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Introduction

Budgets are one of the most widely used tools fanmpng and
controlling organizations. But during the last t@ars or so attitudes that
companies should go “beyond budgeting” and abanoageting in
practice have been presented by experts in bo#ratitre and in
discussion meetings. The aim of the research wadismover whether
budgeting is able to support and improve the CafgoGovernance and
whether companies have changed their budgetingtipeacin recent
years. The research was conducted in two phasésanguestionnaire
survey and direct interviews with managers.

Literature review

It was implicitly assumed that budgets serve as important
managerial need and textbooks such as Drury (20Q7| (2006),
Fibirova and Soljakova (2005), Fibirova, Soljakaréd Wagner (2007)
rehearse the importance of budgets in: planning;ordmating,
communicating, motivating, controlling and evalogti operations;
Horngren, Datar and Foster (2006): “Budgets areapmnfeature of most
management control systems, they can compel plgnimiciuding the
implementation of plans, provide performance aadter promote
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communication and coordination within organizatiaffect behavior and
organizational processes”. The researchers wisledestablish the
conditions in which different forms of budgeting eappropriate, not to
challenge the usefulness of budgeting itself (L@r{f996), Kaplan and
Norton (1996), Eschenbach (2000). However, thisngkd in the 1990s
as Hope and Fraser (2003) mounted a wide-rangitigus of the manner
in which budgeting systems are typically implemdnt&hey have
observed and described budgeting systems highlightithe often

bureaucratic and expensive nature of the budgetiogess, the failure of
budgeting to meet the needs of managers in unceatal competitive
environments and the likelihood that budget systemasild lead to

managerial “gaming” of the numbers.”

Methodology

The research is based on direct investigation efatttual situation in
the Czech Republic. The questionnaire was develgpedthen sent to
350 random screens of industrial and commercialpaomes in the Czech
Republic. Seventy-two responses are included is tlesearch. The
companies included in the research operate in waraseas of business
(see Figure 1). Then several top managers (Chietldwe Officers and
Chief Financial Officers) were interviewed directlyhe analyses are
based on basic statistical methods.

Hypothesis

The empirical research assured the following mgpothesis:
A. The application of budgets has changed in receasye

B. According to managers budgets are able to suppuit improve
corporate governance. The attitudes of financial aon-financial
managers toward budgets differ.

C. Methods of preparing budgets and budgetary comisowell as the

relation of budgets to incentives have an influemce corporate
governance.
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Hypothesis A

The application of budgets has changed in recent ges.

According to the empirical research most compa(®@86) consider
budgets as @aditional significant tool useful for decision m&ing and
control. Budgets have to be continually improved in ortteradapt to
changes in the business environment and to enoceutsg successful
development of companies.

11% of companies use budgets in a traditional nranumiebudgets are
only a formal tool required, for example, by banks, financial insittns,
and owners. They are not used as active managdowst The reasons
could be:

= management has no interest; they prefer intuitive® iateractive
management methods;

= the business activity is fixed and developed caratily;

= the business activity is too variable to predichgdudgets.

Only 5% of the companies have eliminated or redubedapplication
of budgets in recent years because:

= budgets do not encourage the business developmedt
performance.

» budgets are only bureaucratic and administrativeynplicated
tools; expenses regarding budget preparation amdratohave
been higher than the benefit obtained from budgets.

= the budgets were only a formal tool.

32% of companies have intensified application ofigeis in recent
years and this change was evoked by:

= the owner in connection with a change of owner$bidso);

= managers in connection with the development of cmgs
(44%);

* new managers in connection with their arrival ia gost (31%).

Budgeting practice has changed in recent yearsaouagrding to this
research, little of it was driven by the “beyonddbating” movement.
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Instead there has been an intensification of thdgéting processes
application. (See figure 3)

Fig. 1: Changes in budgeting
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O yes, we eliminate the budgets as managementheglhid no contribution to
development of company

& no, budgets are traditional significant tool neagsfor planning and contro

B no, budgets are only formal tool and managemewt isiterested in

The correlation between business development adgdbapplication
confirms:

» the dynamically developing companies and more dpesl
companies consider budgets more significant and uskgets
more intensively. These companies also permaneimgly to
improve budgeting systems;

» the companies with constant business developmett bsdgets
but they have no interest in improving and develigptheir
budgeting system;

» the companies that eliminate their business aes/itould not be
analyzed due to the small number of such respoad@mty 3
companies).
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Hypothesis B

According to managers budgets are able to supportra improve
corporate governance. The attitudes of financial ash non-financial
managers toward budgets differ.

