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Abstract

Research background:Budgeting was developed during the Great Depresssoa mana-
gerial tool to help enterprises survive a critipatiod characterized by fluctuations in mac-
roeconomic indicators. Now, after more than eigyars, budgeting is criticized for the
same reason why it was created — for lack of adfitato unexpected changes in the
business environment. Based on these facts, tisenerl study focuses on the specifics of
budgeting in the current business environment.

Purpose of the article: The aim of the work is to explore selected aspe€tsudgeting
process in Czech firms, and to assess how the hargigerocess is influenced by the pro-
gression of the business environment.

Methods: To achieve presented target, the authors desidreduestionnaire survey sub-
mitted to employees of companies in the Czech Repub

Findings & Value added: The first part of this paper displays the stat&kmdwledge on
budgeting, the following part presents results hef survey. The study identified several
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trends, especially in the use of budgeting in CA&afs, characteristics of budgets in these
subjects and evaluation of the sustainability cbmpany’s environment.

Introduction

The theoretical basis of budgeting was describetionographs by many
well-known scholars (Drury, 2000; Garrisehal, 2014; Weygandét al,
2009). According to Popesko and Papadaki (2016jgéting is a typical
activity of economic departments in various typésermerprises. Horngren
et al (2012) and Kral (2010) define a traditional budgs a quantitative
(financial) expression of a proposed plan by mamege for a specified
period. It confirms a finding by Ostergren and Stker (2011), who claim
that budgeting is often connected with the planmpracess. Drury (2015)
considers budget as a clear indication of whatxfgeeted to be achieved
during the budgeting period.

Budgeting was developed during the Great Depregsityelp enterpris-
es survive a critical period characterized by arese in domestic con-
sumption, deflation and profit margin reduction {Badet al, 2009). Only
a few years later, these expectations became #yreaid budgeting be-
came the most frequently used controlling systerRern@ndez &
Rodriguez, 2011). The current situation can be riteesdt as paradoxical.
A tool which was created because of the lack dftaltdo respond to turbu-
lent economics, is particularly criticized for tleek of adaptability to un-
expected changes in the business environment (Letail, 2015). How-
ever, this is not the only criticism regarding bettqy Hope and Fraser
(2001, 2003) published two studies which show tteatitional budgeting is
unsuitable in today's dynamic age. Growing scegpticis also evident in
the articles of other authors (Hanseal, 2003; Hope & Fraser, 2003;
Neely et al, 2003), who pointed that traditional budgets arveused on
results, not on causes; support outdated stereptfplinking and organi-
zation; are disconnected from the enterprise gyate

Wildavsky (1986) declared a radical opinion thatidpeting is a system
of the past. Similar thoughts are presented algegent publications. Ac-
cording to Horvath and Sauer (2004), budgeting marnonger serve as
a company’s only management system in the curcaemognics. A detailed
analysis of budgeting weaknesses was presentedebly NSutcliffe and
Heyns (2001), who compiled a list of the twelve mued deficiencies of
budgeting. Many authors have focused their studieghe relationship
between budgeting and people in the enterprisdayLéimd Lindsay (2010)
criticized budgets for being time-consuming. Ne@@03) showed in his
research that the budgeting process consumes hame20% of the man-
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ager’s time fund. Jansen (2001) determined as #jer problem of budg-
eting its impact on relations in the organizatibie. stated that budgets tend
to cause managers to lie and cheat, and put cakeagginst colleague.

Despite considerable criticism, studies from vasiatountries show
a minority tend of companies to abandon traditidnalgeting systems. For
example, Ekholm and Wallin (2000) presented th& 1& the Finnish
businesses plan to abandon traditional forms ogétidg. Libby and Lind-
say (2010) indicated that 79% of the approachedpemies from Canada
and USA use budgets for control purposes. About @4%em reported
that do not intend to abandon utilizing budgetscfamtrol in the future.

In recent years, we can observe increasing intefeastademics to the
area of budgeting specifics in the current busiregsdéronment (Lorairet
al., 2015; Collier & Berry, 2002). In the Czech Repalohany studies have
been published with focus on public budgets (Mddsf& 2005;
Grebendek et al, 2013), or on characteristics of the enterprisdgets
(Popeskeet al, 2015).

