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This thesis focuses on setting up a budgeting process for Nhat Quang limited liability com-
pany, which is an electrical equipment and supplies retailer founded in 2014. The thesis's 
outcome is an Excel budgeting tool, financial analyses and user tool guide. This thesis is a 
tool for the entity to operate financially and make the right decisions in business. 
  
This thesis is a product-based thesis, including a theoretical part and an empirical one, 
which follows the zipper structure. There are five project tasks to be implemented in suc-
cession. The first and second tasks include designing the theoretical framework and estab-
lishing the relationship between theoretical and empirical sections. Cost behaviour and fi-
nancial situation analysis are addressed in task three. The result of the thesis is illustrated 
in task four, which is the process of building a master budget and performance evaluation. 
The master budget comprises an operating budget and a financial budget, which describes 
the business result anticipation in the next period. Based on different operating modes, the 
author designs separate budgets to show profitability from each operating mode clearly. 
The performance analysis is created based on the master budget by using financial ratio 
analysis, profitability analysis, and cost-volume-profit analysis. Next, the toolkit is intro-
duced with detailed instructions and steps on how to utilize the budget package. The last 
task describes the evaluation of the project and the author's reflection on the learning. 
  
The author conducted interviews with the owner, and the internal accountant of the com-
pany to collect primary data. Desktop research including documentaries, textbooks and ar-
ticles study was the secondary research method. Microsoft Excel and Microsoft Word were 
tools that assisted the author to facilitate the project. 
  
Overall, the outcome makes the budgeting process more well-organized, which assists the 
manager to identify the reason when the loss occurs. There were some challenges during 
the process of implementation. However, the project helped the author develop problem-
solving and project management skills. 

Keywords 
Master budget, cost behaviour, financial analysis, cost-volume-profit analysis, profitability 
analysis.  
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1 Introduction 

In this chapter, the author presents the introduction of the thesis project, along with the 

commissioning company. The background of the thesis, project objectives with five project 

tasks are built to support the thesis project idea. The international aspect, anticipated ben-

efits and critical concepts related to the thesis topic are well explained, to provide the 

reader academic knowledge of the area. 

 

1.1 Background 

Building a budgeting plan is essential in operating business, which is considered as one of 

the most crucial processes in the finance department. To explain this, Goel (2015, 6) indi-

cates that the key success in financial management is planning and controlling. Planning 

is how the manager allocates funds and resources in a promising manner. Controlling, on 

another hand, means tracking and keeping an eye on the business result. The budgeting 

process includes both planning and controlling, without which, the company, especially a 

big corporation, can go out of the finance track.  

  

A budget can guide the manager on how to balance the cost structure. The budgeting pro-

cess will provide answers to solve questions, such as; the amount of money needed to in-

vest in operating activities, comparisons between actual financial results and expectations 

(Shim, Shim & Siegel 2011, 1). Therefore, to improve performance activities and business 

results, building a budgeting tool with analysis, which applies to the specific company will 

bring benefits in the long run. 

  

As a developing country, there are many international resources and investments in start-

ups in Vietnam. There are multiple domestic and international foundations with the coop-

eration of the Vietnamese government that create an ecosystem for start-ups with pro-

grams and sessions to share knowledge of entrepreneurship, at the same time provide 

the advice and support from investors and enterprises (Startup Vietnam Foundation 

2018). Vietnam is a promising environment for entrepreneurs and business students to ig-

nite their dreams.  

  

However, most entrepreneurs in Vietnam fail to seek the right way to operate, which leads 

to failure. 82% of start-ups fail because they lack knowledge of financial management and 

understanding of how to make use of cash flow (Preferred CFO 2018). The case company 
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is a start-up that has been established for a few years. However, they have not been en-

durably successful due to many reasons. One of them is the lack of proper accounting, 

budgeting, and analysis systems.  

  

There is no actual figure analysis to show the vulnerability in business management in 

many small companies in Vietnam. Based on academic knowledge, the thesis writer will 

set up a budgeting process that solves the common existing financial problems and 

scratches the strategy for future development. Not only the commissioning company but 

also the other start-ups can make use of the outcome of the thesis.  

  

The thesis writer majors in financial management. Budgeting is one of her interest areas 

to deepen knowledge. Creating a budgeting sheet is not the most challenging skill, but 

how to use the budgeting process to translate the figure and financial result into analysis 

and strategy is the skill the writer wants to achieve. Understanding the importance of 

budgeting and accounting in business operations, the writer wants to find a practical tool 

using theory and assist the entrepreneur in managing financial issues. The author can 

gain not only theoretical but also practical skills by executing this thesis project. 

 

1.2 Project objective 

Currently, the commissioning company has neither a budgeting process in the finance de-

partment nor proper daily bookkeeping activities. Hence, it is required to have a tool, if 

necessary, to set the financial management in line. Existing financial documents and fig-

ures provided by the entity will be used to re-evaluate the cost structure and other ele-

ments in financing activities. Many analysis methods are applied to have different points of 

view in the case.  

  

This thesis is a project/product-based thesis which includes project objective, along with 

project tasks which are presented below:  

  

Project Objective: This thesis aims to set up a budgeting analysis tool for Nhat Quang 

Limited Liability Company (LLC). 

  

-      PT 1: Designing a theoretical framework for the project. 
-      PT 2: Analyzing documentary and interview outcomes to figure out the standard tools 
and processes in creating budgeting and managerial analysis. 
-      PT 3: Defining cost structures of the entity. 
-      PT 4: Building a budgeting tool and analysis for the case company. 
-      PT 5: Evaluating the project. 
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Table 1 below displays the theoretical framework, research methods and the outcome of 

each project task. 

 

Table 1. Overlay matrix 

 

Project Task (PT) Project Management 
Methods  

Outcomes  Result (chapters) 

PT 1. Designing a 
theoretical frame-
work for the project-
based budgeting 
theories. 
 

Documentary/text-
books research 
 

- Purpose of creat-
ing a budget and 
managing system 
- Theory analysis  
- Understanding 
components in the 
budgeting process 
- Project timelines 

2 

PT 2. Finding the 
common tools and 
process in doing 
budgeting and anal-
ysis 
 

Interview 
Desktop research 
 

- Overview of budg-
eting and financial 
analysis process 
- Components for 
building the tools 

4 

PT 3. Defining cost 
structures of the en-
tity 

Interview 
Microsoft Excel  

- The company fi-
nancial situation 
- Cost analysis and 
forecasting 

3 

PT 4. Building 
budgeting tool, fi-
nancial analysis 
and toolkit for the 
case company 

Microsoft Excel 
 

- Budgeting tool 
framework and 
other financial anal-
ysis 

4 
5 
6 

PT 5. Evaluating 
the project 

Reviewing process 
 

- Reflection on 
learning 
- Recommendations 

7 

 

1.3 Project scope 

This project focuses on the development of a budgeting analysis tool and business perfor-

mance evaluation that is based on financial activities of the case company with the usage 

of financial statements and other financial indicators. The author tests the tool by applying 

to commission entity profiles. 

  

The resource used for analysis is master budget which includes financial budget and op-

erating budget. The outcome is an excel package tool which can provide practical and im-

proved analysis for start-ups in which same problems with internal management exist. The 

analysis can help managers predict the profitability and adjust cost in operating activities. 
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Figure 1. Project scope 

 

The company’s industry or economic environment’s in-depth analysis is not the target of 

the thesis. The thesis does not analyze the work efficiency of other departments, such as 

marketing, logistics, but to have the big picture of how to improve based on financial anal-

ysis. The thesis does not apply to every company cases or big corporations because the 

aim of the thesis is for start-ups who do not have proper accounting and budgeting pro-

cess and do not have resources yet to work it out. 

