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Making a Budget
A Self Study Guide for Members and Staff of Agricultural Cooperatives

LESSON SEVEN:  Following up the Budget

Objective:  In this lesson the importance of checking the cash budget 
and comparing actual results with the estimates is explained.  This 
process enables the manager to see if things are going to plan and if 
they are not, to discuss remedial action with the committee or bank.

As the chairman said, budgets must be used otherwise it would be meaningless to prepare 
them.

The operational budget can be used for continuous follow-up, if it is subdivided into 
shorter periods - months or at least quarters. But Unity conducts almost all of its business
during a short period of the year, so Sabu finds it unnecessary to prepare operational 
budgets for the less busy months.  However, he thinks the cash budget prepared on a
month by month basis is essential. 

"The cash budget is very useful for me," he says. "I use it as the main instrument for 
controlling developments and to help me follow up results.  It enables me to ensure that 
everything goes according to plan month by month."  

Let us see how Sabu uses his budget during the year.

October

It is October and we have come to ask Sabu about his business: "Are you still within the 
budget limits you set yourself?"

Sabu tells us: "The first three months were all right, even better than planned. No 
expenses were above the estimates.  And the bank was helpful as usual; we were given a 
loan - enough to keep us going.  But I can see one problem now. Look here in the cash 
budget. We estimated we would pay out T$37,000 for pesticides in January. The fact is 
that members bought more pesticides than expected. The invoice from the suppliers is 
T$42,200, and the members have credit until February - March."

"Furthermore, the truck broke down last week, and it will cost T$1,200 to put it on the 
road again.  Altogether we must pay T$6,400 more than planned. We can pay for the 
repair now and the pesticides in January, but when I adjust the cumulative figures I can 
see that I will have some problems in February. We may be short of money then, because 
the loan we have negotiated won't cover these increased expenses."

"I have to do something about it. First I will ask Quality Foods if they can increase their 
advance to us in January.  If they will do that, everything will be fine."

Clearly it is useful for Sabu to have this budget.  He can immediately see how small things 
that happen now in October will cause problems in February. And he can take immediate
action to solve the problem in advance.
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March

We visit Sabu again at the beginning of March. This is in the middle of the trading period. 
Sabu is very busy supervising the work and talking to members.

In this situation, Sabu's most important responsibilities revolve around receiving the 
produce and selling it. It takes up every minute of his time. Maybe he has forgotten about 
the budget and the follow-up?

Sabu says: "No, I haven't. Now more than ever I must remember the estimates and 
compare them with the actual operations.  I keep a special eye on the expenses.  If they
should increase suddenly, outside my control, there will be problems. I can give you an 
example."

Sabu shows us an expenditure sheet and says:

"For instance, look here at the expenditures for 
February. There are some figures that worry me a bit.
The staff costs were high already in January, and in
February we exceeded the budget by T$300.  I know the
reason.  This year we have a different opening schedule
for our buying points, and it turned out to be impossible
to manage it with the same number of labourers as last 
year. But I have now modified the system again.  The 
costs are once more under control."

Sabu says: "Here is another question mark." He points to 
the figure T$91,600, which was paid to farmers for 
potatoes in February.  "We received fewer potatoes than 
expected, 10% less, in fact.  Our commission - our gross 
surplus - will be reduced if things do not improve 
quickly."

"What is this unplanned expenditure of T$1,500 for 
buildings and equipment, Sabu.  It doesn't look good."

"It is for the groundnut screeners. That expense was planned for December, but we didn't 
have to pay until February.  So that's just fine."

Yes, we remember. Of course, we understand that Sabu did not have to pay the screeners 
in December just because they were in the budget for that month.  If he could improve the 
situation by waiting until February, he should do so. Sabu did not look upon the budget as 
a definite and fixed plan of action. He just saw it as an aid to his planning and control.
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Sabu continues: "As you can see, there are also some smaller deviations from the budget 
for other expenditures, but they can all be explained and accepted.  So when I meet the 
committee tomorrow, I shall report that everything is going as planned, except for the 
potato deliveries.  We will then discuss what we should do about that."

The Follow-Up Procedure

We have seen how the manager of Unity Co-operative followed a certain procedure when 
he checked the results of the operations, and prepared the monthly report for his 
committee.

 First he compares the actual income and expenditures with the budget.  He notes if 
there are any large differences.

 Then he tries to find out the reasons for the differences.

 He considers whether or not the differences will affect the overall result for the whole 
year.

 If it does so, he decides (together with the committee) what action he will take.

In this way, by checking the progress each month and taking action when necessary, the 
committee and the manager guide the co-operative towards the goal, which is to achieve 
the result they have planned for in the budget.

In this MATCOM study guide we have followed a team of co-operative leaders at work.  We 
have seen how seriously they take their responsibilities and how carefully they plan 
operations in order to achieve good results for the benefit of the members.

We have seen that "Planning and Controlling" means three things:
i. planning the sales,
ii. planning the costs,
iii. and then, following up and checking that the business is going according to plan.
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The success of your own co-operative will very much depend on your ability to prepare 
realistic plans and to control operations adequately.

The "checklists", which you will find in the document section of this study guide, sum up all 
the important steps in this work. Study the checklists now, to confirm that you remember 
and fully understand the whole process. You may also want to use the checklists later on 
in your practical work.

Use the "Check-Out" questions, which you will find in the document section, to see if you 
have fully understood all that you have learned in these lessons.  

  


