Economics and Rural Development Vol.4, No. 2, 2008 |SSN 1822-3346

CASE STUDY: ACTIVITY BASED BUDGETING AT AGRICULTURAL
HOLDINGSIN LITHUANIA
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Successful business operations are hardly possitieut planning. Therefore presently there areesive discussions about
the importance of planning business activities estémating the resources required to achieve tfectibes set by an enterprise. For
this purpose, scientists and practitioners sugfastenterprises should implement a budgeting systdis paper introduces a budg-
eting model for agricultural holdings using the i#ity Based Costing (ABC) approach. The topic of thpgravas chosen in view of
the fact that such a combination of accounting ganmeent elements is not broadly used by Lithuangaitaltural holding. The key
objective of this paper is to present the budgesiygiem as an important tool in planning and mamatiie business of an agricul-
tural enterprise. This paper looks into the theécaktprinciples and provides a practical model lef budgeting system. The per-
formed research leads to a conclusion that morerate production cost calculations, budgeting, lbndget control are the safe-
guards, which help to prevent business failurgbénchanging and adverse business environment.
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Introduction 2. based on the obtained results, to make suggestions

for further business development.

This paper examines the practical aspects of dpvelo

ing and controlling budgeting models, which use Alee
tivity Based Costing (ABC) approach. The topic bét
paper was chosen in view of the fact that suchnabiioa-

Research object: the process of business planning
and control at an agricultural holding.

Research methods: The first part of the paper analy-
ses theoretical aspects of the budgeting systeniesity.

tion of accounting management elements is not lyoad The second part of the paper deals with empirieal r

used by Lithuanian agricultural holding. The andysf
relevant empirical and theoretical research worés-c
ducted by Lithuanian and foreign scientists reweakeat
detailed research and analysis deal with the ABGfiis
separately from the practicality of the budgetiggtem.
Consequently, the Activity Based Budgeting couldabe
alternative system for improving business managé¢men
agricultural holdings.

Budgets measure the set objectives and prompbaaht
behaviour of a business as well as determine armagsic
approach towards the economic activities of thearez-
tion. Many countries, including Japan, the Unitéates, and
Western European countries acknowledge this caocept
In the current tough economic environment with éasing
inflation rates, shrinking sales volumes, and rbogebusi-
ness expenses as well as due to many other fadflaenc-
ing agricultural activities, the Activity Based Byeting sys-
tem could be a safeguard in coordinating and &gl all
the fields of the enterprise operations.

Research aim: to present the Activity Based Budget-
ing system as an important tool for planning andrdi
nating the business of an agricultural holding.

Resear ch tasks:

1. to implement the budgeting system model in an

agricultural holding (i.e. a dairy company) as abke
business alternative;
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search aimed at revealing the aspects of the Agtivi
Based Budgeting system related to milk productiost c
calculations using the ABC method and compiling a
budget of the dairy company. The research focuseti®
dairy business owing to the fact that dairy farorsa par
with other agricultural holdings, are going throudjffi-

cult times: the purchasing price of milk in Lithuanrs
among the lowest in Europe.

Theoretical validation of the budgeting system

Studies reveal by that the concepts and methodkinse
management accounting are similar all over the dvorl
However national studies suggest that a changingogn
ment of an organisation has a direct impact omtbeifica-
tions in the management accounting. A management ac
counting system is closely related to the projecteshges
of the internal management system of an organizaiibe
faster modifications in the management system [pddee,
the faster management accounting changes. The ceaddu
studies show that new management accounting meétieds
rather successfully adopted by fast developing trims) in-
cluding Lithuania (Valagiené, Gimzauskie#, 2007).

Experts in agricultural economics (White (2007),
Greaser and Harper (1994), Doye, Sahs (2005)) aiaint
that budgets of organisations are designed to geoay-
ricultural production with a decision framework feinort
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term and long term economic analyses. The budgeting e

system of an organisation facilitates a better tstdad-
ing of costs and returns from a production openatid
helps to identify potential risk sources and torajge the
alternatives. Budgeting knowledge and the abilityuse
it helps producers to make sound business decisions

and the product mixes which are best capable dffgat
ing the existing market conditions;

e the amount of the organisation resources to be

used and the required amounts to be borrowed;

¢ the methods of production and technologies to be

The main uses of an agricultural holding budget inused and organizations the enterprise will havede

clude:

1. clear identification of all inputs required for pro

duction;

2. easy identification of 5 major expenses for the e

purpose of cost control management;
3. identification of potential changes in the openaio

operate with;

e the prospective buyers of the products and the

methods of distribution to the customers and comsam

itself to market changes (Bagdagierg, 2005).