The following alternatives of budget consideratioere tested for the
purpose of proving this hypothesis:

= Budgets are only bureaucratic and administratively
complicated tools They have negative influence on corporate
governance, because they limit and formally measwsiness
activities of the companies and their businesssuwithout any
careful analyses of the actual conditions and apveént
possibilities. Budgets also support irrational ngerabehavior in
order to meet the budgets. They, for example, nibeesales or
cost on purpose from period to period.

= Budgets represent ammportant management control tool
supporting and improving corporate governance. Thegve a
number of useful purposes:

- coordinating and communicating the activities ofimas parts
of the organization and ensuring that the partsratermony
with each other;

- motivating managers to strive to achieve the gsels

- controlling activities.

= Budgets providamportant information for decision making,
for setting standards, costs, margin, profit of ducis and
customers. They contribute to product volume andicgire
optimizing and the increase of performance.

Managers were to use a scale from 1 to 5 to valhaie acceptance
of the budget. (1 — absolute disapproval, 5 — albsahcceptance). The
answers were analyzed in relation to financial mow-financial managers
and in relation to the level of power and respaiigibTab. 1 shows the
average value according to the manager groups
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Tab. 1: Budget consideration

Non-financial managers
: , middle and lower
Financial

Consideration managers top | highlevelof | low level of
power and | power and
responsibility | responsibility

Bureaucratic and
administratively 1000| 1316 1579 2 316
complicated tool

Important
management
control tool
supporting and 3539 3342 2 000 1158
improving
corporate
governance

Important tool for
decision making

3697 3482 1789 1211

Outcomes show the positive budget consideratioalltpp managers
— both financial and non-financial. Research dit camfirm the different
attitudes of financial and non-financial top manageward budgets. In
our opinion the relatively small variances in outefor financial and
non-financial managers’ is more the result of thféedent priorities of
managers than from attitudes toward budgets theesel'he decreasing
level of power and responsibility means the lowifpas attitude toward
budgets. Middle and lower level managers with a level of power and
responsibility consider budgets as a bureaucratmy-flexible and
administratively complicated tool that neither sogpe management
control nor decision making.

Managers prefer the role of budgets in decision ingpkto
management control but the difference is not siggiit enough to make a
distinct conclusion.

An analysis of budget consideration according t@rsholder’s
structure confirms a relation of the shareholdestsucture to their
consideration of the budget. For example a negatitteude toward
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budgets has managers of companies that belongdimmoholding — see
Tab. 2.

Tab. 2: Budget as bureaucratic and administratively compliated tool
according to the shareholder’s structure

Non-financial managers
middle and lower

Financial _
managers| top high level of | low level of

power and | power and
responsibility | responsibility

Consideration

Sole investors 1000| 1167 1 000 1 000
Domestic holding 1000| 1316 1737 1842
Foreign holding 1000 1421 1842 2 684

Negative budget consideration by middle and loweel managers in
foreign holding is caused above all by:

» the limited possibilities of these managers to tpket in the
budget process, managers take part in the firdqshaf budgeting
process, but both higher level and board createagpdove final
budgets without coordination with responsible mamagThen the
responsible managers do not accept the budgetepsrgarget,

» the incompatibility between company goals and tb& g of these
managers,

= the poor ability of top managers and board to ewphll the
circumstances and contexts of the budgets to ethen and lower
level of managers,

= the lower flexibility of management systems in rmation
holdings.

On the other hand the companies of sole investersiale to involve
the middle and low-level managers in the processuaiget preparation
and budgetary control, to ensure easier commuoitaind clearer
contribution analysis.