 

1.4 International aspect 

The Vietnamese economy has experienced unexpected growth since 2007 after joining 

WTO (World Trade Organization 2007). The start-up ecosystem has been prospering with 

lots of support from government programs, for example, NATECD (National Agency for 

Technology, entrepreneurship and commercialization development), NATIF (National 

Technology Innovation Fund) and IPP (Finland-Vietnam Innovation partnership fund) (Vi-

etnam briefing) (Vietnam Briefing 2017). As a result, many start-ups are planning to go in-

ternational after gaining particular success in the domestic market. Therefore, this project 

MASTER BUDGET

• FINANCIAL BUDGET

- Cash Budget

-Budgeted Balance 

Sheet

- Capital expenditure 

budget

• OPERATING BUDGET

- Sales budget

- Inventory purchase 

budget

- Operating expense 

budget

COST ANALYSIS

- High low method

-Regression analysis

PERFORMANCE 

ANALYSIS

- Financial ratio analysis

- Profitability analysis

- Cost-Volume-Profit 

analysis

- Variance analysis
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not only helps the commissioning company to achieve sustainable success but also aims 

for a big picture of growth in other cities in Vietnam. 

  

The author designs an analysis tool with international financial knowledge and research 

which can apply to diversified cases. Moreover, with the help of the author’s advisor, the 

quality of the thesis is improved. In the future, if the company has the chance to grow out 

of Vietnam, the thesis can be a studying document for international employees. 

  

The language of the thesis is English which is valid for all international business students. 

Students who have the same interest in the area discussed can have better views and 

materials to use for their study and future work. The value is translated to Euro as the cur-

rency to maintain the international aspect. Entrepreneurs in Vietnam and around the world 

who do not have much finance and human resources can refer to the thesis. Therefore, 

the outcome can be applied not only to Vietnamese start-ups but also international ones. 

 

1.5 Benefits 

The author can apply and enhance her knowledge in financial accounting, especially in 

the budgeting area by working with real data. Especially, researching, gathering infor-

mation and applying data, which are practised by writing this thesis, are important self-

study and self-development skills needed in the future career. This thesis is a pedal for 

the author to have the competence to work on more profound projects in the future. 

  

More importantly, the commissioning company can adopt a new budgeting tool in order to 

have a diversified analysis in its business operation. Based on that, the manager can ad-

just the cost and have plans to maximize profitability while undertaking qualified sustaina-

ble performance. The thesis provides the means as an opportunity for the case company 

to have a better picture of the business's financial situation. 

  

The outcome of the thesis is a reference for entrepreneurs, who seek for international 

budgeting process with analysis. Moreover, it is business students who need practical 

documents on how academic knowledge is applied in case companies. 

1.6 Key concepts 

Managerial accounting is the activity of utilizing accounting information by interpreting 

and analyzing to assist management activities and decisions. The purpose is to maximize 

profit while minimizing costs. (Madegowda 2016, 2.) 
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Budget is an expression of a recommended plan that is designed for business operation 

management. A budget is also a guideline that a company can follow based on financial 

and non-financial indicators, which also shows the manager’s expectation on sale revenue 

and profitability. (Datar & Rajan 2018, 218.) 

  

Cost-Volume-Profit analysis provides managers with the understanding in the relation-

ship among sale, cost and profit and how one affects others (Dittman 1979, 358). C-V-P 

analysis redesigns the available forecast for the manager to achieve profit goals. 

(Braithwaite 1974, 2.) 

  

Flexible budget is the financial plan that shows the sales revenue calculated with differ-

ent range of output volumes in the period to evaluate performance. (Braun, Tietz & Harri-

son 2010, 611.) 

  

Master Budget is the combination of financial budgeted statements: budgeted cash flow, 

budgeted income statement, budgeted balance sheet, which is built based on the man-

ager’s decision (Datar & Rajan 2018, 218). Discussing the same topic, Braun, Tietz & Har-

rison (2010, 479) states that the master budget consists of the operating budget and fi-

nancial budget. 

  

Profitability analysis allows the manager to figure out whether business activities are 

carried out well that makes a sustainable profit for the business to grow forward. Profitabil-

ity analysis also sorts problems that are holding the business back. (Plowman 2001, 13.) 

            

Variance analysis is the analysis based on the difference between actual and planned 

performance result. The variance is calculated based on material, labour, overhead and 

sales margin variance. (Drury 2007, 417.) 

 

1.7 Case company 

Nhat Quang limited liability company (Nhat Quang LLC) was founded on March 31, 2014, 

with the tax code 2600909961. The company is located in Viettri city, Vietnam. Nhat 

Quang LLC is an electrical equipment and supplies retailer where the main products are 

switches, compacts, flat wires, sockets and junction boxes. Sales revenue of the company 

in 2018 was approximately 325 000 €, and net profit was 50 000 €. There are six fulltime 

employees, a part-time accountant, the owner and wife working in this company. 
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The company was established four years ago and achieved some profits to maintain the 

business. However, the development does not come to the manager’s expectations. 

There could be many factors related to marketing, customer service, logistics or expendi-

ture. During the operation, the manager has not invested in internal management or con-

trol. This year, the company has contracts with other retail stores that turn the business to 

be not only B2C (business to customer) but also B2B (business to business). The previ-

ous years’ sales growth is from 1-3%. This year, contracts with other companies expect-

edly increase sales revenue up to 5% compared to the previous year. The manager de-

cided to contact the thesis writer to start from the finance point of view to see a big picture 

of business activities and develop a pricing, budgeting and managerial accounting for the 

company. 
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2 Project management design 

2.1 Research design 

The project management design includes five main phases, which is illustrated in figure 2. 

The project management design is built based on the waterfall model. The next step is 

performed when the previous one is finished. The input of each phase is the output of the 

earlier one. In other words, each stage leads to one task outcome, which is the supple-

ment for the next project task. (Liu & Horowitz 1989, 1280.) 

  

The writer researches theories throughout the implementation of the project. In the first 

step, documentary research from articles, textbooks and lectures are used to provide a 

basic understanding of budgeting and its components for audiences. By interviewing, 

desktop research and outcome from the first task, common tools and process used in 

budgeting are defined. The author needs to understand the cost structure as well as the 

financial situation of the company by carrying out the task 3. With the theoretical frame-

work and the data collected, the budgeting and analysis tool is built and applied directly to 

company case. Last but not least, the evaluation by the company’s feedback and reflec-

tion on learning are brought up. 
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 Figure 2. Research method



 

 

10 

2.2 Data collection 

Qualitative interviewing has become one of the critical tools in sciences as well as educa-

tion (Brinkmann 2013, 1). Data is collected by interviewing the owner about the company’s 

financial situation and other figures (Attachment 2). The author collected advice from the 

advisor when she occurred difficulty in the process. Not only interviews but also other 

methods were used, such as documentary research, desktop research and report analy-

sis. The writer used not only financial figures but also explanation, suggestion and litera-

ture review to develop this topic. For these reasons, using the qualitative method is the 

most appropriate way to conduct. 

  

The data was not collected merely, but the author integrated it with theory and methodol-

ogy to come to findings. According to Brinkmann (2013, 93), useful data from the inter-

view, the comparison between findings and literature review can bring value to methodo-

logical issues. 

 

  

    

Figure 3. The Data-Theory-Methodology Triangle ( Brinkmann 2013, 93) 

 

2.3 Operation mode 

After four years of operating a traditional retail shop, the owner decided to launch online 

retail to boost the efficiency of monthly sales. People that come to the store are mostly lo-

cals and know about the store by word of mouth. The owner wants to expand the busi-

ness to other towns. To implement this plan, first, online retail is open to get popularity 

and reach customers easier. The marketing plan will be launched next year, via social me-

dia, which is a potent marketing tool nowadays, along with emails and blogs.  

  

As characteristics of different operation modes vary, the budget implementation is sepa-

rated. For example, online sales include web hosting and e-commerce platform expense, 
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while the traditional retail includes salesperson hiring expense. The analysis of growth in 

revenue in each mode is shown clearly if the data of traditional and online retail are sepa-

rated. However, the final result is combined in each budgeting package to show the over-

all growth of the business.   

