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ABSTRACT

This study has been conducted on the budgetary control at MCF, to examine the following points. In MICF, the annual
operational plan was prepared for ascertaining the budgeted performances with actual performances. The actual
sales of the company is increased from 2007-08 to 2011-12 as compared to budgeted sales. The study is based on the
data made available by Mangalore Chemicals and Fertilizers Limifed. The analysis was conducted for a period of 6
weeks from 10" December 2012 to 19" January 2013. The study is based on secondary data, collected from the
information provided by the company and by interview with the executives of the company. The t-test was used fo
evaluate the accuracy of the budget by comparing budgeted figures with actual figures. From the study it can be
concludedthat budgetary control is freated as one of the better techniques for minimizing cost and maximizing profitin
Mangalore Chemicals and Fertilizers Limited.
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INTRODUCTION

This study is a detailed project work conducted at
Mangalore Chemicals and Fertilizers Limited. The purpose
of the research is to know and understand the budgetary
confrol system prevalent in Mangalore Chemicals and
Fertilizers Limited. Mangalore Chemicals and Fertilizers
Limited is the only manufacturer of chemical fertilizers in the
Kamataka state. This company is operating since last four
decades, expanding its operation from base level. The
company is undertaking the production of chemical
fertilizers such as Mangala Urea, Mangala DAP Ammonium
Bi Carbonate, Mangala. The study was conducted with the
help of secondary data that was systematically arranged
and inferpreted to draw meaningful conclusions. The study
will help the company to know the key areas that need
management's attention.

1. Statement of Problem

In today's dynamic world, the success of any organization
depends upon how well it prepares and executes its
budget. The budget will be prepared after consulting and

considering each and every department's views and
requirements. So it is very essential to know the success of
previous budget when you prepare next budget. The
adjustment can be made based on the success and
failure of last budget. In other words, effective control over
deviation can be made. So this study helps to know these
aspectsin detail.

2. Objectives of the Study

The project on budgetary contfrol has been undertaken
while keeping the following objectives in consideration,

e TJo study the existing budgetary control methods and
practices at MCF Ltd.

o Tocompare the budgeted figures with actual figures.

e To find out any deviation in the budgetary control
system.

e Toanalyze how budgetary control helps the MCF Ltd to
select best course of action.

3. Scope of the Study

The scope of the study has been limited to Mangalore
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chemicals and fertilizers limited. For the purpose of
collecting data, seeking information organisation was
taken as one unit. However, considerable time is spent with
finance department.

4. Methodology of the Study

The information about chemical and fertilizers industries is
collected through websites, related magazines, and
various journals, which are available in the liorary of
Mangalore Chemicals and Fertilizers Limited.

Secondary data was collected from the relevant literature,
different accounting records, research reports, and other
records maintained by the Finance Department, Stores
Department and HR Department, Published books,
Magazines, Journals, Welbsites, and also published annual
reports of the company. The information regarding
administration records, profit and loss account, cost Sheet
and management reports of last five years was taken from
the financial records maintained by the company.

5. Analysis Technique

The t-test was used to evaluate the accuracy of the budget
by comparing budgeted figures with actual figures.

5.1 Hypothesis

The following hypothesis was framed to test the accuracy
of the budget:

Ho, = There is no significant difference between actual
dafa and budgeted datainthe year2011-12.

Ho, = There is no significant difference between actual
data and budgeted datainthe year2010-11.

Ho, = There is no significant difference between actual
dafa and budgeted datain the year 2009-10.

Ho, = There is no significant difference between actual
data and budgeted datainthe year 2008-09.

Ho, = There is no significant difference between actual
dafa and budgeted datain the year 2007-08.

