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Unit 420: Manage budgets 
Handout 3: How to manage and report a budget 

 
 
Regular monitoring of expenditure is essential – not just to verify expenditure against 
budgeted targets but also to identify changing patterns or circumstances that need 
corrective action. 
 
Effective departments will have procedures to monitor progress against planned 
budgets and objectives at regular intervals. In addition, appropriate reporting and 
authorisation mechanisms should be in place. 
 
In order to monitor expenditure against a budget, different types of information may 
be required, as outlined below. 
 

 
 
Because your budget is in place and embedded into your business practices, it can 
now be used for several other functions as well as planning your financial ‘road map’. 
Your budget can also serve as: 

 an indicator of the costs and revenues linked to each of your activities 

 a way of providing information and supporting management decisions throughout 
the year 

 a means of monitoring and controlling your business, particularly if you analyse 
the differences between your actual and budgeted income. 

 

Monitoring your budget closely can be an excellent way of benchmarking your 
business's performance – you can compare your projected figures, for example, with 
previous data in order to measure performance. You can also compare your figures 
for projected margins and growth with those of other companies in the same sector, 
or across different parts of the organisation. 
 
Effective budget management consists of several key activities, including: 
 

1. identifying and recording actual revenue and costs on a timely basis 

2. comparing actual figures with original budget 

3. identifying and explaining any variances 
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4. ensuring that forecasts are reviewed regularly to provide accurate management 
information 

5. summarising and reporting to management/stakeholders/directors on the analysis 
of budgets 

6. preparing regular variance analysis reports 

7. giving explanations/justifications and making recommendations based on variance 
reports. 

 

All the above activities will vary, depending on your organisation. 
 

If you are the main budget-holder in your department you will need to monitor the 
budget through the collection of information from different sources as stated above. 
This information needs to be: 
 

 
 

Information that needs to be monitored may not be strictly financial, but it may have 
an effect on your budget management. This will depend greatly on your organisation. 
 

It is becoming more common to link financial and non-financial data. This could 
include staff numbers, staff turnover, performance against service targets and 
national or local performance indicators (many of which have a financial component); 
these non-financial indicators and targets will normally be identified in corporate or 
similar plans. They may assist you in the management of your department’s budget if 
any of these components affects your work. This enables a more holistic view of the 
organisation’s performance. It can also help when justifying variances. 
 

Variance report 

 

A main staple of any monitoring and reporting procedure should be a variance report. 
 

A variance is defined as: 
 

A periodic measure used by governments, corporations or individuals to quantify 
the difference between budgeted and actual figures for a particular accounting 
category. A favourable budget variance refers to positive variances or gains; an 
unfavourable budget variance describes negative variance, meaning losses and 
shortfalls. 

 www.investopedia.com 

http://www.investopedia.com/
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Identifying, minimising and justifying variances form an integral part of managing a 
budget. 
 
A variance report is the most established way of formally reporting both favourable 
and unfavourable variances.  
 
Many major software developers have marketed products that can create a variance 
report, based on information entered into a spreadsheet or similar documents.  
 
This is the most effective method of producing this analysis.  
 
Each organisation will have its own procedure. 
 
A simple example of a row from a variance report may look like this. 
 

 
 
The variance percentage is calculated by dividing the variance by the budget, not the 
actual amount. 
 
A variance report can identify those activities that are costing more than anticipated 
and those that are costing less. It will then be necessary to justify any additional 
costs and begin to identify corrective action if such costs cannot be satisfactorily 
accounted for. 
 
A disadvantage of this monitoring method is that if a report is not compiled and 
analysed promptly, it may be too late to implement corrective action.  
 
It is therefore important not to rely solely on a variance report for budgetary 
management. 
 
Variances can also fluctuate, depending on trends and patterns; for example, 
stationery costs may be high during one period and low during the next, if less has 
been required. The variances therefore of one particular period may not be 
representative of the budget period as a whole. A solution to this would be to show 
the accumulated costs for the year in order to identify high cost and low cost periods. 
 