  

The traditional retail shop, in the first two years, is still the primary business operation 

mode. Expenses and investment in operating retail store are shown in chapter 3. The 

owner will launch the online retail shop in the second year of the budgeting period. An ad-

ditional expense to launch an online retail shop is an e-commerce platform expense. The 

e-commerce company chosen is Shopee. The reason is that Shopee has been becoming 

the leading online shopping platform not only in Vietnam but also other Southeast Asian 

countries such as Singapore, Malaysia, Thailand, Indonesia, Philippines and Taiwan 

(Shopee 2015). In the beginning, with efficient web tools, the online retail shop is targeted 

to account for 15% to 17% of total revenue, which is shown in Attachment 3. 
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3 Cost analysis 

Costs play an essential role in the business as the goal of business activities is to reduce 

cost and maximize profitability. Therefore, a thorough understanding of how different 

types of cost behave helps managers to control costs and make the right decisions in as-

signing a budget. In this chapter, the author presents types of cost and different ways of 

analyzing and forecasting, such as high-low method and regression analysis. 

 

3.1 Cost behaviour 

There are many types of cost, and different costs behave differently in term of volume. 

Depending on activities and certain types of expenditure, the cost can be categorized in 

different ways. For example: based on variability, there are variable costs, fixed costs and 

mixed costs. Based on function, there are production cost, administration cost, distribution 

cost, and selling cost. Regarding the basis of nature or elements, there are labour cost, 

material cost and other expenses, which are further subdivided into direct costs and indi-

rect costs (Periasamy 2009, 308). 

 

Figure 4: Classification of cost (Thukaram 2000, 37) 

 

In this thesis, the author focuses on variable costs, fixed costs, mixed costs to analyze 

cost behaviours. Among them, some are affected by the change of volume, and some are 
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constant. Understanding in cost is an excellent tool for the manager to control the cost, 

analyze cost-volume-profit, make short-term choices and modify the budget. 

 

Variable costs are expenses which change in proportion with the volume and do not stay 

constant when there is fluctuation in production activities. If the quantity of products in-

creases, the variable cost will rise and vice versa. As stated by Sower & Sower (2011, 

44), the variable cost per unit stays constant despite the volume change. The variable 

costs include labour cost, material cost, product supplies, commission and freight out. The 

formula represents the characteristics of variable cost: 

 

o Total Variable Cost = Total Quantity of Output * Variable cost per Unit 

 

Fixed costs are operating expenses that are independent of any business activities and 

do not change even if there is any fluctuation in production activities. The company cannot 

avoid this type of costs because it is necessary to run the business. When there is an in-

crease in volume, total variable costs rise, but the variable cost per unit remains, and the 

fixed cost per unit decrease (Kohli 2009, 33). Examples of fixed costs are rent, utility ex-

penses, insurance, depreciation and salary. If there are no mixed costs, fixed costs are 

calculated: 

 

o Fixed costs = Total cost – Variable costs * Quantity 

 

Mixed costs (semi-variable costs) contain both elements of fixed costs and variable 

costs. They fluctuate with the change of the volume but not in proportion to volume like 

variable cost and cannot be avoided completely like fixed cost (Hussey& Ong 2011, 25). 

For example, the salary of personnel with a commission is a mixed cost because the sal-

ary is the fixed cost and commission is the variable cost. Electricity expense is also mixed 

cost because it increases with production, but if the production decreases, the electricity is 

still used in the factory. The formula of mixed cost: 

 

o Y= a + b*X. 

 

Y: mixed cost 

a: fixed cost 

b: variable cost per unit 

X: unit 
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Figure 5: Example of cost behaviour patterns (Shim & al. 2011, 121) 

 

The graph shows how different types of cost behave. A line represents fixed costs be-

cause the change in the level of activity (X) does not affect the fixed costs. Variable costs’ 

line is growing onward with the increase in volume (X). Mixed costs (semi-variable cost) 

have the shape of a ladder because of mixed characteristics of both fixed costs and varia-

ble costs. The pattern grows, but at a period, it is a straight line.  

  

Nhat Quang LLC’s store is four years old now. Therefore, renting expenses and stock are 

saved.
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Table 2. Cost Structure of Nhat Quang LLC 

 

 

3.2 High-low method 

The user utilizes the high-low method is a technique when they want to separate the vari-

able costs and fixed costs in mixed costs by using two extreme data points. At the same 

total costs, the high-low method measures the highest level of activity and the lowest level 

of activity (Woodroof, Ward & Burg 2003, 1). Even though this model is simple to use, the 

users should be attentive because the analysis can be twisted due to the dependence on 

only two extreme values from limited data. Here are steps to build a high-low model: 

  
-      Step 1: Select the highest pair (costs and units) and the lowest pair (costs and units) 
-      Step 2: Apply the data to the formula to find the variable cost rate (CFI 2015) 
 

Variable cost per unit =
Highest activity cost − Lowest activity cost

Highest activity units − Lowest activity units
 

 
-      Step 3: Calculate the fixed cost portion: 
 
o Fixed costs= Highest activity cost – (Variable cost per unit * Highest activity units) 
Or 
o Fixed costs= Lowest activity cost – (Variable cost per unit * Lowest activity units) 
 

With a limited given data set, users can anticipate the cost incurring next period by devel-

oping a high-low model. By predicting variable cost rate using highest and lowest pairs of 

data and assuming that fixed costs are constant at both levels, it is easy for accountants 
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to understand cost behaviour and accomplish cost-volume-profit analysis (Cafferky & 

Wentworth 2014, 51). However, there is variation in costs which need to be taken into 

consideration by other methods of cost control.  

  

In the company case, utilities, accountants consider phone bills and travel cost as mixed 

cost. The author takes the shipping cost as an example of how to use the regression 

method to determine the variable cost and fixed cost in travel or shipping expense. Below 

is the shipping cost last year, over 12 months: 

 

Table 3. Shipping cost monthly in 2018 

 

 
- Step 1: Highest cost: 1050, highest units: 600.  

             Lowest cost: 620. Lowest unit: 290 

- Step 2: Variable cost per unit =
��������

�������
= 1.4 

- Step 3: Fixed cost = 1050 – (1.4*600) =210  
 

Variable cost per unit is 1.4 € and fixed cost is 210 €. 

 

3.3 Regression analysis  

Regression analysis is a statistical model which analyses the relationship among varia-

bles, focuses on dependent variables and independent variables. According to Freund, 

Wilson & Sa (2006, 36), when one independent variable changes, other independent vari-

ables are fixed, the regression analysis shows how the dependent variable varies. The av-

erage value of dependent variables under conditional expectation is measured. 

 

In this case, regression analysis is used to provide cost anticipation. The simple form of 

the regression analysis model is a linear regression and ordinary least square (OLS) 

method. In the linear regression model (Y = a + bX), OLS is used to estimate parameter 
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values with explanatory variables by reducing the difference among dependent variables. 

By minimizing squares of difference, the user can find a line which represents the regres-

sion relationship. (Draper & Smith 1998, 16). 

  

The error between the observed value of the dependent variable and the estimated value 

is Q. According to Shim & al. (2011, 290), the equation is: 

o Q = Y – Y’. 

 

Where  

Y: the value observed of the dependent variable 

Y’: estimated value with Y’ = a + b*X.  

 

As the OLS method aims to minimize squares of the difference among variables, we have 

equations:  

 

o Minimum  Q2 =  (Y – a – b*X) 2 

 

Because Y = a + bX where a is the fixed cost and b is variable cost, Shim & al. (2011, 

290) states that total cost equals the summary of variable cost plus total fixed cost.  

o Y = n*a + bX 

 

Where:  

Y: total value 

n: number of data taken into count 

a: fixed cost 

b: variable cost 

X: the total quantity 

  

Multiple X into both sides of equations we have:  

 

o XY = n*aX + bX2 

 

Solving the equation, we have the result for a and b to establish the new equation for cost 

predictions: 

 

b=
nXY- XY 

nX2-(X)2
 

a = ∆Y − b∆X 
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Where ∆Y =
Y

*
    and   ∆X =

X

+
  

 Y’=a + b*X’ where Y’: forecasted data, X’: budgeted data 

 

Using regression analysis, the owner can forecast the increase in marketing expense 

when expanding social media marketing. The case company has a plan of expanding so-

cial media marketing campaign in 2020. The marketing expense contains many kinds of 

expenses such as leaflets, social media marketing, and advertisement on newspaper and 

radio ads. The independent variable is social media marketing, which is the number of 

times the company advertises on social media. The dependent variable is the marketing 

expense in euros.  

