months [ 1 Rarely Whenev[ ]
the instruction comes from the top management.
16.ET uses operational budget achievement as peafozen measurement criteria for
managers
Strongly disagre | Disagre(_| Neutral [ ]Agree[ ] Strongly agf |
17.ET rewarded managers based on their budget ashevt
Strongly disagre | Disagree[ | Neutral_| Agree[ ] Strongly agf |
18.The top management requires the utilization of lieget within the scope of the
approved budget and timetable while the lower lemsnagement focuses on
accomplishing activity plans regardless of the lmield amount
Strongly disagrq ] Disag[ ] Neutral ] Agrd | Strongly ad__p
19.Job satisfaction and budget based performance ai@iuhave direct relationships from
the managers’ point of view

Strongly disagrq ] Disagreel | Neutral [ | Agree[ | Strongly agf ]

20.The attainability of budget goals has significanpact on the behavior of managers in
ET.
Strongly disagree || Disagre{ | Neutral ] Agrd |  Stronglyad P
21.The inappropriate allocation of budget by the topnagement has created negative
impact on your motivation

Strongly disagrd__] Disagree[ | Neutral [ | Agree[ | Strongly agre |



Appendix-02 Questionnaire to Budget section emplogs

Instruction: Please tick a box which can refleatirybest answer

Section A. Budget preparation, allocation andintisage with strategic plan

1.

The interaction between top management and lowezl lmanagers during budget
preparation process is strong
Strongly disagree[ | Disagf | Neutral [ ] Agr{_] Strongly [ _ee

Commercial and technical divisions have greater ohating power with the
management in setting budget targets than gengppbst divisions?

Strongly disagree[ |  Disagree[ | Neutral [ ]| Agree [ | Strongly ag[ ]
There is a tendency of budget submission withcan ply budget holders/users.
Strongly disagree[ |  Disagre{_ | Neutral [ | Agree[ | Strongly agr{ |
Operational divisions usually request additionaddmts repeatedly throughout the
budget year than support divisions

Strongly disagree[ | Disagree[ | Neutral [ ] Agree [ | Strongly agre] |
Operational divisions have greater power to eshbludget slacks than support
divisions can do.

Strongly disagree[ | Disagre{__] Neutral [ | Agree[ | Strongly agrel |
The overall budget approval process is not ratidresdause resource is not allocated

fairly based on work volume of budget holders

Strongly disagrd_| Disag[ | Neutral | Agrd |  Stronglyad P

Section B, Budget reporting, variance analysis@gfiormance measurement

1.

Budget users/holders utilize the approved budgsedan the corresponding annual
plan of activities.

Strongly disagree | Disagre] |  Neutral [ 1 Agree[ | Strongly agl |
There is a practice of spending by budget holdaradtivities which are not included in
the approved budget of ET

Strongly disagrd_] Disag[ | Neutral |  Agrd |  Stronglyad_ p
There is a practice of over spending by budgetédrsldbove the approved budget for
line items

Strongly disagree[ |  Disagree[ | Neutral [_| Agree[ | Strongly agr{_|
Over spending of costs and expenses gets mordiattdry the management than under
spending.



Strongly disagrd__] Disagrel | Neutral [_] Agree[ | Strongly agrel ]
. The periodic performance reports (e.g. monthly,riguky), prepared and submitted by

budget holders is adequate and complete to eesalbneir performance

Strongly disagre{__|  Disagre{ ]| Neutral [_] Agree[ | Strongly agri
. The explanation on budget variance line-by-lineidbagriodically is detail enough to
identify the cause and to take action accordingly

Strongly disagree [ | Disagree[ | Neutral[ | Agree[ | Strongly agr{ |
. Over spending of costs and expenses gets moretiatteby the management in
operational divisions than support (administratide)sions

Strongly disagree[__|]  Disagre(__| Neutral [_| Agred | Strongly agr{ ]
. Budget holders are monitoring their budget effeddfivand efficiently as per the
approved budget amount

Strongly disagree[ | Disagreel | Neutral[ ] Agrd |  Strongly agrel |
. ET is not managing its financial resources resglfrom weak budget formulation and

controlling process
Strongly disagree[ |  Disagre{ | Neutral [_] Agree[ | Strongly agr{ |



Appendix-03 Questionnaire to Commercial divisions

Instruction: Please tick a box which can refleatirybest answer

Section A. Budget preparation, allocation andintisage with strategic plan

1. Your division/department/section prepares its ahrexenue plan based on strategic plan
document of the company

Strongly disagred_] Disagr{__] Neutral [_] Agred ] Stronglyegr |

2. If your answer to the above question is disagrestrongly disagree, what is the reason
for this?
[_IThe budget is not prepared based on strategic plan
[_1The strategic plan is not prepared based on tl@dial plan of ET
[_1The strategic plan is not effectively communicatedower level managerand that
the strategic document would have been used der@mee while they prepare their
annual budget

Others, please specify

3. Revenue budget preparation in your division is qraned with the full involvement of

managers at all levels.