6. Literature Review

Phyrr (1970) found out the relationship between the
budgeting system and the organizational performance
and determined that, it is important for the fim tfo
determine the pattemns of the expenditure of the
organization and its performance. Hirst (1987) clarifies that

a powerful budgetary confrol understands organisation
have to design and think about how to stand up to future
potential dangers and openings by setting up a productive
arrangement of control, a locator of differences between
hierarchical goals, and execufion. Shields and Young
(1993) viewed budget as the center component of a
productive control process and subsequently essential part
fo the umbrella idea of a powerful budgetary control.
Norton and Kaplan (1999) pointed towards arrangement of
a ratfional arrangement of sensible rules that structure the
general edge of reference for the assessment and
advancement of sound bookkeeping practices and
strategy improvement. Otley and Pollanen (2000) align with
their previous works and suggest that budget any control
practices differ across organizations with their culture and
fime and no universal pattern could be predicted. Sawnhill
and Wililamson (2001) argued that budget also can be
used as an indicator of the performance of the ruling
government. It is a statement of 13 whether they are
competent in administering the organization and the
national resources. Scott (2005) during spending planning
strafegies thought of elective blueprints turns into a
necessary part and prompts expanded sanity. A financial
limit permits an objective, a standard of execution to be set
up with resulting examination of real results with the made
standard. It requires those included to be forward looking
as opposed to thinking back. Srinivasan (2005) explains that
there are a few determinants to successful spending
execution of spending plans among associations. These
included satisfactory accessibility of budgetary assets,
capable human asset, cooperation of both staff, and
different partners in the planning procedure, legitimate
aranging, assessment, observing and control of the
spending procedure, and staff inspiration. Selznick (1948)
opined that budgets have along these lines been
distinguished as assuming various jobs which incorporate
making objectives express, coding leaming, encouraging
control, and contracting with outside gatherings. Robinson
and Last (2009) argued that if an organization has lesser
income they might have to find a way to fund their
estimated budget by borowing and tax restructuring. Silva
and Jayamaha (2012) budgets project future monetary
execution which empowers assessing the budgetary
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practicality of a picked methodology. In many associations
this procedure is formalized by getfting ready yearly
spending plans and observing execution against spending
plans. Spending plans are in this way simply an
accumulation of plans and conjectures. Sharma (2012)
said that usage of budgetary strategies are the foundation
of short to medium-term targets, which effectively provides
assessments of future deals incomes and costs, to give
short and long haul goals for an organized administration
strategy. Benchmarks for the board and assignment
controls are given by looking at real outcomes with
planned plans and to take remedial activities if
fundamental.

7. Limitations of the Study

Despite all the possible efforts made to analyze the data
related to Budgeted values and Actual values associated
with all the departments of the company, there are certain
factors which would negatively impact the study. The
limitations of this study are, there are many other tools for
the study budgetary control other than t-Test analysis, which
may give variable answers. Time was another constraint
since the study was limited to 6 weeks only. The study has
also been limited to only scenario analysis fools. Despite all
these limitations, sincere efforts have been made to collect
information and make the study scientifically tested as per
the methods.

8. Budgetary Control Techniques
8.1 Variance Analysis

In budgeting (or management accounting in general), a
variance is the difference between a budgeted, planned,
or standard amount and the actual amount incurred/sold.
Variances can be computed for both costs and revenues.
The concept of variance is intrinsically connected with
planned and actual results and effects of the difference
between those two on the performance of the entity or
company.

8.2 Confrol Center

A cost center is part of an organization that does not
produce direct profit and adds to the cost of running a
company. Examples of cost centers include research and
development departments, marketing departments, help

desks, and customer service/contact centers. Aithough not
always demonstrably profitable, a cost center typically
adds to revenue indirectly or fulfills some other corporate
mandate. Money spent on research and development, for
example, may yield innovations that will be profitable in the
future. Investments in public relations and customer service
may result in more customers and increased customer
loyalty. Because the cost center has a negative impact on
profit (at least on the surface), it is a likely target for rolloacks
and layoffs when budgets are cut. Operational decisions in
a contact center, for example, are typically driven by cost
considerations. Financial investments in new equipment,
tfechnology, and staff are often difficult to justify to
management because indirect profitability is hard to
franslate to boftom-line figures. Business metrics are
sometimes employed to quantify the benefits of a cost
center and relate costs and benefits to those of the
organization as a whole. In a contact center, for example,
metrics such as average handle fime, service level and
cost per call are used in conjunction with other calculations
fojustify current orimproved funding.

