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Unit 7: Budget Management 

Unit reference number: Y/506/3866 

QCF Level 5: BTEC Professional 

Credit value: 5 

Guided learning hours: 29 

 

Unit aim 

This unit provides the learner with an understanding of the importance of budget 

planning and how budgets support the business decision making process. The unit 

also provides an introduction to the importance that costs play in the financial 

planning process for an organisation. 

Unit introduction 

Organisations today are operating in a constantly changing environment where the 

need for effective budgeting is playing a more important role in supporting business 

decision making and business performance. Budgeting encourages an organisation 

to plan for the future and will provide the knowledge on where to allocate and 

utilise resources within the organisation. Effective budgeting will help to coordinate 

the activities across different functional departments and responsibility centres so 

that organisational objectives can be achieved. 

It is important that managers making decisions understand the role of budget 

planning and control and are able to use them to inform decision making processes. 

Budgets can be utilised to monitor and evaluate business operations and will act as 

an early warning system when future plans may need to be revised. Information 

from budgets and costs will provide managers with the information to make 

informed decisions about production levels, pricing strategies, competitive 

strategies and any future investments. 

Managers will be given responsibility for reviewing and controlling the budget and 

will need an understanding of the strategies that could be implemented when the 

actual performance has not met predicted targets. 

For an organisation to run effectively it is important that managers have an 

understanding of the costs incurred in the production of their products. They will 

need to identify whether the performance in one area of the organisation is 

impacting on the profits from another area. 

This unit enables learners to develop an understanding of the importance of 

budgeting and the impact on the decision-making process in organisations. 
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Learning outcomes and assessment criteria 

In order to pass this unit, the evidence that the learner presents for assessment 

needs to demonstrate that they can meet all the learning outcomes for the unit. 

The assessment criteria determine the standard required to achieve the unit. 

On completion of this unit a learner should: 

Learning outcomes Assessment criteria 

1 Understand the impact of internal 

and external factors on budgetary 

planning in a business 

1.1 Assess the need for long and short 

term budgetary plans in a business 

1.2 Discuss the relationship between 

functional departments and 

responsibility centres 

1.3 Evaluate internal and external 

sources of information used to 

determine cost, price and demand 

2 Understand how to manage a 

budget 

2.1 Evaluate strategies used to manage 

budget variance 

2.2 Assess how budgetary 

management controls are used to 

optimise business performance 

3 Understand how to analyse cost 

information in business 

3.1 Distinguish between the different 

types of cost incurred by 

businesses 

3.2 Discuss the uses of cost data for 

business planning and control 

purposes 

3.3 Evaluate methods and techniques 

used to calculate business costs 
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Unit content 

1 Understand the impact of internal and external factors on budgetary 

planning in a business 

Long-term and short-term planning: roles of long- medium- and short-term 

planning, turning the corporate plan into a series of short-term plans (budgets), 

strategic planning, operational planning and management control 

Functional departments and responsibilities centres: functional departments, 

e.g. production, sales, HR, research and development, purchasing, marketing; 

responsibilities centres, e.g. revenue centres, expense centres, profit centres, 

investment centres; relationship between functional departments and 

responsibilities centres; difference in how inputs and outputs are measured 

Internal and external sources of information: past data on trends, e.g. costs, 

sales, profit margins, changes in consumer needs, suppliers; government, e.g. 

changes to taxation, interest rates; information on competitor activity; new 

technological developments that would impact on sales; reliability of source; 

accuracy of information 

2 Understand how to manage a budget 

Variance: difference between budgeted figures and actual figures; 

positive/favourable variance; adverse/unfavourable variance; identify reason for 

variance; where remedial actions are needed; adjustments to forecasts; 

reduction in spending, e.g. change supplier, reduce labour or overheads; 

adjustments to processes, e.g. change to production process, increase or reduce 

advertising 

Budgetary management controls: clearly defined responsibilities; planning for 

future; early detection of problems; identification of potential problems; identify 

and set targets; promotes coordination of activities; ability to review and revise 

forecasts; management and allocation of resources and finance to meet 

business objectives; evaluation and monitoring process; basis for performance 

appraisal; ability to take corrective actions; investigation of unaccounted 

variance 

3 Understand how to analyse cost information in business 

Cost: start-up costs; operating costs; fixed costs do not change with production 

levels, e.g. heating, lighting, rent; variable costs will change depending on how 

much is produced, e.g. raw materials; semi-variable costs; direct costs directly 

associated with the production of a product or service, e.g. raw materials, 

labour costs; indirect costs not directly linked to a specific product, e.g. heating, 

advertising; total costs 

Use of cost data for business planning: cost, profit and investment centres; how 

standard costing and variance analysis can contribute to control of costs and 

other decisions in the organisation; cost benefit analysis; break even analysis to 

identify when revenue is equal to costs; trend analysis; how marginal 

costing/contribution analysis contributes to decision making 
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Costing methods and techniques: process costing; job costing; batch costing; 

product costing; activity based costing; use of cost centres to identify profitable 

areas of the business; absorption costing; the concept of a standard cost for 

products and/or services, how standard costs are calculated; the concept of 

marginal cost, how marginal cost is calculated; pay back method 
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Essential guidance for tutors 

Delivery 

For this unit, tuition for the learning outcomes lends itself to flexible delivery. 