Based on these facts, the presented study focusie doudgeting prac-
tice of Czech firms in the current business enwvitent. The aim of the
work is to explore selected aspects of budgetinggss in Czech firms and
to assess how is the budgetary process influengéidebprogression of the
business environment. An instrument for achievimg target was the ques-
tionnaire survey.

Research methodology

The study focuses on several fields:

— Use of budgeting in Czech firms.

— Characteristics of budgets.

— Evaluation of the sustainability of a company’sieonment.
— The causes of differences between reality and (bladget).
— Changes planned in the enterprise budget.

The article is based on a questionnaire survey #tdzhto a selected
sample of Czech enterprises. Some questions isutivey were inspired by
a similar study by Lorairet al. (2015) which opens the way to compare
results of these two surveys in the future.

The required data was collected during Decembel6 21id January
2017 via a web-based questionnaire. The surveyawasymous and took
about 15 minutes to be completed. Individuals wieoeanployed in finan-
cial management (Chief Financial Officer, The Headhe Economic De-
partment, Head of the Controlling Department, Faig@inManager, etc.)
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were addressed through the contact information ftioenAlbertina data-
base. Totally, about 450 companies were address&d@ of them com-
pleted the questionnaires. The structure of resprtsds displayed below.

Table 1 illustrates that the largest sample offittmes is consisted from
the sectors manufacturing (34%) and services (34Enyineering, con-
struction, automotive and agricultural firms follomith a smaller number
of respondents.

The companies were divided into two groups accgrdinthe number
of employees (Table 2). The largest group of redpots is composed of
small companies up to 50 employees (48%). In tlverseE largest group,
there are medium-size firms from 50 to 250 empleyelumerical
dominance of these two groups of enterprises is@ettied with the fact that
99% of the Czech corporate sector is consistednaflsand medium-size
companies. Large companies (over 250 employeeg)pgcit6% of the
research sample.

Results

Based on the literature review and with regardeodriticism of traditional
budgeting methods, the fundamental question is lvenetompanies have
confidence to the budgeting. This topic was inged&d in the first ques-
tion. Respondents were asked whether they compbedget. It is dis-
played in Table 3.

As can be seen, budget is used by majority of tliltessed companies.
Viewed by the size of the companies, budget is grédantly applied in
medium-size and large companies. In the group ofirg®, which make
budgets, there are only six respondents from doogihesses.

For the companies who answered negatively to théstipn (21 firms),
the survey ended and they did not continue to afnestions. Totally, 29
companies remained to be a part of the survey.

The second part of the research provides detadstajeneral character-
istics of budgets in Czech firms.

According to the respondents” answers, revenues@std are the most
common indicators in the budgets (31%) (Table dg¢oimes and expenses
were chosen especially by small and medium-sizepanies. Many firms
reported that they use a combination of indicators.

In following questions, the authors researchedtime dimension of
company’s budgets. It included time base of repgrtime of compilation
and defining the period when budgeting processnsedgrhe results are
given below (Table 5).
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The annual base was included by Neely, Sutcliftkldayns (2001) into
the group of twelve most-cited weaknesses of bunigeThey argued that
annual system of budgeting is not adequate touhermt dynamic business
environment. Despite this fact, the annual baseuadgeting is standard in
Czech companies (86.2% of them compile budgetlatiom to the calen-
dar year).

Libby and Lindsay (2010) criticized budgets forrgetime consuming
and Neely (2003) examined that the budgeting psoceasumes more than
20% of the manager’s time fund. The results ofpttesented study coin-
cide with these findings — most of respondents @reghe budget in one
month or longer period (62%). More than 27% of apphed firms com-
pile budget in shorter period than one month, ik 16f companies this
time is not observed.