8.3 Forecasting

Budget forecasting is a critical part of planning the future of
a business. Whether the budget is for the next month, year
or decade, business owners attempt to be as accurate as
possible. The three main budgeting technigues include
Incremental Budgeting, Zero-Based Budgeting and Flexed
Budgeting. Each of these techniques has advantages and
drawbacks

9. Data Analysis and Interpretation

The data analysis is conducted to find out any deviation in
the budgetary control system, i.e. compare the budgeted
figures with actual figures and comparison of financial
statements for different financial years of Mangalore
Chemicals and Fertilizers Ltd. This data analysis based on
various strategic tools like standard deviation, standard
ernor, and t-fest is used fo evaluate the accuracy of the
budget by comparing budgeted value with actual value.
The analysis help to find out how the budget wil be
prepared and how well it is implemented in the company.
The budgetary confrol acts as a safety tool for an
organization because it helps to identify business risks and
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necessary steps to avoid risk in the company.

In the year 2011-12, the turover was budgeted at *.3,035
crores, which was the highest ever in the history of the
company. Profit Before Tax (PBT) was budgeted at ".97
crores of 2011-2012 against *.112 crores of 2010-11. There
is reduction in PBT, due to increase in interest and financial
charges by .9 crores and the forex gain of around ".10
crores earned in 2010-11. There is much difference in the
value of interest and depreciation, the main reason is that
they involving a capital expenditure of around ".340 crores
over the next two years. They are consider the additional
depreciation for their capital expenditure, i.e. Installing
Naphtha/ Fumnace oil to Natural Gas and interest on term
loan to finance this expenditure.

The t-test indicates that the calculated values are not within
the range of critical value. So, there is a significant
difference between the budgeted value and the actual
value. The results become somewhat not more suggestive
of a difference in the Interest, otherincome, and EBITDA. Al
the costs and revenues are estimated accurately by the
company. Table 1. shows the actual figures of studied
variables and Table 2. shows the statistical significance for
the year 2011-12. For statfistical significance, 1 test is
conducted and it was found that the variables such as
EBITDA, Inferest, and other income are statistically
significant as the t values are greater than critical value.

In the year 2010-11 the tumover was budgeted at ".2,537
crores against *.2,075 crores for 2009-10. The increase in
fumover was mainly due to higher budgeted sales of
Granulated Fertilizers and Imported Delivered-at-Place
(DAP). The EBITDA was budgeted atf * 135 crores against
127 crores of 2009-10 and PBT was estimated af * 89 crores
against 80 crores for 2009-10. There has been a reduction
in marketing cost because there was a reduction under
various heads of marketing variable expenses such as
secondary freight expenditure. The finance, Human
resource, legal and IT deparfments should contfinuously
look for opportunities to effect cost reduction by innovative
initiative.

The t-test indicates that the calculated values are within the
range of critical value. So, there is no significany difference
between the budgeted value and the actual value. All the

Particulars 2011 2010 2009 2008 2007 N SD S.E
Actual  Actual Actual Actual Actual

Sales 3707.17 2520.46 2075.64 2469.62 1665.04 5 764.05 341.69
EBITDA 208.73 159.06 130.61 131.85 103.29 5 39.89 17.84
Interest 77.16 18.58 23.44 36 15643 5 2530 11.32
Depreciafion  29.1 28.88 1837 1696 1591 5 6.58 294
PBT 102.47 111.6 8453 43.26 5834 5 2891 1293
PAT 69.1 77.54 5649 2817 4046 5 2024 9.05
Other 12.95 3.36 6.09 1442 909 5 461 206
Income
Operating 3486 2324 1541 2374 1100 5 913.46 408.51
Cost
Marketing 146 110 51 75 59 5 3946 17.64
Cost
VD d?-n(d)?
yS§= -
n-1

o
S.E=—

NG

Table 1. Table Showing the Calculation of Standard Deviation and
Standard Error (Figures in Rs. (Crores))

Particulars Amount Diff T-test
Actual Budget
Sales 3707.17 3035 67217 1.97
EBITDA 208.73 155 53.73 3.01
Interest 77.16 27 50.16 4.43
Depreciation 29.1 23 6.10 2.07
PBT 102.47 97 5.47 0.42
PAT 69.1 66 3.10 0.34
Other Income 12.95 2 10.95 5.31
Operating Cost 3486 2761 725.00 1.77
Marketing Cost 146 120 26.00 1.47
Critical Value = 2.776
(- D
S.E