Strongly disagre[] Disagl{_] Neutral[_] Agrer—j Stronglyes ]

4. If your answer to the above question is ‘disagree ‘strongly disagree’ what is the
reason for your disagreement?
[_] Section managers have no any role on the budgeaiaton process
[_1The total budget of the company is determined lpyn@nagement only and then is
directly distributed among departments.
[_TAlthough budget of each division is prepared by dowevel managers top
management modifies and approves the amount witteangulting them.

5. Revenue budget allocation to departments/sectiendair and based on resource
availability



Strongly disagre(] Disagr[_| ] Agree[ ] Strongly agreq]

6. If your answer to the above question is disagrestrangly disagree would you explain
the reason?
[ 1 Revenue budget allocated for some departmentsissds highly exaggerated
[ 1 Revenue budget t allocated for some department®igsés unreasonably low
[ 1 The company has not at all any basis of revenugdduailocation
Others, please specify

7. Your division/department/section revises its rexerplan frequently based o the
approved budget throughout the budget year

Strongly disagr{__] Disagl_] Neutrall_] Agree[] Stronglyes [

8. The top management is following the practice oféasing the proposed revenue budget
without negotiation with lower level managers.

Strongly disagrd__] Disagl_1 Neutral ] Agre(_] Stronghree[ ]
9. The overall revenue budget approval process asEational

Strongly disagrd_] Disag_? Neutral ] Agre[] Stronghree |

Section B. Budget reporting, variance analysis@erdormance measurement

1. Your division prepares periodic performance repg¢etg. monthly, quarterly), which
compare against the corresponding budget amount

Strongly disagr{_] Disa_k Neutrd ]  Agr{_] Strbynagree ]

2. The budget report of your division shows the congoer of budget and actual
utilization and the variance (budget amount lessa@xpenses/revenues) accordingly.
Strongly disagre{_]1  Disagr[_] Nel_] Agred ] Strongly ag ]

3. It is possible to identify each revenue budgetarare with individual section manager
who is responsible for it

Strongly disagre_] Disag(_] tel_]  Agred ] Strongly ag__¢



4. Appropriate action has been taken by your dividdased on the budget performance
report
Strongly disagrel] Disag{_] e ] Agre(] Strongly agl_}

5. Performance evaluation of managers is highly linkedh the revenue budget
performance.
Strongly disagre[_| Disag[__] utng [ ] Agred | Strongly ag[__}

6. The revenue budget approved is a good benchmankoior performance evaluation
throughout the budget year
Strongly disagre[_] Disag[] utk[ | Agred ] Strongly ag__?

7. If your answer to the previous question is strongdiiyagree or disagree, what is the
reason for this?
[_1 The revenue targeted is highly exaggerated
[_1 The revenue targeted is unreasonably low
[_1 The revenue targeted is prepared without yottigyaation
[ The revenue targeted is the ambition of thentapagement

8. If your revenue budget achievement during the thast budget years (2004 and 2005
E.C) was below target, what was the reason foPthis

[ 1 The revenue targeted wasliiighaggerated

[T Your effort to meet the target was weak
[_1 Due to unexpected challenges which were nat dagng the time of target setting
[_1 Lack of necessary resources to achieve thettarg

9. If your achievement was more than targeted, ibiecause of the revenue budget was

low and easily achievable

Strongly disagrd ] Disal_ }  Neutrd | Agr{ | gty agred |

10.Under achievement of sales gets more attentiom ftbe management than over

achievement
Strongly disagre[__| Disag[ | Neutra[ ] Agrel |  Stronglyad |



11.The top management requires the achievement ohueviarget within the scope of the
approved operational expenditure budget and tineetabhile the lower level
management focuses on accomplishing activity piars target revenue regardless of
how much amount is utilized
Strongly disagre ] Disag] | Neutral ] Agrqd ] Strongly ad '}
12.Job satisfaction and revenue budget based perfaenavaluation have direct
relationships from the manager’s point of view
Strongly disagrd__] Disagl_] Neutral_] Agrd_| Stronglyad ]
13.The attainability of revenue budget has significampact on the behavior of managers
in ET.

