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Starter
· Have you ever been given £20 to go into town to spend?
__________________________________________________________________________________
· How much did you spend?
__________________________________________________________________________________
· Did you have to give back what was left over?
__________________________________________________________________________________


Write a definition of budgets here: 

____________________________________________________________________________________________________________________________________________________________________
Budgets explained
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________


Purpose of budgets
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#1 Purpose: Planning



__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________



[image: ]#2 Purpose: Forecasting

__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
[image: ]#3 Purpose: Communication



__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________


[image: ]#4 Purpose: Motivation


__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
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Types of budget
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Historical Budget
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Zero – based Budget












Variance analysis

	

[image: C:\Users\Sarah Hilton\AppData\Local\Microsoft\Windows\Temporary Internet Files\Content.IE5\B2OWLNX3\green_tick[1].jpg]


	

	


[image: C:\Users\Sarah Hilton\AppData\Local\Microsoft\Windows\Temporary Internet Files\Content.IE5\B2OWLNX3\large-Alphabet-Letter-X-66.6-3871[1].gif]






	


How can budgets improve the performance of a business?








Budgeted income example
	
	Jan £
	Feb £
	Mar £

	Budgeted income
	19,000
	20,000
	30,000

	Actual income
	16,600
	22,000
	19,000

	Variance
	
	
	

	Favourable or adverse?
	
	
	



Budgeted expenditure example

	
	Jan £
	Feb £
	Mar £

	Budgeted expenditure
	11,000
	11,000
	11,000

	Actual expenditure
	11,500
	12,000
	9,000

	Variance
	
	
	

	Favourable or adverse?
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Difficulties of budgeting
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Evidence A
‘The Loss Making Online Retaller

Ocado s an online grocery retailer
‘operating from a state-of-the-art
‘warehouse in Hatfield, Southem
England. It buys its groceries from

the supermarket chaiin Waitrose in a

deal that s valid unti 2017. Ocado

has traded since 2002 and in 2009 1
had sales revenue of £422m. Sales
‘grew by 30 per cent in the first half
of 2010 and this trend continued
nto the second half of the year.
However, Ocado has yet to make

a profit,although analysts predict
that it will do soin 2011.

‘Ocado was founded by three former investment bankers and has some high profile
investors suich as Al Gore, the former vice president of the USA, and Jorn Rausing, the
Tetra Pack billionaire. In 2010, in an attempt to raise £500m to develop the Hatfield site,
to pay off debt and to build a new warehouse in the Midlands, Ocado floated on the
London Stock Exchange, to become  public limited company. The share flotation did not
raise enough new capital o enable Ocado to fund its ambitious plans and any delays in
‘opening the new warehouse will low its growth.

Its own customers have a high opinion of the business according to a recent survey.
Retail analysts also believe it has bult up a good brand and offers great customer
service. Furthermore, in 2009 Ocado won the Green Retailer of the Year award for itslow
environmental impact.

‘As part of the original contract with Waitrose the supermarket agreed not to deliver
groceries itself in certain regions of the country. This non-competitive amangement
‘expires in 2012, which will allow the supermarket to deliver groceries directly.Tesco is the
UK market leader in online retail groceries with Sainsbury and Asda now in the market
‘and Morrisons considering its position. Ocado states that ts business model - operating
from a highly automated distribution centre - is completely different from that of its
supermarket rvals.

‘Ocado believes i attracting between 20 and 25 per cent of new online shoppers.
Independent research suggests that the average cost of delivery, which includes driver
‘wages, diesel and van maintenance, is £14-£15. The charge per customer i £5.99. Ocado
will need to grow ts average spend per customer, which in 2010 was £113.59, and
increase its market share f it is to become profitable.
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Prior to opening its new Midlands based warehouse Ocado will need to prepare
budgets. Assess the likely value of budgeting to Ocado.
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Prior to opening its new Midlands based warehouse Ocado will need to prepare
budgets. Assess the likely value of budgeting to Ocado.
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