 

Table 4. Digital marketing data in 2018 for regression analysis  

 

 

From the table, we can analyze: 

X= 1017; Y= 12087€; XY=1045834, X²= 88179; Y²= 12423559 € 

∆X=1017/12=85 

∆Y=12087/12=1007.25 

 

b=
nXY- XY 

nX2-(X)2
=

12*1043970-1017*12087 

12*88179-10172
=

257529 

23859
= 10.79 

a = ∆Y − b∆X = 1007.25 − 10.79 ∗ 85 = 92.5 

We have the formula: Y’=92.5+10.79*X’ 

 

The history data showed the average time advertisement was posted in social media 

which was each month 85 times. The company wants to increase the amount to 130 times 

a month: 

 

Y’=92.5+10.79*130= 1496 € 



 

 

19 

The forested marketing expense in 2020 is 1496 € each month. 

 

To check the efficiency of this tool, we can use Excel for regression analysis. Regression 

in Data Analysis function, we have the summary output: 

 

Table 5. Regression Statistics from Excel 

 

 

Multiple R is approximately one which shows the correlation co-efficiency. In other words, 

it shows how strong the linear relationship between two taken variables is. The number 

shows a substantial positive relationship because it closes to 1. The relationship is de-

scribed better in the graph below. 

 

 

Figure 6. Linear regression graph 

 

R square describes the number of points on the regression line, which is called the coeffi-

cient of determination. The R square, in this case, is 0.9, which means 90% of the value 

fits the model of regression analysis. The figure is a perfect fit.  X values (independent 

variables) explains about 90% of Y values (dependent variables). Adjusted R Square is 

used for multiple regression so that it is not applied in this case. 

 

Table 6. Analysis of Variance  
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Analysis of Variance (ANOVA) is not useful to simple linear regression analysis. However, 

the last data, which is Significant F shows the reliability of the result. From the table, the 

Significance F is 0, which means the result is very reliable because it is smaller than 5%. 

 

Table 7. Coefficients data 

 

 

From table 7, we can build the formula: 

Y= X coefficients * X’ + intercept 

 Y= 10.8*X’ +92.5 

The formula built based on the coefficient data from Excel is the same as the formula 

which is built manually.  

 

Table 8. Residuals data 

 

 

Residuals data demonstrates how close predicted values from actual values. For exam-

ple, in the first observation, the predicted marketing expense is 978 €, and the residual is -

56. We add the residual number to the predicted value, and we have actual value:  

978-56=922 €.  
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4 Budgeting preparation and the process  

This chapter briefly describes the budgeting process and types of budgeting plans that a 

company should prepare. Depending on the type of organization and industry, each com-

pany would need different types of plan. This chapter provides start-ups and readers basic 

knowledge on how different budgets tie together and what managers should do to follow 

the budget. 

 

4.1 Budgeting process and plans 

There are six steps in the general budgeting process. First of all, the manager sets the 

goals by analyzing the market and available financial resources. The manager estimates 

the budget. The review, approval and distribution of decided budgets are proceeded 

(Shim & al. 2011, 12.) After the period, the manager should perform the comparison be-

tween budget and actual business result to evaluate the performance. 

 

 

 

Figure 7. General budgeting process (Shim & al. 2011, 12) 

 

There are many types of budgeting plans that a company uses. Even though the manager 

uses them for different purposes, they aim to one common goal of a strategic plan. The 

strategic plan is a complete and thorough plan that considers not only internal data but 

also external information (Page & Tosh 2005, 54). The strategic plan includes short-term 

and long-term plans, as well as profit, operational, development and contingency plans. 

  

The manager designs a short-term plan for one year or less. It is built based on internal 

data, primarily managerial statements. This plan draws weekly, monthly or quarterly ob-

jectives. As stated by Reider (2014, 72), as being built in a short period, short-term budg-

eting plan is determinable continuously with the profit target based on the long-term plan.  
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There are many kinds of short-term plans that each department will create its separate 

plan. In a corporation, those departments are marketing, sales, research and development 

and manufacturing. In international companies, they distribute the responsibility by area, 

city and country. Lower-level managers and employees are involved in activities of build-

ing and determining short-term goals and plans based on strategic plans of the overall 

company. As for start-ups or small companies, the short-term plan is more straightforward 

as it includes all departments’ activities. However, the manager needs a profound compre-

hensive understanding of business to distribute resources to each department. (Shim & al. 

2011, 36.) 

  

Short-term goals are based on long-term plans, which are constructed from 5 to 10 years 

(McMillan 2010, 9). Short-term plans are articulation to build a big robot which is the long-

term plan. They are created by higher managers who have the responsibility in the future 

direction of business development. They are also considered as components to create 

strategic plans as the mission and vision of the company are represented in long-term 

plans.  

  

If short-term plans use the internal information, long term plans adopt external data such 

as economic environment, new business trends, markets, current business result and 

capital. As the determination of the success or failure, it takes an effort in building a 10-

year-plan, which includes goals, processes, objectives and strategies. Economy changes 

are barriers that need financial analysis, resources allocation and production planning 

from top managers. (Reider 2014, 75.) 

 

 

 

Figure 8. Relationship between short-term plans and long-term plans 

 

Depending on the company’s scene and prospect, the manager decides which types of 

budgeting plans will be built and used. Typically, companies need short-term plans month 
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by month, season by season or quarter by quarter. However, the period varies among dif-

ferent types of companies. For instance, fashion companies set goals and budgets sea-

sonally. Non-profit organization’s budgeting period is the fiscal year, calendar year or 

short-period (McMillan 2010, 2). Short-term plans include more details, which is the 

budget for unpredicted events or incidents, a so-called contingency plan. 

  

Contingency planning is an activity to forecast unexpected situations which need an im-

mediate response. Managers who take charge of contingency planning will identify the 

possible circumstances, indicate problems, analyze and codify the solution. Even though 

the executive management committee does not directly perform this task, they interfere 

with adjusting the plan (Blanding 1999, 522). The flexibility is needed to provide new re-

covery solutions in case of occurrence. 

 

Figure 9. Master budget building process (Shim & al. 2011, 97) 

 

In this thesis, the author builds the package of a 2-year-master budget. The exhibit above 

shows the master budget preparation process of the author. However, the commissioning 

company is a merchandising company, so that the author skips production budget prepa-

ration. 
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4.2 Budget implementation  

A master budget is the comprehensive consolidation of all lower-level budgets, which 

draws an overall picture of the company, with the contribution of all members in strategic 

plans and objectives (Sherman 2011, 224). Due to that, it is the management tool for 

managers to control and direct the performance within various responsibility centres. De-

pending on the business sector of companies which are manufacturing, merchandise or 

service, the master budget presents different categories with different levels of complexity. 

In this chapter, the author designs the master budget. It includes financial budget, in par-

ticular, cash budget, budgeted balance sheet, budgeted balance income & capital ex-

penditure budget. Moreover, the master budget also contains operating budget, specifi-

cally sales budget, labour budget & operating expense budget in monthly or yearly. Budg-

ets are implemented based on historical data, financial statements, specific domestic busi-

ness market environment and the owner’s formulation.  

 

4.2.1 Operating budget 

Operating budget shows the income-generating activity plans and goals in the next pe-

riod, which presents predicted sales and expenses. The manager can predict income, 

profit as well as keep track of performance and operation (Bateman & Nancy-Bateman 

2012, 95). The operating budget should be built before the financial budget because sales 

revenue and other expenses should be set in advance to get the data for the preparation 

of the financial budget. As the case entity is a merchandising company, the operating 

budget focuses on sales budget, operating expenses budget, inventory purchase budget 

and budgeted income statement. 