The positive budget consideration in relation toarsholder’s
structure shows table 3 and 4.
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Tab. 3: The budget as a management control tool according
to the shareholder’s structure

Non-financial managers
middle and lower

Financial _
managers top high level of | low level of

power and | power and
responsibility | responsibility

Consideration

Sole investors 3 000| 3000 3 000 1 667
Domestic holding 3526| 3105 1842 1211
Foreign holding 3526| 3316 2684 1 000

Tab. 4: The budget as a tool for decision making according
to the shareholder’s structure

Non-financial managers
: : middle and lower
Financial

managers top high level of | low level of
power and | power and
responsibility | responsibility

Consideration

Sole investors 3 000| 3667 3 000 1667
Domestic holding 3842| 2789 1632 1105
Foreign holding 3737 3737 2263 1421

The positive budget consideration outcomes from cépted
traditional points):

= setting the goals for each level of management,

» supporting internal control system, they could prévsome frauds
= coordinating of activities
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Hypothesis C

Methods of preparing budgets and budgetary controlas well as
the relation of budgets to incentive scheme have amfluence on
budget consideration.

Managers should evaluate the influence of the Wolig factors on
budget consideration:

= methods of budgets preparing,

* manager participation in budgeting process,
= |evel of power and responsibility managers,
= relation to incentive scheme,

= personal features of managers.

The responses were scaled from 1 to 5 (1 — nofiignt, 5 — most
significant). The figure 4 shows the average vabumat

Fig. 2: Budget consideration factors
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The relation to incentive scheme is the most ingdrtfactor
according to the study. This factor absolutely sutgp budget
consideration as a tool for motivation and contrdhe managers
addressed are consistent with the opinion thabtitget is only a formal
tool without closed relation to employee remuneratiOn the other hand
the positive variance from budget could not besihgle measure.
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The second most important factor referring to thevipus point is
manager participation in the budgeting processhéncase that managers
have the opportunity to take part in budget preparaand control and
they accept the budget as a personal task, buffggercy increases. If
the budget is only a directive and managers doaoe them or they
consider them as unmeetable, managers have noanotvo meet the
budget goals.

This opinion supports the importance of the thadtér — the level of
manager power and responsibility.

The lower the importance was found in respect athous of budget
preparation. Most companies use traditional mettizded on the actual
outcome in the previous year adjusted by suppokadges in volume
and structure of activities.

The personal characteristics of managers carryeth& importance.
The research does not confirm that today there igassibility to control
a lot of managers (above all the creative charati®rthrough budgets or
similar “hard” measures.

Conclusions

A survey of 72 companies investigated whether congsastill use
budgets, whether practice is changing and whatttieides of financial
and non-financial managers are towards budgetstamadle in Corporate
Governance.

Companies still use budgets, even intensifying thpplication over what
is required, above all in connection with changeswnership, managers
in connection with the development of companiesy meanagers in
connection with their arrival in post. The dynantiicadeveloping

companies and more developed companies considegetsudnore

significant and use budgets more intensively. Thesmpanies also
permanently try to improve budgeting systems.

The attitudes of top financial and non-financialnagers toward budgets
are broadly positive. The middle and low managersndt consider
budgets as such an important tool. Negative coraide of budgets by
middle and low level managers in multinational camps is caused
above all by limited manager possibilities to tgb&t in the budget
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process and the poor ability of top managers andeosvto explain all
circumstances and contexts of budgets.

The study indicated that managers continue to deghe budget
processes as important and the “beyond budgetirg/ement has had
little impact on the surveyed companies. Changee ted to additional
techniqgues or analytical detail rather than a r&docin traditional
budgeting.

A relation to incentive scheme and manager pagimp in budgeting
process is the most important factors accordingécstudy. These factors
absolutely support budget consideration as tool rootivation and
control. On the other hand the personal featurenafagers are not very
significant.
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ABSTRACT

The differing opinions of both experts and managershe application of
budgets in the dynamic changing business envirohmavere inspiration
for the empirical study that is oriented on the amance of budgets to
performance management. The paper results frorertprical research.
Analyses and conclusions presented in this papeercthe following

issue:

The first part analyses changes in the applicatibbhudgets in recent
years and the indicators of these changes.

The second part is oriented on the opinions of marsaof budgets and
explores whether managers consider budgets an fampananagement
tool supporting and improving Corporate Governandenalyses
concentrate also on differences between the atstod financial and non-
financial managers and between middle level andrtapagers.

The last part of the project focuses on recognitibfactors that have an
influence on budget consideration such as methbtsdpet preparation,
manager participation in budgeting process, levél power and
responsibility managers, relation to incentive sesbeand the personal
characteristics of managers.

Key words: Budgeting; Corporate Governance; Management Tools.

JEL classification: M41.

36



