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Budgeting and Manager ROl &

actual and budgeted costs for each department. The departmental budgets were in-
tended to encourage the supervisors to reduce inefficiencies and to seek cost reduc-
tion opportunities. The company controller was instructed to have his staff “tighten”
the budget slightly whenever a department attained its budget in a given month; this
was done to reinforce the hotel supervisor’s desire to reduce costs. The managing
director often stressed the importance of continued progress toward attaining the
budget; he also made it known that he kept a file of these performance reports for
future reference when he succeeded his father.

Colin Patrick’s conversation with Al Johnson continued as follows:

Colin: | really don’t understand. We've worked hard to get up to budget, and the
minute we make it they tighten the budget on us. We can’t work faster
and still maintain quality. | think my staff is ready to quit trying. Besides,
those reports don’t tell the whole story. We always seem to be interrupt-
ing the big job for all those small rush orders. All that setup and equip-
ment breakdown time is killing us. And quite frankly, Al, you were no
help. When our baking oven broke down last month, your people were
nowhere to be found. We had to take it apart ourselves and got stuck with
all that idle time.

Al: I'm sorry about that, Colin, but you know my department has had trouble
making budget too. We were running well behind at the time of that prob-
lem, and if we'd spent a day on that old machine, we never would have
made it up. Instead we made the scheduled inspections of the elevators
because we knew we could do those in less than the budgeted time.

Colin: Well, Al, at least you have some options. I'm locked into what the cater-
ing department assigns to me, and you know they’re being harassed by
sales for those special orders. Incidentally, why didn't your report show
all the supplies you guys wasted last month when you were working in
Kevin's department?

Al We're not out of the woods on that deal yet. We charged the maximum
we could to our other work and haven’t even reported some of it yet.

Colin: Well, I'm glad you have a way of getting out of the pressure. The
accountants seem to know everything that’s happening in my depart-
ment, sometimes even before | do. | thought all that budget and account-
ing stuff was supposed to help, but it just gets me into trouble. It's all a big
pain. I’'m trying to put out quality work; they're trying to save pennies.

Your task:

1. Ildentify the problems that exist in the Shoshone Hotel's budgetary control system,
and explain how the problems are likely to reduce the effectiveness of the system.

2. Explain how Shoshone Hotel's budgetary control system could be revised to
improve its effectiveness.

Case Study 5: Behavioral Impact of Budget Costs and
Variances

Alison Snyder is the restaurant and kitchen manager of Briscoe Gourmet Restau-
rant. Each month, Alison receives a performance report showing the budget for the
month, the actual activity, and the variance between budgeted and actual costs. Part
of Alison’s annual performance evaluation is based on her department’s performance
against budget. Briscoe’s purchasing manager, Kevin Scott, also receives monthly
performance reports, and he, too, is evaluated in part on the basis of these reports.
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