Variances can be classified into four categories. 

1. Planning errors 

This is the inappropriate setting of budgets – not taking into account known 
changes in production. 

2. Measurement errors 

This is caused by inaccurate completion of reports, time sheets, invoices, etc. 

3. Random factors 

These are, by definition, uncontrollable. However, they must be monitored to 
ensure they are truly within this definition. 

4. Operational causes 

These can include price of materials, staffing, efficiency, overheads, etc. 
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Overall budget report 
 
A budget report is a comprehensive overview of the financial workings of the 
organisation. Without this it is impossible to analyse the organisation’s current 
financial position. The actual results will be reported to the people responsible and 
will be compared with budgeted allowances. 
 
Budget reports vary in their detail but should provide all the necessary data required 
by management and stakeholders. This formal report will enable you to analyse 
patterns and trends to identify shortfalls, unforeseen expenditure and waste. 
 
These reporting procedures will also assist in the preparation of new budgets, as you 
can evaluate the performance and compare this fiscal period with that of the plans for 
the next, thus enabling more effective planning. 
 
Reporting procedures will vary in each organisation. Sometimes departmental 
budgets have to feed into budgets elsewhere; they are also cascaded from master 
budgets. All these factors influence who should receive reports on the departmental 
budget. 
 
Many organisations now take analysis of budget reports further than has been 
recognised previously, relating them to the forecasting models within the 
organisation, using the model below. 
 

 
This additional analysis is not always necessary and it may not be within your 
authority or responsibility to carry them all out. 
 
This year’s results are sometimes compared with those for a corresponding period 
last year. However, remember that the budget is this year’s plan and it is against this 
plan that the budget must be controlled. 
 
Corrective action 
 
Corrective action may be necessary if variances are unacceptable. The main 
principles of corrective action are described below. 

 Identify the cause 

o Was the budget unrealistic? 

o Is the data accurate? 

o Has someone made an incorrect decision? 

o Has the price unexpectedly risen in these areas? 
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 Take appropriate action 

o Do I need to remove staff/resources, etc. immediately? 

o Can I minimise the damage quickly? 

o Do I have to alert directors/stakeholders? 

 

The need for corrective action is minimised through stringent budget management; 
however, many factors will be out of your control and may result in the need for 
corrective action. 
 
These factors can include: 

 unforeseen barriers to completion 

 unexpected results or activity 

 new or changing priorities 

 shift in economy or business climate 

 loss of finance, staff or other resources 

 change in delivery model or method. 

 

Corrective action can be implemented at any point when the task/project/activity has 
taken the whole budget management process in a direction that is in conflict with the 
pre-determined budget plan. Earlier intervention is more effective, as it can involve a 
more minor correction than later intervention would. Failure to make a timely 
intervention can lead to a significant alteration, which can result in more financial 
expenditure and loss of valuable time. This is why monitoring the budget constantly 
is vital. Corrective action can take the form of re-planning or reallocating resources or 
changing the way the activity is organised, structured or delivered. 
 
In your organisation you may need to report any variances that require corrective 
action to directors/stakeholders or other parties who are not directly involved in the 
day-to-day monitoring of the budget.  
 
This not only creates an environment of trust and cooperation but may be required in 
order to implement corrective action, through the authorisation of additional 
resources. 
 
It is important to know the scope of your personal authority for managing your budget 
and monitoring variance.  

 Who do you need to liaise with if you need to reallocate resources? 

 Do you personally have the authority to carry this function through? 

 
To answer these questions you need to have a clear understanding of the reporting 
procedures and the communication structure within your organisation. 
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Here is an example. 
 

 
 
 
In your organisation you will have different job titles, roles and responsibilities but 
there will always be a heirarchy of decision-making and authority. 
 
Informing decision-makers and people in positions of authority about corrective 
action or budget variances prevents mistakes, blame and recriminations. It is also 
likely be in line with the codes of practice within your organisation. 
 
Damage can be limited and corrective action can be implemented quickly if 
authorisation and communication channels are clearly agreed and upheld. 