 

Sales budget shows the company’s estimation of sales to generate the desired income. It 

is the starting point of building the master budget and the main factor that affects others in 

the master budget. Target income, the break-even point in sales, capital and inventory 

availability, are components to build the sales budget. Sales budget presents the ex-

pected quantity and revenue in the upcoming period. If the sales forecast deviation is sig-

nificant, it can result in inventory shortages (Fabozzi, Drake, Polimeni & Peterson 2008, 

161). Not only the sales team but also other departments are involved in contributing the 

input for sales budget because of the relationships among business departments. For ex-

ample, marketing team promotions affect the number of products sold. Large companies 

often design a sales budget for each product, while small businesses and start-ups have a 

budget for the overall business.  
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The writer prepares sales budgets for two years for the commissioning entity, which in-

cludes the anticipation of sales quantity, sales price and sales revenue based on financial 

data, market analysis and owner’s decision. In attachment 3, sales budgets are listed in 

detail monthly, quarterly and year-to-year after deducting 10% VAT, which is the VAT rate 

applied for electrical appliances (The Ministry of Finance of the Socialist Republic of Vi-

etnam 2019).  

  

In the first year of budget (2020), the number of sales in December and January is ex-

pected to increase by 20% compared to other months because of New Year sales in Vi-

etnam. During that period, the sales price is discounted by 10%. As a result, sales reve-

nue during January and December increases by 8%. Total sales revenue in 2020 is ex-

pected to reach 360 013 €.  

  

In the second year (2021), monthly sales are forecasted to increase by 10% due to the 

first year of launching online sales. After market research and competitors’ analysis, sales 

prices in January and December in the second year will be discounted 5% from the origi-

nal price, which is half of the discount percentage in January and December 2020. Ex-

pected sales unit from the discount price is anticipated to increase by 10%. This strategy 

will increase total revenue in January and December up to 6% compared to the same pe-

riod of 2020. Total revenue of the traditional sales budget in 2021 is 393 650 €, which is 

about 9% higher than the previous year. 

 

Table 9. January and December price and sales budget analysis 

 

 

 

Online sales implemented in 2021 increases the company’s total sales revenue by 31%. 

Based on market research on customer purchasing behaviours from the company, the ex-

pected sales quantity from online sales is 20% of traditional sales. January and December 

online sales implementation is the same as traditional sales, in which the sales unit grows 

10% and the sales price discounts for 5%. Total online sales revenue of 2021 is 78 775 €, 

contributing to total revenue which is 472425 €. 
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Figure 10. Sales revenue 2020 and 2021 comparison 

 

Purchase budget shows the remaining inventory and the quantity needed for purchase to 

meet the sales budget. The estimation of inventory is based on the valuation of beginning 

inventory, ending inventory and sales estimates. Managers should understand the current 

situation of sales potential to set the appropriate purchase budget. Failing to do so can 

lead to inventory shortage or inventory redundancy. If the company lacks inventory, selling 

activities are intervened. If customer purchasing potential decreases and the inventory is 

redundant, products can become obsolete (Mazumdar & Jun 1992, 324). The Cost of 

Goods Sold budget connects with purchase budget that provides the estimation of cost 

of inventory needed to purchase based on required products. 

 

Expected Unit Sales + Desired Ending Inventory – Beginning Inventory  

= Required Purchase Products 

 

Based on the sales budget, the author can forecast sales unit in purchase budget. The 

manager believes that the company currently keeps too many goods in the stock. There-

fore, he expects to maintain an ending inventory of products equal to 15% of the next 

month’s sales. As the sales unit is expected to increase by 10% in traditional sales, the re-

quired purchase number accordingly (Attachment 4). 

 

Each product accounts for a different percentage, approximately 30% to 35% of the sell-

ing price. In the first year of the budget, the total cost of goods sold is 112 098 €, which 
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account for 31% of selling revenue. In the second year, the total cost of goods sold in both 

traditional and online sales is 146 569 €, which is about 31% of the selling revenue. In this 

industry, the cost of goods sold, which accounts for 31% of selling revenue is an ordinary 

indicator (Attachment 5). 

 

Table 10. Cost of goods sold per product 

 

 

Operating expenses budget anticipates all elements of operating expenses, such as 

variable expenses and fixed expenses used in operating and administrating business 

(Temte 2003, 15). It is an essential category for income statement budget. Managers use 

operating expenses budget to track elements that reduce profits and adjust to compro-

mise the quality of the operation and profitability.  

  

Operating expenses of the case company for the traditional retail store are phone bills, 

utilities, internet, travel cost, inventory shrinkage, business insurance expense, advertising 

and marketing, accounting services, web hosting, salary, depreciation expense, POS sys-

tem and bank account. There are many expenses incurred in traditional retail store opera-

tion that is used for the online retail shop at the same time, for instance: internet bills, mar-

keting, accounting services and web hosting. Hence, these types of expenses are not 

separated in operating expenses budget, but additional operating expenses are stated, 

which are transaction costs, web hosting and e-commerce platform. In general, operating 

expenses account for about 45% of sales revenue. As the traditional store is the owner’s 

residence, the rent is deducted. 
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Table 11. Operating expenses budget 

 

 

The budgeted income statement is the combination of sales budget, operating ex-

penses budget and inventory purchases budget. The budgeted income statement con-

tains the same elements as the income statement, which summarizes the operating per-

formance over a period (Temte 2003, 2). Managers can use the information from the com-

parison between the historical budgeted income statement and actual income statement 

to analyze the business performance and build a more accurate budgeted income state-

ment for the next period.  

  

Budgeted income statements of 2020 and 2021 are built based on other operating budget 

statements. According to PWC 2018, the standard corporate income tax (CIT) in Vietnam 

is set 20% with income below 800 000 € and from 32% to 50% for oil and gas industry un-

der CIT law. In this case, the income tax applied is 20% of the operating income. At the 

end of 2020, total net income is expected to be 63 963 €, which is about 15% of sales rev-

enue.  
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In 2021, the company will launch online retail with business strategy, which is expected to 

increase its profit by up to 50% compared to 2020. The reason for this profit escalation is 

because operating expenses of online sales incur only 5% more of total operating ex-

penses (Attachment 6).  

  

From the budget income statement, the total gross profit of 2020 is 247915 €, and the 

profit margin is 69%, to cover operating expenses and interest. Operating expenses are 

164 840 €, which is 46% of sales revenue. Within the same year, the operating profit is 83 

075 €, and the operating profit margin is 23%. In other words, 23% of the revenue is left 

over for taxes and interest on the debt, after paying variable costs. 

  

In the second budgeted year, the new business strategy is the launching of online retail 

and minimization in the new selling mode by utilizing operating expenses in the existed 

operating mode for online sales. The profit is expected to increase significantly. The gross 

profit of 2021 is 325 856 €, and the profit margin is 69%. The increase in sales in 2021 

raises the cost of goods sold so that the profit margin is the same as in 2020.  

  

Operating expenses of both traditional and online retail in 2021 are 173 240 €, which ac-

count for 37% of sales revenue. The operating profit margin is 32%, which is higher than 

in 2020. If operating expenses are under reasonable control, the optimistic scenario, in 

this case, is that the profit of 2021 would be 25% of sales revenue (Attachment 7). 

 

4.2.2 Financial budget  

Financial budget deals with balance sheet elements such as assets, equity and liabilities. 

The manager predicts the income and expenses in the financial budget based on data 

from the operating budget. By preparing the financial budget, a company can administer 

cash inflows and outflows. A company can build short term or long-term financial budgets. 

However, to have an accurate result, the financial budget should be prepared for one or 

two years due to rapid changes in the business environment. The financial budget in-

cludes capital expenditure budget, cash flow budget and budgeted balance sheet. (Braun 

& al. 2010, 480). 