Popesko and Papadaki (2016) claimed that preparatibudget usually
takes the last four months of a year and begii@eptember. The presented
study confirms this statement, because almostdiaspondents (48.3%)
start budgeting in the period September — Octolverould be assumed
that small businesses start budgeting in the pdramd November to De-
cember and large companies usually begin beforée®dyer. But this as-
sumption was not completely confirmed in the reslea®nly 50% of small
companies begin budgeting in period November — Dibeg. Almost
43% of large firms start working on budgets befSeptember, the same
number of them start budgeting in period Septembebctober. The me-
dium-size companies make budgets commonly fromesamer or October
(50%).

The next part of the questionnaire was focusedvaiuation of sustain-
ability of business environment. The answers tofitts¢ question you can
see in Table 6.

The proportion of chosen answers is relatively fiedal, which shows
no general trends in this field. In the Czech Rdipulthe business envi-
ronment was considered as very stable, relativielyls, or stable by most
of companies (82.8%). Only 17.2% of approached ditmghlighted the
company’s environment as rather unstable. This enawas received espe-
cially from medium-size firms.

These results are adequate to the current situatiem the Czech econ-
omy has steadily recorded GDP growth since 2@t the unemployment

! According to the OECD-data: https://data.oecdgiip/quarterly-gdp.htm#indicator-
chart.
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rate is at the historical minimdmThe confidence of Czech companies in
the economy is around 94%, just below the recarelie

Consequently, respondents answered questions aimeghdating of
budgets (shown in Table 7).

Because surveyed firms mostly evaluated the busiaasironment as
a stable, it is not a surprising result that mdsfirms disagree with the
statement: “When the budget is approved, immedgidtetomes obsolete”.
About 31% of respondents rather agree and 6.9%ewh tompletely agree
with this opinion.

Stability of the business environment does notteragpressure on fre-
quent adjustments of budget. So only half of redpats (51.7%) regularly
make adjustments in the budget according to achaiges in the monitor-
ing indicators. These interventions are commonlhdenian quarterly peri-
ods.

The following part of the questionnaire targetecdttom causes of differ-
ences between reality and the budget (the reséltavailable in Table 8).

In this question, respondents could choose mone time answer. As
can be seen, Czech firms consider unexpected ezedtsustomer actions
as the biggest problems of budgeting. The proportibother answers is
relatively balanced.

The last question researched what methods are gaato be imple-
mented in approached companies.

The majority of addressed companies plan to impf¢rpeocess auto-
mation. On the other side, the rolling budgets @exned to implement
only in 20.7% of respondents, despite the facttiatmethod repairs some
declared errors of traditional budgeting technigesble 9).

Conclusions

The literature review highlighted that traditioraldgeting has been long-
term criticized for low ability to respond to thbanging environment. In
connection with this assumption, the purpose of #Wrk was to examine
the specifics of budgeting in current environmerte selected sample
consisted of Czech organizations from the profitt@e Overall, 50 re-

spondents participated in the survey which wasopewd through a web-
based questionnaire. Research questions were thauseise of budgets,
budgets characteristics, stability of businessremment, causes of differ-

2 According to the OECD-data: https://data.oecdworgmp/unemployment-rate.htm.
3 According to the report of Czech Statistical Qdfichttps://www.czso.cz/csu/czso/
business_cycle_surveys_ekon.
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ences between reality and plan (budget) and charigesed to be imple-
mented in the enterprise budget.

The study identified several trends. The budgengredominantly ap-
plied in medium-size and large companies. Smatidifrom the researched
sample mostly (20.7% of them) do not use budgetpéins a question how
they plan and control their activities. Despite tirgicism of the annual
basis mentioned in the literature research, budgeBzech companies are
mostly compiled in relation to the calendar yeahe Titerature research
also highlighted that budgets are time-consumingstvVof respondents
prepare the budget in period longer than four weslds start budgeting in
period September — October.

The most common answer about company’s environmast'relative-
ly stable”. A stability of the business environmelties not create a pres-
sure on frequent adjustments of budget, so onlydfi@aéspondents (51.7%)
regularly make adjustments in the budget duringoborggbudgeting period.
If these adjustments are made, the most commonderiquarter accord-
ing to the respondents. The last part of the questire focused on the
causes of differences between reality and plan,pdenthed changes in the
budgetary process. Unexpected events and custoshawviour were con-
sidered as the most common reasons for the diffeeebetween reality and
budget. Regarding changes in the budgetary protessnajority of the
addressed companies plan to implement a processatibon.