Budget planning is about forecasting the financial

4. determining the revenue likely to be generated byeeds. The success of the operations of an orgiamsa

the organisation;
5. breakeven price and breakeven yield analysis.

Literature separately deals with the advantagamef

depends on the availability of relevant resourees fi-
nancial resources in particular. Financial neefferdand
so does their availability. Thus, in order to asalythe

plementing the ABC and a budgeting system. Nonetheavailability of resources required for the openasi@f an

less the synthesis of the ABC and the budgetintesyss
considered to be an advanced alternative for phanap-
erating costs of an enterprise (Greaser and Hat8é¢).

enterprise, large organizations are broken dowm int

smaller and easier to manage units, which arecadle
sponsibility centresA responsibility centre can be de-

The ABC approach was developed and introduced by Rcribed as a function or a unit of an organisatighere

Cooper and R. Kaplan. Quite shortly this systenmegi
popularity and a large number of scientists andtjiia-

ners contributed to its further advancement (Rddtet
al.). In literature, this approach is referred sooae of the

relevant decisions can be made and resources ceanbe
trolled. It can assume the responsibility for tleidions
taken and the results achieved (Vé&lané, 2003). There-
fore, the responsibility centres mean decentratinabf

the quantities and types of products be produced

the ability of the organization to change and adapt

best modern accounting methods. Other researcbers c the operations of an organisation. Each respoitgibil
sider this method to be self-contradictory and eens centre is in charge of a separate function of thererise.
guently they maintain that it can not be succebsfided As a result of such break down of the activitiesha or-
by organisations as it provides the internal coremgm ganisation, managers can have greater control theer
with even less accurate information than classa@ revenue and expenditure flows pertinent to a releea-
counting methods (Armstrong, 1999). However, theivity. Budgets are planned based on the analysthe
analysis of the ABC method shows that it can preducinformation provided by responsibility centres. The
more accurate calculations of the production cost a budgets show whether the resources of the orga@msat
lead to more precise budgets. are sufficient for a particular purpose.

No modern enterprises can successfully achieve thei

objectives unless they plan their activities. Thenping
process starts with pinpointing the course of fitopera-
tions, choosing the methods of working towards ghe
objectives, and forecasting the potential resuisdget
planning is an important precondition for efficieztor-
dination of the operations of an organisation. Badgpn-
trol mechanisms trigger a further progress of thera-
tions, which is crucial in meeting the financiajettives.
Such control makes it possible to identify problezams
to solve them at an early stage (Jagminas, 200%)s,Ta
budget is a plan, which defines the indices ofithginess
activities of an organisation measured in cashcprahti-
tative numbers in order to achieve the objectivethe
organisation (Mackevius, 2003).

Practical application of the budgeting system

Description of dairy operations

The largest part of revenue earned by Enterprise “X
comes from dairy production. Therefore, when we-con

sider creating value at a milk processing enteepiitsis
important to focus on the value chain as an erns&aman
be characterised by its ability to organize and aganits
workflows and the value chain of dairy producti@vihen
a business budget is drafted, it is assumed tleatadists
are caused by certain activities; therefore, thenrohjec-
tive is to control the causes of costs, rather thancosts
themselves. Owing to the fact that not all actbgtgener-
ate value, it is important to define how much vakiere-

Generally speaking, planning is required to deteemi ated by each of them (see Figure 1).

methods for meeting the objectives. An organisatipn
erating under the market conditions should plan:

27



Economics and Rural Development

Vol.4, No. 2, 2008 1SSN 1822-3346

Value: not adde not adde

adde( adde( adde(

Research Production Production Distribution Costumer
desigr activitie activities SErvice

Research studies in | Preparation of the feeding

cattle breeding; system;

Bovine health Preparation of the water-
screening proce- ing system;

dures;

Installation of milking

Forage nutrient equipment;
composition analy-
sis and control (use
of chemical products
and other materials
inconsistent with the
EU forage stan-
dards). Installation of an auto-
mated milk pipe line
washing system.