Table 2. Calculated Values of t-test
for the year 2011-12 (Figures in Rs. (Crores))

costs and revenues are estimated accurately by the
company. The inference from the above discussion is that
the company uses appropriate budgetary control system
to have a balanced working. There is insignificant statistical
difference between budgetary values and actual values
fortheyear2010-11,

In the year 2009-10 the tumover was ".2,075 crores as
against ".2,469 crores for 2008-09, was down 16%. The
major reason for decrease in tfumover despite higher
volumes is decrease in major raw material prices
compared to previous year and resultant in sulbsidy
/concession by the govemment. The PBT at ".80 crores is
only marginally higher than ".57 crores of previous year i.e
(before considering loss on fertilizer bonds). The budgeted
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EBITDA of ".127 crores was almost 4% lower than 2008-
2009. In this year, operating cost was reduced, the main
reason for reduction in operating cost was that the
company adopted some innovativeness and flexibility in
all spheres of operation. It includes sales and marketing
strateqgy, brand building, credit policy, product mix,
production process and planning, make and buy decision,
maintenance scheduling, etc.

The t-test indicates that the calculated values are within the
range of critical value. So, there is no significant difference
between the budgeted value and the actual value. The
resulfs become somewhat more suggestive of a
difference in the operating cost. All the costs and revenues
are estimated accurately by the company. This indicates
that for the year 2009-10, the estimates match with
budgetary estimates. The budget report easily permits
managers fo focus on smooth operations of the company.

In the year 2008-09, the turnover was budgeted af ".2,469
crores against ~.1569 crores for 2007-08. The increase in
tfurnover was mainly due to increase in the demand for
urea and DAP. The EBITDA was budgeted atf ".112 crores
against ".94 crores of 2007-0O8 and PBT is estimated at *.57
crores against ".62 crores for 2007-08. There is increase in
marketing cost because company is more concentrating
on promotion activities.

The t-test indicates that the calculated values are within the
range of critical value. So, there is a significant difference
between the budgeted value and the actual value. The
results become somewhat not more suggestive of a
difference in the operating cost. The results show that the
company is planning for future by sefting up various
budgets; the requirements and expected performance of
the enterprise are anticipated adequately forthe year 2008-09.

In the year 2007-08, the tumnover was ".1569 Crores as
against 1371 crores for 2006-07, it was increased up to
198 crores. The PBT af ".62 Crores was marginally higher
than .37 crores of previous years. The budgeted EBITDA ".94
crores was amost 5% higher than 2006-2007. In this year
operating cost was reduced which is the main reason for
reduction in operating cost as the company has adopted
some innovative strategy for manufacturing the product.

The t-test indicates that the calculated values are within the

range of critical value. So, there is no significance
difference between the budgeted value and the actual
value. The results become somewhat more suggestive of a
difference in the operating cost. The calculated t-value falls
in the acceptance region. Hence, the null hypothesis is
acceptable. Thus, there is no significant difference
between actual values and budgeted values. So, it is
concluded that the budgeted values are correct and
accurate. This analysis shows that the company is more
focussing on elimination of wastes and increases in
profitability. The company is able to capture the correct
estimation of capital expenditure for future.

Tables 1-6 explain the relationship of actual values with
budgetary figures for the year 2011-2007. The f-test will
explain the statistical relationship between two variables. In
the last 5 years except forthe year 2011-12 , the company
is able to have appropriate budgetary control as it is
indicated in t-test. In the year 2011-12, it was found that the
variables, such as EBITDA, Interest, and other income are
stafistically significant.

10. Variance Analysis
10.1 Favorable Variance

A variance can be put info the favorable category when
the results are befter than expected. This means that
revenues were more than the expected amount or costs
below the budgeted amount.

10.2 Unfavorable Variance

In contrast, the variance can be judged as unfavorable, if
the results are worse than expected. If the revenues were
below expectations or the costs were higher than standard,
the variance would be fermed unfavorable or adverse.

10.3 Sales

The following calculations are performed o analyze the
variance between actual sales and budgeted sales.