 

Capital expenditure budget is the plan of investment in facilities and equipment or up-

grading of old assets. Through the capital expenditure budget, managers can calculate 

the rate of return. This budget is designed in the long term because fixed assets are in us-

age for several years. The capital expenditure appears in the balance sheet instead of the 

income statement as an expense. (Braun & al. 2010, 480.) 
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The plant, equipment and property of the company include office equipment, technology 

equipment, trucks and showroom. The owner bought all of these assets since the begin-

ning of 2016. Each asset has a different life usage, for example, life usage of office equip-

ment is seven years, technology equipment is ten years, same as the truck, and the show-

room is for 25 years. Total yearly depreciation is 3 800 € based on the straight-line 

method. At the end of 2021, the total accumulated depreciation is 22 800€. 27 200 € is the 

total remaining value after the budgeting period (Attachment 8). 

 

Cash flow budget demonstrates the expectation of cash inflows and outflows during 

budgeted periods. Cash flow budget is designed based on sales, expense accounts paya-

ble and accounts receivable. The cash budget should include different types of taxes and 

interest incurred to have the accurate valuation of cash flow. Setting cash budgeting is vi-

tal in the budgeting process because the company must have enough liquidity to operate 

business activities. As stated by (Tracy 2016, 334), cash budget can help managers to an-

ticipate the amount of capital needed to be raised to meet profit and performance require-

ments. Depreciation, amortization and accruals do not affect cash flow so that they are not 

in the cash flow budget. (Sherman 2011, 227). 

  

When the company was founded, the owner borrowed approximately 30 000 € from fam-

ily, relatives and friends without interest, to invest in equipment, showroom, and run the 

business. During four years of operating, the company did not pay this loan but use the 

profit to reinvest. To invest in more extensive inventory, maintain and expand the business 

in 2020, the company will take a bank loan of 50 000€ on 1st of January 2020 where the 

interest annually is 5% and will pay the interest monthly. The owner will pay the bank loan 

at the end of December 2020. Cash collection is from sales, in which 70% of sales will be 

collected during the month, and the rest will be collected next month. The cash payment is 

mostly from inventory purchase, in which 80% will be paid during the month, and 20% in 

the following month.  

  

Attachment 9 shows the movement of cash in two-year periods. The profit in 2019 is ex-

pected to increase from 1% to 2% compared to 2018. 2020’s income is forecasted to rise 

by about 5% under new contracts with other retailers. There is a continuous increase in 

the following months. At the end of December 2020, the end-cash balance is expected to 

be approximately 100 000 €, lower than the previous month because the company pays 

the loan at the end of the first budgeted year.  

  

The ending cash increases continuously because the author is building the cash flow 

based on the optimistic scenario that every month, the company makes around the same 
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profit. In reality, there are some months the company can have a lower profit or loss. The 

budget can be adjusted during the operating period to follow the situation. 

 

 

Figure 11. Monthly budgeted cash flow in 2020 and 2021 

 

The budgeted balance sheet is the overall picture of the company’s financial situation in 

the future (Chorafas 2006, 336). Building the budgeted balance sheet is the last step of 

master budget preparation because it requires information from all budgets mentioned 

above. A budgeted balance sheet measures assets, liabilities and equity based on histori-

cal balance sheet and anticipation. (Cox 2011, 54) 

  

The company prefers the yearly balance sheet. As the profit of the budgeting year is pro-

jected optimistically to be positive, retained earnings increase monthly making the cash 

rise proportionally. The analysis of the budgeted balance sheet is in chapter 5, section 

5.1.   
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5 Performance evaluation 

The evaluation process is necessary to give feedback on job performance and financial 

result as well as to facilitate a better working environment. In this chapter, different analy-

sis methods are provided to analyze diverse perspectives in business operation such as 

financial ratio analysis, profitability analysis and cost-volume-profit analysis. 

 

5.1 Financial ratio analysis 

Liquidity ratios show the company’s ability to pay off current short-term liabilities and 

coming long-term liabilities. On the other hand, the liquidity indicates the cash capacity of 

the entity and the ability to convert the asset into cash (McGowan 2014, 41). The result of 

budgeted balance sheets is taken to perform the analysis. 

 

o Quick ratio displays the ability of the company to convert current assets into cash to 

pay off its liabilities.  

 

Quick ratio=
Total Current Asset-Inventory-Prepaid Expenses

Liabilities
 

Quick ratio(2020)=
86 005 - 1 766

36 053
= 2.3 

Quick ratio(2021)=
215 283-3 532

52 268
= 4 

 

o Current ratio (Working Capital Ratio) shows the capacity of the firm to pay off short-

term liabilities within a year, with current assets. 

 

Current ratio =
Current Assets

Liabilities
 

Current ratio(2021) =
86 005

36 053
= 2.3 

Current ratio(2021) =
215 283

52 268
= 4.1 

 

Liquidity shows the cash level and the ability of the company to turn assets into cash. The 

quick ratio and current ratio of both 2020 and 2021 are above 1, meaning that assets can 

cover all current liabilities. 2021 marks the increase in the cash level compared to the pre-

vious year. The company does not have to sell long term assets to pay current liabilities. 
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Solvency ratios measure the sustainability of the business by comparing the level of debt 

with assets and equity. These ratios expose the ability of the company to pay off long-term 

liabilities. (Goel 2015, 143). 

 

o Debt ratio is one of the most efficient ratios to compare total liabilities with total assets. 

This ratio reveals the financial leverage of the company.  

 

Debt ratio=
Total Liabilities

Total Assets
 

Debt ratio(2020)=
36 053

117 005
= 0.3 

Debt ratio(2021)=
52 268

242 483
= 0.2 

 

o Equity ratio displays the investment leverage of the company by comparing the equity 

with assets.  

Equity ratio =
Total Equity

Total assets
 

Equity ratio(2020) =
80 952

117 005
= 0.7 

Equity ratio(2021) =
190 215

242 483
= 0.8 

 

Solvency ratio illustrates the ability to pay off long-term liabilities to banks and creditors. In 

2020, the debt ratio is 0.3, meaning that the company’s liabilities are 30% of the entire 

company’s assets. The entity must sell some of the long-term assets to pay off all long-

term liabilities. In 2021, the debt ratio is lower. The equity ratio is quite high in both years. 

In 2020, it is 0.7, meaning the owner owns 70% of the company’s assets. In 2021, this 

amount increases by 10%. These are healthy ratios in this industry. 

 

Efficiency ratios analyze how the company uses its asset to generate income. In most 

cases, if the company utilizes recourses efficiently, the profitability is secured. (Goel 2015, 

57). 

o Asset turnover ratio is the most efficient ratio to show how well the company can gen-

erate sales from the number of assets owned.  

 

Asset turnover ratio =
Net Sales

Average Total Assets
 

Asset turnover ratio(2020) =
360 013

117 005
= 3 
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Asset turnover ratio(2021) =
472 425

242 483
= 1.9 

 

o Days Sales in Inventory calculation shows the number of days it takes to sell all of the 

current inventory. The sooner the inventory is sold, the more the liquidity is proved. 

DaysCSales in Inventory =
Ending Inventory

Cost of Goods Sold
∗ 365 

DaysCSales in Inventory(2020) =
18 112

112 098
∗ 365 = 59 

DaysCSales in Inventory(2021) =
24 918

146 569
∗ 365 = 62 

 

Depending on the specific industry that whether the efficiency ratio is healthy or not. In 

2020 and 2021, asset turnover ratios are respectively 3 and 1.9, meaning that every euro 

the owner invests in assets will generate 3 € and 1.9 €. The company is very efficient in 

using its assets. Days’ sales in inventory calculation show that in 2020, the company has 

enough inventory to last for the next 59 days. In other words, the company can turn the 

inventory into cash in the next 59 days. In 2021, the company has enough inventory to 

last in 62 days. 

 

5.2 Profitability analysis 

The primary purpose of operating the business is to make a profit and maintain profitabil-

ity. Therefore, profitability analysis is a tool used to support managers in setting KPI as 

well as anticipating budgeting cost. This method evaluates the efficiency of the operating 

performance in producing a profit.  

  

The profitability is analyzed based on the form of cost or account. Cost-based profitability 

analysis approaches the assessment in the profitability generated by comparing expenses 

and revenues for given items. This method is mainly for short-term plans because if the 

company is not a manufacturing company, the cost of items imported is fixed, and the 

cost-based profitability analysis can only perform on other operating expenses (SAP 

2018).  