Installation of auxiliary
facilities;

Installation of the exterior|
of bovine facilities;

Installation of Construction of | Receipt of LT-

milk cooling access roads. | 01-01F health
equipment; mark certificate
for dairy prod-
Milk yield; ucts;
Forage prepara- Milk deliveries
tion; to milk process-
Installation of ing enterprises.
milking equip-
ment;
Installation of
an automated
milk pipe line
washing system.

Fig. 1. Value chain at Enterprise “X”

The analysis of Enterprise “X” dairy operationsaais
value-adding activities and non-value adding aadisi In
order to improve the value chain, special emplsmisid be
placed on scientific research, because the busibgsstives
of Enterprise “X” include supplying organic produoemilk
buyers. Even though supplying milk to milk buyeogsl not
represent an important production design activts, proc-
esses of upgrading livestock feeding, watering, raitking
systems indirectly create value (see Figure 1.).cafesee
that a continuous improvement of the existing dpeyays-
tem based on the experience of other European doiam-
tries is among the strengths of Enterprise “X".

Production cost calculation and inter pretation

flate the expenses incurred by the Enterprise ratien
produce benefit.

The process of measuring costs attributable tddt ki
gram of milk based on the traditional costs accognt
system can be described as follows:

1. identification of the cost object, i.e. the product
the costs whereof are going to be measured;

2. identification of direct costs attributable to milk
yield;

3. selection of the indirect cost allocation base;

4. calculation of the actual indirect cost rate pestco
driver unit;

5. product costs are calculated with respect of the di
rect and indirect products cost.

Table 1 provides the calculation of the production Table 2. Enterprise “X" expenses

cost of 1 kilogram of milk based on the informatic
flected in the documentation of the agriculturaldimyg.

Table 1. Method of milk production cost calculation at
Enterprise “X”

Total annual expenses attrib- Milk quan- Milk produc-
uted to milk production, LTL tity kg tion cost
LTL/kg
1.245.149 1.767.000 0.705

The above method of accounting for milk producti
expenses fails to reveal the amounts of overheadigla
rect expenses attributable to 1 kilogram of milkwug it
can be assumed that calculations of the productieh of
milk products may contain variations. Due to migsin-
formation, the implementation of the budgeting eystat
Enterprise “X” would fail to be efficient, i.e. Wwould in-
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Type of activities ExpensesLTL
Forage 448.479
Pharmaceuticals 29.573
Veterinary services 3.432
Repair of agricultural buildings 7.769
Spare parts 27.313
Other materials 36.267
Administrative costs 482.694
Utilities 153.749
Other 2.440
Depreciation 67.833
ON Total costs: 1.259.549

Firstly, costs related to milk production, i.e. ke
and feeding milkers, are provided in a centralisgthner
(see Table 2). The annual milk yield, which amounts
1.767.000 kilograms, was chosen as the cost albocat
base (see Table 3).
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Table 3. Allocation base calculations The influence of the calculated amount of overhessts

_ _ i is reflected in the profit budget (see Table 5) Dherhead

No__Allocation base calculations Milk kg costs represent 23.53% of the total costs incuoyedhe

L. Milk yield kg/cow 6.449 livestock unit. The low profitability of the milkrpduction at
2. Number of cows 274 . P ty p .

3 Annual milk yield kg 6.449x274= 1.767.000 the enterprise was caused by the awkward systemillof

purchasing prices: 1 kilogram of milk is sold te state at a

The information on the costs incurred in agricwtur Price which is almost equal to its production cdte unfa-
production revealed in the reporting of Enterptiégis  vourable agricultural policy framework mainly affeciairy
useful as it offers exhaustive details on the ahooats ~farms and other agricultural holdings.
of the livestock unit as well as total partial costcurred Table 6 provides a profit budget produced using the
by the cost centres. However, as it was mentiohedey  traditional budget accounting system.
it does not reveal the amounts of overheads armad ¢at
penses attributable to the dairy sector. Thus,ddnel-
opment of business at Enterprise “X” could be hest

Tableb5. Allocation of overhead costs

. ) No Allocation of overhead costs Milk
flected by the Activity Based Accounting (ABC) sgst. 1. Total overhead costs LTL 296.363
The process of measuring costs attributable to the2.  Annual milk yield kg 1.767.000
product using the ABC system: 3. Overhead costs allocated to 1 kg of milk.18 LTL/kg
1. Identification of the main operations. (Line 1/Line 2)

2. ldentification of cost drivers for each operation.
3. ldentification of cost centres for each operation.
4. Calculation of the production costs.