Table 7. shows that the actual sales was more than the
budgeted sales in 2011-12, 2009-10, 2008-09, and 2007-
08. In the year 2011-2012 it was increased up to ".672
crores, where the actual sales is more the budgeted sales.
Therefore, the resultis favorable. Inthe year2010-11, actual
sales was less the budgeted sales. Therefore, the result is
unfavorable.

i-manager’s Journal on Economics & Commerce, Vol. 1 ¢ No. 1 e September - November 2019 27




RESEARCH PAPERS

Particulars Amount Diff T-test
Actual Budget
Sales 2520.46 2537 (16.54) (0.05)
EBITDA 159.06 135 24.06 1.35
Interest 18.58 24 (5.42) (0.48)
Depreciation 28.88 22 6.88 2.34
PBT 111.6 89 22.60 1.75
PAT 77.54 59 18.54 2.05
Other Income 3.36 3 0.36 0.17
Operating Cost 2324 2291 33.00 0.08
Marketing Cost 110 114 (4.00) (0.23)
Critical Value = 2.776
_ Dby
S.E

Table 3. Calculated Values of t-Test
for the Year 2010-11 (Figures in Rs. (Crores))

Particulars Amount Diff T-test
Actual Budget
Sales 2075.64 2075 0.64 0.00
EBITDA 130.61 127 3.61 0.20
Interest 23.44 27 (3.56) (0.31)
Depreciation 18.37 20 (1.63) (0.55)
PBT 84.53 80 4.53 0.35
PAT 56.49 52 4.49 0.50
Other Income 6.09 3 3.09 1.50
Operating Cost 1541 1852 (311.00) (0.76)
Marketing Cost 51 98 (47.00) (2.66)
Critical Value = 2.776
S.E

Table 4. Calculated Values of t-Test

for the Year 2009-10 (Figures in Rs. (Crores))
Figure 1. shows the clear picture about the variance
between actual sales and budgeted sales.
10.4 Operating Cost
The following calculations are performed to analyze the
variance between actual operating cost and budgeted
operating cost.
Table 8 shows that the actual operating cost was more than
the budgeted operating costin 2011-12, 2010-11, 2008-09,
where the actual operating cost was higher than the
budgeted operating cost. So the result is unfavorable. In the
year 2009-10, actual operating cost was less the budgeted
cost, So, the resultis favorable.
Figure 2 shows the clear picture about the variance between
actual operating cost and budgeted operating cost.

10.5 Other Income

The following calculations are performed to analyze the

Particulars Amount Diff T-test
Actual Budget
Sales 2469.62 2469 0.62 0.00
EBITDA 131.85 112 19.85 1.11
Interest 36 37 (1.00) (0.09)
Depreciation 16.96 18 (1.04) (0.35)
PBT 43.26 57 (13.74) (1.06)
PAT 28.17 37 (8.83) (0.98)
Other Income 14.42 15 (0.58) (0.28)
Operating Cost 2374 2278 96.00 0.24
Marketing Cost 75 74 1.00 0.06

Critical Value = 2.776
_Diff
S.E

Table 5. Values of t-Test for the Year 2008-09
(Figures in Rs. (Crores))

Particulars Amount Diff T-test
Actual Budget
Sales 1665.04 1569 96.04 0.28
EBITDA 103.29 94.14 9.15 0.51
Interest 15.43 16.71 (1.28) 0.11)
Depreciation 15.91 16.9 (0.99) (0.34)
PBT 58.34 62.19 (3.85) (0.30)
PAT 40.46 41.32 (0.8¢) (0.10)
Other Income 9.09 12 (2.91) (1.41)
Operating Cost 1100 1315 (215.00) (0.53)
Marketing Cost 59 56 3.00 0.17
Critical Value = 2.776
.. Diff
S.E

Table 6. Calculated Values of t-test for the Year
2007-08 (Figures in Rs. (Crores))

variance between actual other income and budgeted
otherincome.

Table 9. shows that the actual otherincome was more than
the budgeted otherincome in 2011-12, 2010-11, 2009-10
and 2008-09. In the year 2011-2012 it was increased up to
*.10 crores, Where the actual other income was more the
budgeted otherincome, therefore the result is favorable. In
the year 2008-09 and 2007-08 actual other income was
less than the estimated other income so, result was
unfavorable.

Figure 3 shows the clear picture about the variance
between actual other income and budgeted other
income.