  

Account-based profitability analysis is the method which brings the valuation of compari-

son between revenue and expenses in the accounting period. Hence, accountants con-

sider not only the cost of inventory but also all other expenses occurred in a certain period 

(SAP 2018). Other elements and accounts provide a broader and more in-depth analysis 

in profitability.  
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In this case, as the commissioning company is a merchandising company, the profitability 

analysis is based on account-based profitability. Two scenarios are taken into considera-

tion. The first scenario is optimistic and likely to happen, which is the master budget built 

in chapter 4. The pessimistic situation happens when sales decrease.  

  

When the company launches B2B, to save time, the company decides to sell products via 

e-commerce. However, sales can decrease for many reasons. For instance, inventory is 

not enough to sell during the period, or there are more competitors in the area. Another 

possible reason is that the process of selling and buying is prolix, for example, the sales-

person receives the order from customers, informs the vendor and the vendor notifies if 

there is any change in the price. If customers modify their order, the process has to be 

done again and sometimes there is not enough time to make the deal. The pessimistic 

scenario is shown below: 

 

Table 12. Budget scenarios for 2020 

 

 

In 2020, the online retail business is not launched yet so that the fixed cost does not in-

clude the operating expenses of online sales. The variable cost in this table does not con-

sider inventory shrinkage. As shown above, the variable cost accounts for 31% of sales 

revenue in optimistic (likely) and 35% in the pessimistic scenario. In the pessimistic sce-

nario, the sales number does not come to expect, or when sales are slow, the owner at-

tracts customers by lowering the sales price. 

  

Contribution margins are respectively 69% and 65%. The fixed cost remains the same so 

that if sales decrease, the fixed cost is still 164 840 € but will account for about 11% more 

of sales revenue. Operating incomes in the two scenarios are 23% and 8% respectively. 

Therefore, if the pessimistic scenario happens, the company still make a profit to cover 

other expenses.   

 

Profitability ratios are used to perform account-based profitability analysis with inputs 

from financial statements, specifically the income statement and balance sheet. The re-

turn on investment and other short-term, long-term assets are focused on demonstrating 

how well the company produces a profit from operations. Management is evaluated based 
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on the contribution to the company’s bottom line (Westcott 2016, 47). The profitability 

measures whether the company makes enough profit from assets, which makes it connect 

to efficiency ratio mentioned in the previous chapter. Some key ratios in profitability ratios 

are: 

 

Gross margin ratio measures the profitability made solely from inventory. Gross margin 

considers the cost of goods sold so that when the gross margin is compared with net 

sales, the pure profit or raw profit from sales of inventory is shown. Managers use this 

profit to pay other operating expenses so that the company prefers a high gross margin 

ratio (Fight 2005, 52). The high gross ratio is achieved by purchasing cheap inventory or 

marking goods up. If the owner buys the inventory at a discount price, the profit is high. If 

the company marks products up, the sales result is higher with the same units. According 

to Tracy (2016, 223): 

 

Gross Margin = Net sales – Cost of Goods Sold 

Gross Margin Ratio=
Gross Margin

Net Sales
 

Gross Margin Ratio (Optimistic)=
247 915

360 013
= 69% 

Gross Margin Ratio(Pessimistic)=
187 122

288 010
= 65% 

 

The gross margin ratio is 69% in the optimistic scenario and 65% in the pessimistic scenario. 

In both cases, after paying off the ending inventory price, the company still has 69% or 65% 

to cover other operating and managing expenses.   

Profit margin ratio measures the return on sales, which is the amount of net income gen-

erated from one dollar of sales. As the profit margin considers net income, it shows the 

percentage of sales left after all expenses. This ratio shows the efficiency in converting 

sales into profitability to distribute dividends. The low-profit margin shows a high proportion 

of expenses, which give a warning to managers to budget and control expenses. Therefore, 

this ratio represents the efficiency in management and administration. (Ramagopal 2009, 

214.) 

 

Profit margin ratio =
Net Income

Net Sales
 

Profit margin ratio(Optimistic) =
83078

360013
= 23% 

Profit margin ratio(Pessimistic) =
22282

288010
= 8% 
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In the optimistic scenario, the company can convert sales revenue into 23% of the profit. 

Meanwhile, sales only produce 8% of profit in the pessimistic forecasting. However, 8% of 

profit is still a good number regarding this industry. 

 

Return on assets ratio (ROA) is used to measure the amount of profit produced from to-

tal assets during a period. ROA also shows how efficient the company is in generating in-

come from investments. As stated by Tracy (2016, 233), the ratio is a test of capital utiliza-

tion. Total assets taken into consideration in the ratio is the original cost of assets without 

accumulated depreciation. 

 

Return on Assets ratio =
Net Income

Average Total Assets
 

ROA(Optimistic) =
83078

117005
= 0.7 

ROA(Pessimistic) =
22282

117005
= 0.2 

 

The ROA ratio in optimistic and pessimistic scenarios are respectively 70% and 20%, 

meaning with every euro that owner investing in assets produces 7 € and 2 € of net in-

come. These are reasonable rates of return. 

 

Return on equity (ROE) measures the profit generated from one dollar of stockholder’s 

equity. In other words, the ratio evaluates the ability of the company in converting share-

holder’s investment into profit and reveals the efficiency in utilizing equity to finance the 

operation and growth (Hampton 2011, 150). 

 

Return on Equity ratio =
Net Income

ShareholerCs Equity
 

ROE (Optimistic) =
83078

90952
= 1  

ROE (Pessimistic) =
22282

90962
= 0.3 

 

The ROE in the optimistic scenario is one, meaning every euro that the owner is investing 

produces 1€. Meanwhile, the pessimistic scenario of ROE is 30%, or the rate of return on 

each investment is 30%. Each euro only generates 0.3 euro in this case. Even if sales 

decrease in the pessimistic case, the investment still makes a profit. This figure will attract 

investors in the future. 
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5.3 Cost-Volume-Profit analysis 

Cost accounting represents the cost incurred associated with a business process, which is 

used to improve the management. The data from cost accounting is used to analyze the 

cost behaviour in Cost-Volume-Profit (CVP). The analysis is used to evaluate how profit 

and cost change with the change in volume, which is demonstrated in break-even and 

contribution margin analysis. Factors that affect the profit are different types of cost, sales 

price and quantity of products sold. The analysis reveals the relationship between these 

elements (Horngren & al. 2015, 89). Budget planning is accurate when managers under-

stand the relationship between cost, volume and profit.  

  

In CVP analysis, the volume only affects the cost, which means the selling price is con-

stant. Other factors, such as economics environment and inflation, are ignored. As stated 

by Trifan (2011), CVP analysis helps the manager to change price strategies and set the 

target income. Therefore, the method becomes an essential tool for managerial control 

and anticipation.  

  

Break-even analysis and contribution margin analysis provide answers to questions re-

lated to sales volume, break-even and profit. If the company knows sales volume required 

to break even, the necessary volume to reach the desired profit also exposes. Not only 

the change in selling prices and cost affect the profit but also the mix of products. The 

analysis brings the approach to determine the potential target income and profit. (Cafferky 

& al. 2014, 11.) 

 

Contribution margin is the difference between sales revenue and variable cost, which 

indicates the value of sales left to cover the fixed cost and other operating expenses after 

paying the variable cost. Hence, the contribution margin ratio is the percentage of sales 

revenue available to cover the fixed cost (Cafferky & al. 2014, 11). Costs are divided into 

fixed costs and variable costs to perform the ratio. The contribution margin not only com-

pares the number of sales and variable costs but also compares the excess of the unit in 

sales over the variable cost. 