Table 6. Profit budget using the traditional accountingteys

C wom Items Amount LTL
The overheads accounted for by Enterprise “X” areTmover from sales of products LTL 1.431.270
given in Table 4. Total directs costs LTL 948.786
Once the total annual overheads are calculated, th@verheads LTL 296.363
costs can be allocated using the annual milk yadda _Cost of products sold LTL 1.245.149
cost drive (see Table 5). Gross profit LTL 186.121
Administrative expenses LTL 11.684
) . . Profit from operations LTL 174.437
Table4. Calculation of overheads incurred over a periotl yéar Profit tax LTL 0
Net profit LTL 174.437
No COSTS Amount LTL
1.  Oil products and gas 98.804  \When the traditional method is used to calculate th
g' \E/Iectncnty - 54.945 production cost of 1 kg of milk, which was the cade
. eterinary services 3.432  wim . . . e
4 Depreciation of long-term assets 67.833ENterprise “X”, it is not possible to identify spic op-
5. Spare parts 27.313 erations causing higher costs. Therefore, the AREhod
6. Other materials 36.267 enables to identify auxiliary activities involvirigdirect
7. Repair of agricultural buildings 7.769 costs (see Table 7). The allocation base is a rahtarst
Total: 296.363  griver, i.e. the annual milk yield, kg.
Table 7. Production and overhead costs
Item Costs LTL Cost driver Allocation base  Standard Cost distribution %
Production costs
Forage production 448.479 milk yield kg/year 1.767.000 0.254 54.33
Wages 376.925.28 milk yield kg/year 1.767.000 0.213 45.67
Overheads Total 0.467 100
Pharmaceuticals 29.573 milk yield kg/year 1.767.000 0.017 6.81
Veterinary services 3.432 milk yield kg/year 1.767.000 0.002 0.79
Repair of agricultural buildings 7.769 milk yield kg/year 1.767.000 0.004 1.79
Administrative costs 105.768.72 milk yield kg/year 1.767.000 0.060 24.36
Oil products and gas 98.804 milk yield kg/year 1.767.000 0.056 22.76
Electricity 54.945 milk yield kg/year 1.767.000 0.031 12.66
Spare parts 27.313 milk yield kg/year 1.767.000 0.015 6.29
Other materials 36.267 milk yield kg/year 1.767.000 0.021 8.35
Depreciation 67.833 milk yield kg/year 1.767.000 0.038 15.62
Other 2.440 milk yield kg/year 1.767.000 0.001 0.56
Total costs: 1.259.549 Total: 0.246 100
Production cost of 1 kg mill 0.713 LTL/kg
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The data in Table 7 show that the highest costs iffluctuations and the availability of human and miate

clude administrative costs (24.4 %), oil produatd gas
(22.8 %), depreciation (15.6 %), and electricit.{1%).

resources (Table 9). In the analysed case, themois
stock of milk: the products produced by cows arengn

The obtained findings should warn the management dfiately delivered for sales.

the organisation that disregard of individual atitéé and
a failure to analyse the causes of costs may resalfur-
ther increase of the cost price of the products.

The overview of the cost allocation system at Enter’fo

prise “X” shows that in pursuance of higher profite-
dominant emphasis should be placed on individuatap
tions and the costs incurred thereby. Furthermibre vi-

tal to choose a relevant production cost calcutatio4-

method. Since Enterprise “X” is a multi-activityganisa-
tion, it generates profit in any case. However daéry

Table 9. Production budget

Index Dairy products
Estimated sales volumes kg 148.340
2.  Estimated stock of finished products at 0
the end of the year kg
3.  Demand for production (Line 1line 2) 148.340

Factual stock of finished products at 0
the beginning of the budget year kg

5.  Budgeted finished product volumes kg 148.340

(Line 3 —Line 4)

operations require improvements in management and

business organization. Moreover, sources of fimanci

The master budget of Enterprise “X” includes forage

should be sought to expand the business and tooumpr forage additives, water, etc. The forage is produmssite

the quality of marketed milk.