10.6 Marketing Cost

The following calculations are performed o analyze the
variance between actual marketing cost and budgeted
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Year Rs. In Crores Result
Actual Budget
2011-12 3707.17 3035 Favorable
2010-11 2520.46 2537 Unfavorable
2009-10 2075.64 2075 Favourable
2008-09 2469.62 2469 Favourable
2007-08 1665.04 1569 Favourable

Table 7. Variance Analysis of Sales

4000
3500
3000
2500 1
2000 1 ® Actual
1500 |72 ® Budget
1000 +~
s00
o L . —
2011-12 2010-11 2008-10 2008-09
Figure 1. Variance Analysis of Sales
Year Rs. In Crores Result
Actual Budget
2011-12 3486 2761 Unfavourable
2010-11 2324 2291 Unfavourable
2009-10 1541 1852 Favourable
2008-09 2374 2278 Unfavourable
2007-08 1100 1315 Favourable
Table 8. Variance Analysis of Operating Cost
3s00
3000
2500
2000 = Actual
1500 {7 i | |- W Budget
1000
500 !
0 &
2011-12 2010-11 2009-10 2008-09 2007-08
Figure 2. Analysis of Operating Cost
marketing cost.

Table 10 shows that the actual marketing cost was more
than the budgeted marketing cost in 2011-12, 2010-11,
2008-09, and 2007-08. The actual marketing cost was
higher than the estimated marketing cost therefore result is
unfavorable. In the year 2009-10 actual marketing cost
was less than the budgeted cost. So, the result was
favorable.

Figure 4 shows the clear picture about the variance
between actual marketing cost and budgeted marketing cost.

Findings
My study conducted on the budgetary control at MCF

Year Rs. In Crores Result
Actual Budget
2011-12 12.95 2 Favourable
2010-11 3.36 3 Favourable
2009-10 6.09 3 Favourable
2008-09 14.42 15 Unfavourable
2007-08 9.09 12 Unfavourable

Table 9. Variance Analysis of Other Income

o Actual

® Budget

2011-12 2010-11 2009-10 2008-09 2007-08

Figure 3. Analysis of Other Income

Year Rs. In Crores Result
Actual Budget
2011-12 146 120 Unfavourable
2010-11 110 114 Favourable
2009-10 51 98 Favourable
2008-09 75 74 Unfavourable
2007-08 59 56 Unfavourable

Table 10. Variance Analysis of Marketing Cost

| Actual

m Budget

2011-12 2010-11 2009-10 2008-09 2007-08

Figure 4. Variance Analysis of Marketing Cost

have determined the following points. In MCF, the annual
operational plan was prepared for ascertaining the
budgeted performances, with Actual Performances. The
actual sales of the company is increased from 2007-08 to
2011-12 as compared to budgeted sales. In the year
2011-12, the actual operating cost is more than the
budgeted cost, the main reason for increase in the cost
was that the company changed its operating system, i.e.
ammonia/urea plant and CPP from Naphtha/Furmnace oil fo
Natural Gas. In the year 2011-12, the company is
budgeted ".15 Crs. reduction in PBT, due to uncertainty of
supply of imported Fertilizers. The normal monsoon and
resultant has increased the demand for product, so there is
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ascope for an increase in furnover for future. The company
should give more focus on some areas to improve the
profitability and effective control over deviation in the
budgeted and actual performances, i.e. strict control over
R&M and administration expenses. The Finance, HR, Legal
and IT departments are continuously looks for opportunities
to cost reduction by innovative initiatives Therefore actual
costis less than the budgeted cost, which is the favourable
resultto company.

Conclusion

From the study it can be concluded that budgetary control
is freated as one of the better fechniques for minimizing
cost and maximizing profit in Mangalore Chemicals and
Fertilizers Limited. Budgetary control department works as a
backbone of top management. It has collected data from
each department and converted that data from
information. Budgetary control techniques play an
important role in the profit marketing or smooth running of
the company. It coordinates the entire department like
finance, marketing, and production in the company. It
makes the decentralization of authority in the organisation
which helps organisation, goal with in stipulated period of
fime. Budgetary Control acts as a safety tool for an
organisation because it helps to identify business risks and
necessary steps to be taken to avoid the risk. Budgetary
technique helps to know how the available monetary
resources can be utilized effectively. These techniques
focus on efficiency in the allocation of resources in
particular time. As the finance department is the soul of any
organisation. With the support of good budgetary control,
the management of marketing, finance, production and
personnel would become more efficient and it helps the
organisation by making the finance department effective.
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