Strongly disagre__] Disag[__] Neutra ] Agre[ |  Stronglyad |

14.There is revenue budget revision throughout threafigear in your division

Strongly disagr[ ] Disad__} Neutral[ ] Agr{_] Swgbnagre_|

15.ET uses revenue budget achievement as a perfoemar@asurement criteria for
managers
Strongly disagrd ] Disag[ | Neutral |  Agrd |  Stronglyad p
16.ET rewarded managers based on their revenud talgevement
Strongly disagrd ] Disag[ | Neutral |  Agrd |  Stronglyad ¢
17.The inappropriate allocation of revenue budget iy top management has created
negative impact on your motivation
Strongly disagre | Disag[ | Neutral |  Agrd |  Stronglyad_ P
18.The overall revenue budget monitoring and contysteam of the company is weak as
there is inefficient utilization of resources

Strongly disagrg_| Disag[ | Neutral | Agrd |  Stronglyad P



Appendix-04 Interview questions to Budget section anager and their answers
The purpose of this interview is to assess theadMeudgetary control system in ET

1. Does ET have a five year or more strategic plan® Wdas a three year strategic plan.

2. Is the strategic plan (five year more) of the conypeaonsidered while preparing annual
budget? No

3. Strategic planning and budgeting should be integragach other. Strategic planning
should be prepared prior to budgeting, while eaelrybudget has to emanate from
strategic plan of the company. Are these logicssitently applied in ET? No. The
strategic plan is not considered while budget éppred.

4. What are the main objectives of preparing ET bu2ldéte main objectives of ET budget
are: Planning and resource allocation, and coirigplactivities and coordinating the
various units of the company

5. What is the basis for setting budget of ET? Anrlah and volume of activities

6. Are operational and administrative budgets prepatethe same basis of assumptions or
differently? The same basis has been applied.

\‘

. Is there budget committee in ET? If so, whotheemembers of the committee? There is no
budget committee in ET

(o]

. What type of budgeting ET is using (incremertako-based, etc)? ET is using zero-based
budgeting

©

. Which type of budget (fixed, flexible, etc) pesation is the usual practice in ET? Is it
consistently applied from year to year? Fixed

10. Is there budget guide line or manual in ETthdfre is, have you communicated to budget
holders? No, there is no budget manual in ET.

11. Does revenue budgeting follow a top down otdsotup procedure or both? If both how
it's applied?

Revenue budget follows a top-down approach in whhehtotal revenue budget is decided by
the top management.

12. Does administrative (support divisions) budggtiollows a top down or bottom up
procedure or both? If both how it’s applied? Bottom

13. Does the base of assumptions for revenue byigparation different from operational
expenditure budgets? Yes, the same basis of assunhgis been applied

14. Is the budget section structured at the headeuadequate to manage all budget issues for
the whole organization? If not, why?



No, because the organization and man power is aedquate to discharge its responsibility
efficiently and effectively. Lack of adequate amdiried man power is the other challenge
of the section.

15. Why is the top management reducing the budggbgsed by budget holders without
consulting them? This is because of lack of jusiifion for their budget and the top
management assumes the budget is highly exaggerated

16. Why budget holders could not submit proper letidgnd acceptable justification for their
figures?

They have limitations in budget preparations, tyr&hbmissions of budget requests, and on
the validity of assumptions taken in preparingahaual budget.

17. Have you communicated the approved budgetnom tio budget holders? If not, what is
the reason? The approved budget is communicatduldget holders on time. But the
problem is delay of budget approval by the top rgan@ent. Most of the time budget
approval is delayed up to the end of the secondeueaf the budget year.

18. Is there a budget revision? If there is, whes happens and how is the procedure? There
is budget revision. But the revision is made onlgew the company as a whole is
significantly affected by unforeseen situations.

19. Are budget transfers (from division to division from one budget line to another) or
alterations allowed? If allowed what is the proaedior approval? Is the procedure same
for both for administrative and operational expémis? Budget transfer from one division
to another is possible when the two budget holaesidns are agree. The procedure of
budget transfer is the same for both administradive operational divisions.

20. Can each budget holder submit supplementargdiucequest if there are unforeseen
circumstances through time? Is it the same for Bothadministrative and operational
expenditures? Yes, but it is only when the totaibess is affected significantly.

21. What is the main function of budget controlstisms established in some key divisions in
the company? Is there an overlap of responsitslitietween the budget section and these
sections? If overlaps exist, why isn’t that resd¥eTheir function, when they are
organized, is to control the budget activitieshadit respective divisions. But in reality they
are not working as they are supposed to do. Tisene ioverlap of activities because there
is no role played by them.