Drafting master budgetsfor the dairy sector

depending on the number of cattle and horses aad th

available land resources. The calculations of aroath
relevant raw material rate per one cow are basethen
analysis of the data on the annual bovine foragkvear

In order to assess the efficiency of a budgetasy sy ter demand (the enterprise has 274 cows), (see Ta!

tem, it is necessary to produce a fragment of thmal
budget of the dairy sector, i.e. a one-month budgkeé
main operations of Enterprise "X" are those, whielve
the largest impact on milk production. The costssea
by such activities are direct costs. The mastegbudh-
cludes: 1) direct materials budget, 2) direct ladmdget,
and 3) other direct and manufacturing overhead étidg

Table 10. Direct materials budget

Raw materi- Monthly raw material Estimated raw mate-
als LTL rate LTL/cow rial demand LTL
Forage 145.14 39.768.00
Water 6.57 1.800.50

Total 41.568.50

Enterprise “X” budget fragment is compiled for Feb-
ruary 2009. In February it is expected to produ¢@.340
kilograms of milk and to sell it for LTL 0.81 peildgram
(see Table 8). The estimated sales volumes and prie
based on the information for the previous months.

The direct labour budget is drawn up based on the
number of people employed in the dairy unit, thg rze
per one working day, and the number of working Bour
per month. The daily wages amount to LTL 23 per em-
ployee. The working day is 8 hours. The estimaadlir
budget accounts for LTL 9.177. The direct labouddmrt
is presented in Table 11.

Table 8. Sales budget

Product Estimated Price per unit Estimated sales The overhead budget is provided in Table 12. In the
sales kg LTL LTL .
Vil 148 340 081 120 155.40 budgeted month, the overhead costs of EnterpriSeatX

count for LTL 39.796.60.

The overhead budget is prepared for the whole stock
breeding unit. The overheads are allocated to Higy d
unit in conformity with the estimated expense nage 1
kg of milk. Given the total amount of overhead exges
and the monthly yield, 1 kg of milk is allocated LT
0.268. The calculations are presented in Table 13.

Typically, the production budget is based on tlelst
of unsold products at the beginning of the releysantod,
the production capacities of the organisation, toedes-
timated stock of finished products at the end & pe-
riod. While planning the production volumes, itnisces-
sary to take into account the potential seasonalade

Table 11. Direct labour budget

Fixed number of monthly Total Directs labour costs (total workdays x
L Number of : Total work- )
Activity emplovees working hours per one per- ina hours workdays  daily wages amount to LTL23 per em-
ploy son 9 ployee)
Dairy op- 21 152 3.192 399 9.177
erations
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Table 12. Overhead budget

No Costs items Amount LTL
1. Pharmaceuticals 2.710.86
2. Veterinary services 314.60
3. Repair of agricultural buildings 712.16
4. Administrative costs 9.695.47
5. Oil products and gas 9.057.03
6. Electricity 5.036.63
7. Spare parts 2.503.69
8. Other materials 3.324.48
9. Depreciation 6.218.03
10.  Other 223.67
Total 39.796.60
Table 13. Overhead allocation to 1 kg of milk
No ITEMS Amount
LTL

1. Total overhead expenses LTL

Monthly milk yield kg 148.340

win

Overhead expenses per 1 kg of milk (Line1  0.268

/ Line 2)

Once all the above budgets are compiled, the produey;

tion cost budget per 1 kg of milk can be producBus
budget shall specify the direct materials, diredtolur,
and overhead expenses, as well as the costs ehdidi
goods, which reflect the sum of the above (seeel 28).

Table 14. Estimated production cost budget of 1 kg of milk

No Indices Expense rate
LTL/1 kg
1. Forage 0.268
2. Water 0.012
3. Direct labour costs 0.062
4 Overhead expenses 0.268
Total production cost per one unit 0.61

Functional budgets serve a basis for planning the-m
ter budget of the dairy operations at Enterprisé e
master budget reflects the financial position oéle@vant
operation. It summarizes and finalizes the budgetgr
cle. The master budget forecasts the financialtiposof
the business activity in the future. The cash flowdget

requires performance figures for a period of onatmar
less. Cash flow means receipts and payments dtthilau
to individual operations. It is presented in Table

Table 15. Receipt and expense budget

No Receipt Amount No Expense Amount
budget LTL budget LTL
1. Receipts  120.155.40 1. Forage 41.568.50
and water
Trade 8.113.25 2. Wages 9.177.00
creditors
3. Total re- 128.268.65 3. Overhead 39.796.60
ceipts expenses
4. Total ex-  90.541.6
penses

The efficiency of operations is best disclosedhgydash
budget, which reflects all financial and cash taatiens.