This study should be seen as the first outcomdilbfosgoing survey.
The potential to the future can be seen especiallthe application of
mathematical-statistical methods that can faoditahderstanding of the
relationship between examined variables. As an pl@mve can mention
the correlation between the stability of the businenvironment and the
time of budgeting, the stability of the businesgiEmment and the tenden-
cy of companies to modify the budget during theryea between size of
firms and efficiency of budgeting.
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Annex

Table 1. Structure of respondents by sectors.

Sector Frequency Percentage
Manufacturing 17 34%
Automotive 3 6%
Construction 4 8%
Engineering 4 8%
Agriculture 3 6%
Services 17 34%

Other 2 4%

Number of respondents 50 100%

Table 2. Structure of respondents by number of employees.

Sector Frequency Percentage

Less than 50 employees 24 48%

50 — 100 employees 9 18%

100 — 250 employees 9 18%

More than 250 employees 8 16%

Number of respondents 50 100%
Table 3.Use of budgets.

Does your company compile a budget? Number Percema
Yes 29 58%

No 21 42%




Table 4. Characteristics of budgets — part 1.

Which indicators are monitored in your

company’s budget? Number Percentage
Revenues — costs 9 31.03%
Incomes — expenses 4 13.79%
Assets — liabilities 1 3.45%

All these indicators 9 31.03%
Revenues — costs and incomes — expenses 5 17.24%
Revenues — costs and assets — liabilities 1 3.45%
Table 5 Characteristics of budgets — part 2

Evaluate whether you agree with the

following statement:

The company’s budget is compiled in relation Number Percentage
to the calendar year.

Yes 25 86.2%

No 4 13.8%
Which month do you start compiling of your

budget? Number Percentage
Before September 6 20.7%
September — October 14 48.3%
November — December 9 31%

How long is the budget (or system of budgets)

prepared in your company (humber of Number Percentage
weeks)?

Less than 1 week 2 6.9%

2 — 3 weeks 6 20.7%

4 — 5 weeks 6 20.7%

5 — 8 weeks 7 24.1%
More than 8 weeks 5 17.2%
Time is not observed in the enterprise. 3 10.3%




Table 6. Evaluation of company’s environment

How do you evaluate sustainability of your

; . Number Percentage
company’s environment?
Very stable 7 24.1%
Relatively stable 9 31%
Stable 8 27.6%
Relatively unstable 5 17.2%
Very unstable 0 0%

Table 7.Updating of budgets

Evaluate whether you agree with the
following statement: When the budget is Number Percentage
approved, immediately becomes obsolete.

Strongly disagree 2 6.9%
Disagree 8 27.6%
Rather disagree 8 27.6%
Rather agree 9 31%
Completely agree 2 6.9%

Do you adjust the budget during the year in

reply to development of monitoring variables? Number Percentage
Yes 14 48.3%

No 15 51.7%

If yes, in what periods is the budget adjusted? Number Percentage
Ad hoc — according to situation 2 14.29%
Monthly 1 7.14%
Quarterly 5 35.71%
Biannually 1 7.14%
Every 3 months 1 7.14%
May — October 1 7.14%

In case of significant changes 1 7.14%

Without answer 2 14.29%




Table 8. Causes of differences between reality and budget.

Define the factors causing variances

between reality and budget. Number Per centage
Unexpected events 23 79.3%
Customer actions 22 75.9%
Poor prediction reliability 12 41.4%
Competitors action 8 27.6%
Government actions 3 10.3%
Lack of environment information 6 20.7%
Weakness of action plans 3 10.3%
Employee’s actions 4 13.8%
Supplier actions 11 37.9%
Technical problems 10 34.5%

Table 9. New budgeting methods to implement

What methods do you intend to implement

to your budgetary process? Number Per centage
Process automation 23 79.3%
Use of an ERP system 22 75.9%
Use of KP 12 41.4%
Relative objectives 8 27.6%
Process reingeneering 3 10.3%
Use of rolling budgets 6 20.7%

Use of trend reports 3 10.3%