22. At which interval period the performance evéhrais conducted at various managerial
levels? Semi- annually



23. Is there periodical report prepared and sulkthity budget holders? Yes, there is monthly
report but the report is not timely, complete andsistent

24. How are the results of variance analysis utad’hot used to take remedial action

25. How the adverse variance is evaluated by dpeadtand administrative divisions. Is it
treated equally or not? Yes. Both are treated é&gual

26. When variance analysis is for revenue, oparatiand administrative prepared? For which
one more emphasis is given? They are given equathasis

27. Is there follow up / checks from Finance tousasthat appropriate action has been
undertaken? No, because the budget section hadegoae and trained man power.

28. What should be improved to make the budgetamyral system of ET more effective and
useful? The management should give proper attefdiobudget, every working units of
the company which are involved in budget controtl anonitoring activities should
discharge their responsibility efficiently and efieely, to enhance their awareness
managers and budget holders should be trained &lodget and appropriate action should
be taken based on budget report

29. Why some divisions do not make their secticarsigpate during budget preparation? The
reason is attitude problem.

30. Why some divisions are not submitting completbediget report which shows budget,
actual figure and the variance? Because they tigiwe attention as action is not taken on
them by not preparing and submitting the reporter&fore, the top management should
assure that proper training has been given toualfet holders and their mangers who are
working under them.

31. What is the periodicity of budget report (frdmdget holders), monthly, quarterly,
semiannually, in ET? Monthly

32. Why factors leading to budget —actual variti@me not investigated? This is because
action is not taken based on the variance.

33. Why identification of the responsible sectioanager for budget -actual variation is not
possible? The budget system, especially the budgetting does not enable to do so.



Appendix -05 Interview questions to managers in sywrt and commercial divisions and
their answers

The purpose of this interview is to assess theatMeudgetary control system in ET

1. Does ET have a five year or more strategic plaer®d hot sure.

2. Is the strategic plan (five year more) of the conmypeonsidered while preparing annual
budget? No.

3. Strategic planning and budgeting should be integragach other. Strategic planning
should be prepared prior to budgeting, while eaelrybudget has to emanate from
strategic plan of the company. Are these logicsstently applied in ET? No.

4. What are the main objectives of preparing ET budlgegsource allocation

5. Have you been issued with any written guidanceegpect of budget setting, budgetary
control or monitoring? No

6. Does your budgeting follows a top down or bottompupcedure or both? If both how
it’s applied? It seems bottom-up but in realitisihot.

7. To what extent is your budget proposal acceptedpfr@ved regarding Operating &
administrative budgets? Very little

8. Why the top management is reducing your budget qwalp without negotiation?
Because the top management assumes that the bsidgghly exaggerated. It is doing
this without asking justification on the budgetuegted.

9. What effect will the practice of reducing the budgéathout negotiation by the top
management have in the future? The practice engesrrbudget holders to submit
highly exaggerated budget in subsequent budgesy&he reason is due to the fact that
the top management who is responsible for budgeroapl allocates budget by
reducing some percentage from the initial request.

10.Do you receive approved budget before start offigear (i.e., before July 1 EC)? No.
| have never got the approved budget before theoétite second quarter of the budget
year

11.Do you undertake staff meeting or discussion reggrdbudget preparation,
implementation, controls and budgetary positionaw®? No

12. Are you convinced with reasons given to reduce gaation’s budget level? No. Even |
have not been requested by the top managemerttify jony budget request

13.1s there a budget revision? If there is when tlapgens and how is the procedure? |
don’t know.

14.Can you submit supplementary budget request ifetla@e unforeseen circumstances
through time? Yes. But the request is rarely ggtdoceptance from budget section.

15.Do you use budget as performance measurement togbus section? If so, how is
budget used as a performance measurement toolirsgotion? No.

16. At what interval period the performance evaluati®mronducted at various managerial
levels? Every six months.



17. How are the results of variance analysied? It has not been used to take remedial
action

18. Does any follow up / checks from Finance teuee that appropriate action has been
taken? No.

19. What is your reaction (feeling) about ET’'s betilgg practice? Non participatory and
rigid budgeting, | don't feel that the budgetig own budget.

20. What should be improved to make the budgetangrol system of ET more effective
and useful? The top management should give prapemt@n, the process should be
participatory, the budget should be flexible, evérydget holder should aware the
usefulness of budget, efficient and effective baudgenitoring and control system

should be put in place.