39.796.60Tpq cash budget is based on the receipt and expadgets

(the figures are taken from Table 15) (see Tab)e 16

Table 16. Cash budget

Iltems Amount LTL
1. Income 128.268.65
2. Expenses 90.541.6
3.  Cash at the beginning of the month 10.450.20
4.  Cash at the end of the month 48.177.25

Cash budgeting helps to measure the contribution of
the dairy operations in the overall performancéhef or-
ganisation over a period of one month. The forechst
cash comes up to LTL 48.177.25. The information pro
vided by this budget may help to take notice of fiheb-
lems, which require adjustments to be made not tmly
the financial (cash) budget but also to the fumalo
budgets (e.g., review of the operating expenses, et

The described operating expense budgets comprise
the budget system of Enterprise “X” dairy operasion
The said budgets are made compatible with eachr othe
and consequently their interaction reflects therdima-
tion of all dairy production responsibility centresd
their joint activities (see Figure 2).

Prrgdruacrﬂ%ne » Overhead Innovation and
prog budget research
budget

\ 4 \ 4 4
Raw material Direct labour » Cash flow Budget of fi-
consumption budget » budget < nancing re-
budget quirements

| 4

Fig. 2. Budgeting system of Enterprise “X”

dairy operations
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Such budgeting system enables to plan the acsvitie The actual production cost of 1 kg of milk is calcu
and to meet the objectives and consequently te@aser lated in Table 19. The actual production cost shian
the sales of milk yield and earn bigger profitstha con- LTL 0.038 compared to the budgeted figure of LTE1.
text of the dairying budgeting system, the caskflo per kilogram.
budget plays an important role. It helps to makares

tions of the upcoming cash-flow surplus that carubed Table 20. Actual Profit and Loss Account LTL
for short-term investments or enables to make aatbr
vant arrangements for the likely shortage of moarst ltems Amount LTL
thus to cut down the level of potential risks othex bud- Salesvolume kg 148.230
] Turnover from sales 125.995.5
geted period. Variable costs 44.765.46
Marginal income 81.230.04
Control of the key budgets of the dairy production Fixed costs 40.250.44
Profit 40.979.60

After one month of operations, the chief executite _ . . . _
the organisation and a budget expert can comparadh Once the static operating budget is compiled, blle
tual performance figures of the dairy operationthwhe  US€ of the budget is essential for the control PREP. The
planned (budgeted) figures based on the actuatrirde performance results can be controlled by comp.aheg.ac—
tion on the revenue earned and expenses incurred oJual expenses to the budget expenses. The fleolgeting
that period. method is not complicated, but the obtained resumésaccu-

Firstly, in February 2009 a static budget is draypp ~ rate only when the changes in costs comply withptioe
which reflects the expected milk purchasing priod the ~Jected trends. This budget is presented in Table 21

direct and overhead expenses (see Table 17).
Table 21. Static and flexible budget planning

Table 17. Static budget

Static budget Flexible budget

Data Milk Sales volume kg 148.340 148.230
Selling price LTL/Kg 0.81 _Turnover fromsales 120.155.40 120.066.3
Directs costs (materials and wages) LTL 0.28_Variable costs 50.732.28 50.694.66
Sales volumes kg/month 147.320 _Marginal income 69.423.12 69.371.64
Allocated overhead costs LTL 39.796.60 _Fixed costs 39.796.60 39.796.60
Profit 29.626.52 29.575.04
In March 2009, the below performance figures were o
reported (see Table 18). The actual overhead wusts In the analysed case, level 1 and 2 activitiescare

lower than the budgeted figure entered in Februgihg trolled. Level 1 variance analysis reveals onlyesfigal in-
more favourable situation resulted from the milkqhas- consistencies in the profit results, thus the &cassons for
ing price policy: the milk was sold at a highercerithan their occurrence are not disclosed (see Table 22).

it was expected (see Table 18).
P ( ) Table 22. Level 1 analysisGeneral (static budget) variance