Tutors have the opportunity to use as wide a range of teaching and learning 

strategies as possible, including lectures, discussions, seminar presentations, case 

studies, video clips, internet research and library resources. 

Tutors can illustrate points with reference to examples of businesses that 

demonstrate best practice. Many learners will use self-directed study together with 

the expertise and skills they may have developed in a career and be able to reflect 

on their experience of management and leadership. 

The learners may not be accountants so, wherever possible, delivery needs to be in 

the context of how useful financial planning and decision making is to organisations 

and the relevance to learners emphasised. There may be learners in the group who 

have experience of costing/budgeting and planning in their role as a manager and it 

is important to draw on this experience for the benefit of others in the group. 

For learning outcome 1, the tutor can introduce the topic by exploring and 

discussing the internal and external factors that influence budgets, evaluate the 

need to have short and long term budgetary plans and where the source of 

information could be gathered to inform planning. Using case studies or problem 

scenarios learners could work in groups to discuss and then present the 

appropriateness of short and long term budgets, which internal and external factors 

determine the budgetary requirements, deciding which departments would feed into 

and have responsibility over the budget and evaluating the source of information 

used to determine the budget. 

For learning outcome 2, the tutor could discuss and demonstrate budgetary control 

methods, processes and strategies. Using case studies and task sheets, learners 

could practice calculating budget variance and producing a report as to how well 

the organisation managed their budget and how the budget management controls 

impacted on the business performance. For learning outcome 3, learners could be 

given an applied task requiring them to investigate and calculate different types of 

cost and report on how this information could be used to implement future 

budgetary management controls. 

Learners will need an introduction to the different methods and techniques a 

business will use to calculate costs such as process, job, batch, product and activity 

based costing. Learners will need an introduction to how cost data is used for 

planning business and controlling operations and how this supports an organisation 

in achieving their objectives. Learners could be encouraged to share their 

experience of calculating business costs and how cost data is used for business 

planning and control within their own organisation. Alternatively the learners could 

be provided with a relevant case study. 
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Assessment 

Centres will devise and mark the assessment for this unit. Learners must meet all 

assessment criteria to pass the unit. 

A range of assessment instruments can be used such as (but not confined to) 

reports, proposals, plans, presentations, question and answer, case studies, 

exercises, simulations, All assessment methods are acceptable provided the 

assessment enables the learner to produce relevant evidence that can be judged 

against the assessment criteria. 

For AC1.1, learners could use analyse a case studies or problem scenarios to assess 

the need for long and short term budgetary plans within an organisation; for AC1.2 

learners can work in groups to discuss and present the relationship between the 

functional departments and responsibility centres and how they impact on the 

budget planning process in terms of accountability and determining the budget. For 

AC1.3, a case study could be used for learners to evaluate the internal and external 

sources of information, its reliability and report on the factors that determine the 

cost, price and demand. 

For AC2.1 learners could use a case study and task sheets to evaluate budget 

management strategies used to manage budget variance. For both AC2.1 and 

AC2.2 learners can then produce a written report to identify if the variance is 

positive or negative, evaluate the strategies that the organisation has implemented 

for budgetary management controls and assess how well those controls managed to 

optimise business performance. 

For AC3.1 using a work based problem or problem scenario, learners are to 

distinguish between the different types of business costs; for AC3.2 the leaner can 

discuss how the cost data will be used to inform business planning and control, 

using evidence to support their response, and for AC3.3 the learner can then 

evaluate the methods and techniques used to calculate the business cost. 

Assessment can be for individual learning outcomes, for groups of learning 

outcomes within a unit and can be combined with the assessment of outcomes and 

criteria from other units. This latter would require an assessment map to identify 

where outcomes and criteria are assessed. 

Evidence of Recognition of Prior Learning (RPL) can be used in the unit to confirm 

competence. Wherever possible, the learning outcomes in this unit should be 

assessed holistically across the qualification. 

Indicative resource materials 

Books 

Brookson S – Managing Budgets, (Dorling Kindersley, 2000) ISBN 9780751307719 

Drury C – Management and Cost Accounting, 7th edition (Cengage Learning, 2007) 

ISBN 9781844805662 

Higgins RC – Analysis for Financial Management, 9th edition (McGraw-Hill Higher 

Education, 2009) ISBN 9780071268820 

Lucey T – Management Accounting, 5th edition (Thomson Learning, 2003)  

ISBN 978-0826463609 
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Journals 

Accounting Technician (Association of Accounting Technicians) 

Websites 

www.aat.co.uk - the Association of Accounting Technicians 

www.accountancyage.com - accountancy news and information 

www.accountingtechnician.co.uk – the Association of Accounting Technicians Online 

www.accountingweb.co.uk - accounting news, information and case studies 

www.cimaglobal.com – the Chartered Institute of Management Accountants 

www.tutor2u.net - educational website for business, finance and economics 