Table 18. Actual budget

DeflectionVariance LTL Amount LTL
Dat Vil Revenue 5.840.1
- - ata ! Production cost: 5.512.98
Selling price LTL/kg 0.85 :
- - Variable costs -5.966.82
Directs costs (materials and wages) LTL 0.302 -
Fixed costs 453.84
Sales volumes kg/month 148.230 Profit 32712
Allocated overhead costs LTL 40.250.44 -

The actual Profit and Loss Account compiled in Feb- dan(zgcv?/iti Ilhe;('Zlciuglljigleéslsvglfgzr:;d tr(]r:VLISei(;Ir;rZCCO
ruary 2009 reveals that the profit increased dukoweer '

variable and overhead costs (see Table 20). allows to evaluate the impact of the changes |nep§r_1d
sales volume on the performance results. The pace

ance is reflected by the difference between théitprof

Table 19. Actual production cost budget per 1 kg milk . . i
the actual price and flexible budgets, while thiesaol-

No Indices Expense rate Ume variances are revealed by the difference beties
LTL/kg profits in the flexible and static budgets (seel@ &3).

1. Directs costs (material and wages) LTL 0.302 A general (static) budget variance indicates that t

2. Overhead costs 0.27

: . actual profit differs from the budgeted one by LTL
Total production unit cost 0.572

327.12 (see Table 22). The Level 2 control revéiads
reasons behind this difference. The actual milksabl-
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umes (148.230 kg) are slightly lower than budgetedctual price was higher than the forecasted pbee to

(148.340 kg), thus, in view of the actual resulise
budgeted profit decreased by LTL 51.12. When acfase
of the purchasing price was made, the earnings were
pected to be lower. However the variance betweermth
tual and forecasted price amounted to LTL 0.04,the

this reason the budgeted profit increased by LTL
11.404.56. The management of Enterprise “X” shdoid
cus on the forecasted milk purchasing prices, sthee
price variance has the largest impact on the clrange
profit.

Table 23. Level 2 analysis. Sales volume and price variahdés

Actual budget Static budget

Flexible budget

Satdame variance Price variance

Profit 40.979.60 29.626.52

29.575.04

-51.12 11304.

The current position of Enterprise “X” can leadao
conclusion that the future of the dairy enterprisk de-
pend on the breeding system and a careful seleatiok
rather than prices. Primary responsibility is pthoa the
research staff, as the studies and findings reptdabe
basis for the future operations of the enterpridee di-
rector of the organisation and the budgeting expenb
organise the control of all units of the enterpriselud-
ing stockbreeding, will be able to identify the maion-
straints in the development of Enterprise “X".

Discussion

In summary, considering the current general pasibib
the dairy enterprise it can be assumed that theddf this
organisation and other agricultural holdings wépend on
the improvement of the breeding system and a dasefu
lection rather than prices. Primary responsibilityplaced
on the research staff, as the studies and findiegesent
the basis for the future operations of the entegpiSubject
to a designed budget system of the organisatioriraal-
poration of the Activity Based Costing into thestixig ac-
counting system and control of operations of thtergnise,
the management of the organisation will have aipitibs
of identifying the major constraints in the devetemt of
the enterprise and the advantages for maintainimgyef
operations. Furthermore, a question could be raigexth-
er the budgeting system of the organisation iscasethe
new Activity Based Costing (ABC) approach will bene-
ficial for the enterprise or will it just inflatén¢ operational

costs. Those questions should be answered by tine ma

agement of the enterprise, who decide whethergheyld
linger at the current level of costs managementtather

they prefer to choose a more up-to-date manageawent 7-

counting tool (i.e. cost budgeting system).

Conclusions

1. The empiric research brings to a conclusion that

a) the calculations of the production cost of thi iyield
(the cost driver) provide a detailed overview oé tbx-
penses and their relative percentage in the totadye-
tion cost of the milk yield. Furthermore, basedtloa ob-

tained findings decisions can be made regardinduthe-

tions where changes could be made depending on the

value created by the function to the end user;b}he
other hand, a more accurate production cost of naik
material calculated using the ABC principles allotes
make more exact budgets of the organisation thali-fa
tate a rational estimation and allocation of theermrise
resources in tackling the goals of the enterpridethe
control of the compiled budgets provides varianbes
tween the actual and budgeted results of the fomcti
Economically, the obtained variances are treatedaas
vourable or negative with respect of the perforneant
the enterprise. Any variances that are signifiganthe
performance of the enterprise require thoroughyaiglin
order to identify the reasons of their occurrennd &
take preventive measures in the future.

2. According to scientific and empiric researches, the
application of the cost budgeting system at agduical

holdings could be an alternative measure under the

changeable and variable economic and businessneircu
stances.

References

1. Anderson, Needles, Caldwell. (1989). Manageriabanting. Bos-
ton: Houghton Mifflin Enterprise.

2. Bagdzoiniere V. (2006). BiudZetai iry vykdymo kontrot.
Vilnius: Conto litera.

3. Jagminas V. (2004mores biudzef esnt ir jy parengimas // Ap-
skaitos ir mokeSy apzvalga, 2004 09.

4. Jagminas V. (2005). Kagtapskaita pagal veiklas// Apskaitos ir

mokesiy apZvalga, - 2005 04.

. Jurkstier A. (2002). Valdymo apskaita. Kaunas: Technologija.

Doye D., Sahs R. (2005). Using Enterprise Budgetsarm Financial

Planning.Oklahoma Cooperative Extension Service, pp.243-1 — 243-7.

Available at: http://osufacts.okstate.edu (vis@&d2.2009).

Drury C. (1996). Management and Cost Accountingl ddition.

International Thomson business press. pp. 374-375.

8. Drury C. Management and Cost Accounting. 5rd editioLondon:
Thomson learning, 2000. pp.321.

9. /lpypu K. (1994).Beeneuue B ynpaBieHIECKUIA IPOU3BOICTBEHBIIM
yuer. MockBa: AyauT.

10. Greaser G. L., Harper J. K. (1994) Enterprise Budyealysis.

" Available at: _http://alternatives.aers.edu/Pubiarat/enterprise
budget analysis.pdfisited 02.02.2009).

11. James A. F. Stoner, R. Edward Freeman, Daniel ke Jr.
(1999). Vadyba. Kaunas: Poligrafija ir Informatika.

33



Economics and Rural Development

Vol.4, No. 2, 2008 1SSN 1822-3346

12. Horngren Ch. T. (2004) Management Accounting: SdBmn-
ments. Journal of Management Accounting Researolunive Six-
teen, pp.207-211.

13. Kal¢inskas G.
taSkas//Vadovo pasaulis, 2004 01. pp. 39-42.

14. Kaléinskait R. (2005). Koki savikair, geriau skaiiuoti?//
Apskaitos ir mokesy apzvalga, 2005 10. pp.34-37.

15. Kaléinskait R. (2006). BiudZetas: kaipi jparengti/Vadovo
pasaulis, 2006 06.

16. Lucey T. (1990). A First Course in Cost and Managenaccount-
ing. London: DP PUBLICATIONS LTD.

17. Mackevtius J. (2003). Valdymo apskaita. Koncepcija, meétadi
politika.Vilnius: TEV.

18. Radzewtiene R. (2001).Imores biudzeto sudarymas//Apskaitos, 24.

audito ir mokesiy aktualijos, 2001 09.

19. Roztocki N. (2005). Introduction to Activity Bas€&bsting (ABC).
Available at:_http://www.pitt.edu/~roztocki/ abctbtor/index.htm
(visited 2009-02-01).

34

(2004).Imorés  biudZetai — vadybos atramos

20.

21.

22.

23.

Taraskeuwliene M. (2009). Pienaikiai — perdirtejy nerangumo gni-
auztuose. Available at: http://www.zebra.lt/It/akdijos/ verslaslie-
tuvoje/Pieno-ukiai-perdirbeju-nerangumo-gniauztu»869-02-
09.html(visited 2009-02-10).

Valartiene L. (2003). Atsakomyés centy valdymas. — Kaunas:

Technologija.
Valartiene L. GimZauskiea E. (2007). Changing Role of Man-
agement Accounting: Lithuanian Experience Case -Stud

ies//Engineering economics 2007, No 5 (55). pp.26-2

White A. (2007) Financial Analysis of an AgriculairBusiness —
the Enterprise Budget. Available at: http://www.ekedu/news/
periodicals/fmu/2007-04/financial_analysis.htisited
19.02.2009).

Zabielavtiene |. (2005). Valdymo apskaita, anaizr sprendimai
imorgje. Vilnius: Technika.