 

Contribution margin ratio is computed as a percentage of sales: 

 

Contribution margin = Sales- Variable Costs 

Contribution Margin ratio =
Contribution margin

Sales Revenue
 

 

Contribution margin ratio is computed based on unit data: 
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Contribution margin (unit) = Selling Price per unit – Variable cost per unit 

Contribution Margin ratio =
Contribution margin (unit)

Selling Price
 

 

As the cost of goods sold is the variable cost, in this case, the contribution margin ratio 

equals the gross margin ratio, which is calculated above. The company sells many prod-

ucts so that the contribution margin is weighted average contribution margin (WACM), 

which is explained below in sales mix break-even point analysis. The WACMR optimistic 

and pessimistic scenarios are respectively 69% and 65%. 

 

Break-even analysis decides break-even point in sales, where sales revenue equals ex-

penses at a given volume of products and capacity use rate. If other things are un-

changed, the lower the break-even point is, the higher the profit is. If the break-even point 

is high, the operating risk is high (Ramagopal 2009, 432). Therefore, the break-even point 

provides deep insight into adjusting the budgeting plan to meet the requirement of profita-

bility. 

Breakeven point in unit =
Fixed costs

Contribution margin per unit
 

Breakeven point in sales =
Fixed costs

Contribution margin ratio
 

 

The company sells many products, which is why the sales mix breakeven point analysis 

will be applied in this case. 

 

Sales mix break-even point analysis is used when the corporation sells more than one 

product, which makes sales price and variable cost per unit among them differentiate 

(Weygandt, Kimmel & Kieso 2009, 251). 

 

Breakeven point in sales =
Fixed costs

Weighted Average Contribution margin ratio
 

Breakeven point in unit =
Fixed costs

Weighted Average Contribution margin per unit
 

 

Following the requirement of the company, the author only conducts the breakeven point 

in sales. 

Breakeven point in sales (Optimistic) =
164 840€

69%
= 171708€ 

Breakeven point in sales (Pessimistic) =
164 840€

65%
= 253600€ 
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In the optimistic scenario, the break-even point in sales is 171 708 €. In other words, if 

sales revenue is 171 708 €, the revenue equals expense and cost, there is no loss nor 

profit. If the plan goes well, after the first two quarters of the first year, the company will 

reach the break-even point. Meanwhile, the break-even point in the pessimistic scenario is 

253 600 €, which is 50% more than in the optimistic one. 

 

The margin of safety is the formula used to measure the operating risk, primarily used 

when the break-even point is high. By comparing expected sales and break-even sales, 

the user can determine the extent to which sales decline, and the company can continue 

business activities without making losses (Madegowda 2006, 689). The higher the margin 

of safety is, the safer the situation is to reach the break-even point. 

 

Margin of safety ratio =
Breakeven sales

Expected sales
 

Margin of safety ratio (Optimistic) =
171 708€

360 013€
= 48% 

Margin of safety ratio(Pessimistic) =
253 600€

288 010€
= 88% 

 

If the revenue reduces by 48% in the optimistic scenario, the break-even point is reached. 

Meanwhile, the reduction of 88% in the pessimistic ratio results in a break-even point. 
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6 User tool guide 

In this chapter, the author provides the tool guide for not only the company to follow up but 

also for other users to apply on their own business. Steps on how to apply data on the ex-

isting format help users create master budget easily, including operating budget and finan-

cial budget. Moreover, the instruction on making variance analysis based on different pro-

vided sales volumes is presented in this chapter. 

 

6.1 Budget implementation instruction 

The tool guide contains steps and explanation on utilizing master budget excel package, 

including seven different types of the budget in the operating budget and financial budget. 

Detailed instructions are provided to help users use the tool effectively.   

 

Sales budget instruction 

Step 1: Insert the monthly product sales unit (cell x) and price (cell y) for each product. Do 

not insert data into “quarter”, “year”, and “total” column because they contain formulas, 

which automatically calculate when the data is inserted for monthly. Insert more rows if 

there are additional products. 

 

 

Figure 12. Sales budget instruction 

 

Step 2: Repeat the action for other months of the year. 

 

Purchase budget instruction 

Step 1: Insert value in (cell x) “expected unit sales” 

Step 2: Insert percentage (cell y) of desired ending inventory. This row includes a formula 

to calculate ending inventory quantity. Hence, users should only change the percentage in 

the formula. 
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The other months’ beginning inventory includes a formula so that users should not insert 

the value. The beginning inventory of one month is the ending inventory of the previous 

month. The required number of products to be purchased is automatically calculated. 

 

 

 

 

 

Figure 13. Purchase budget instruction 

 

Step 4: Insert purchase price (cell x) in “ending inventory budget” sheet to calculate the 

ending inventory value. The “monthly”, “quarterly”, “yearly” and “total” tab contains formu-

las so that users should not insert the value in those tabs. 

 

 

 

 

Figure 14. Ending inventory budget instruction 

 

Cost of Goods Sold budget instruction 

COSG table contains formulas that automatically updates when users change the value in 

the “purchase budget” sheet. Hence, users do not have to insert any value. The “required 

products” data comes from the “purchase budget” sheet and the “purchase price” value 

comes from “ending inventory” sheet. 

 

Capital expenditure budget instruction 

Step 1: Insert the purchase price of each asset (cell x) and expected life usage (cell y). 

The “depreciation each year” column and “total” row contain formulas. Users do not have 

to insert value. 

Insert data here 

Insert data here 
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Figure 15. Depreciation calculation instruction 

 

Step 2: Calculate the number of years each asset has been used and replace the value 

(z) in the “accumulated depreciation” column. For example, from the beginning of 2016 to 

the end of 2020, the asset has been used for five years, insert “5”. This column contains a 

formula which links to the “deprecation” tab so that the accumulated depreciation value is 

automatically calculated when users change the number of years. 

 

 

 

 

 

Figure 16. Accumulated depreciation calculation instruction  

 

The “remaining value” tab contains a formula, which automatically calculates the value 

when you insert the number of years that each asset has been used. The “remaining 

value” tab is linked to the “value” tab and the “accumulated depreciation” tab. 

 

Income statement budget instruction 

 

Step 1: The income statement budget is built based on other previous budgets. Therefore, 

all columns and rows contain formulas. No input by the users is needed. The “sales reve-

nue” is from “sales budget”, “COGS” is from “COGS budget” and “operating expense” is 

from “operating expense budget” sheet. If there is no loan interest, delete the row.  

  

Step 2: Change the income tax percentage (x) of the company. The row contains a for-

mula which automatically calculates the income tax value after users insert tax percent-

age. 

Insert data here 
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Figure 17. Income Statement Budget instruction 

 

Cash flow budget Instruction 

The “cash flow budget” table contains formulas. The cash collection value is from the “sale 

revenues” sheet, and cash payment is from the “COSG”, “Operating expenses” sheet. The 

end-cash balance of one month is the begin-cash balance of the next month. The formula 

is designed explicitly for Nhat Quang LLC. Users can insert the value in each sell or 

change the percentage in the below shells. The loan and interest percentage are based 

on the company’s situation. 

 

 

Figure 18. Cash Flow Budget instruction 

 

Balance sheet budget instruction 

The “balance sheet” contains formulas that link to all previous budgets so that no input is 

needed. For example, cash and account receivable are from the “cash flow budget” sheet, 

non-current asset values are from the “capital expenditure budget” sheet. If the company 

includes more descriptions in the balance, insert more rows with historical values, for ex-

ample, loans and account payable.   
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6.2 Variance analysis 

Variance analysis is a tool used to analyze the difference between the actual business re-

sult and the standard budget. The result of the analysis describes a picture of over-perfor-

mance or under-performance. The analysis provides the reason for the difference, which 

helps managers fix the cause. (Arora 2010, 198.)  

  

To manufacturing companies, the difference between actual manufacturing cost and 

planned cost for input products are shown in the variance analysis. Not only price vari-

ance but also quantity variance is illustrated. The price variance shows if the company 

pays more for a unit than they should do. According to Arora (2010, 198), the quantity var-

iance shows if the company uses more products or materials to produce inputs than 

planned. If the planned cost is lower than the actual cost with the same volume of prod-

ucts, the price variance is favourable. The price variance will be unfavourable if the stand-

ard cost is higher than the actual cost. The same theory is applied to quantity variance 

analysis. 

  

The analysis can be used in the management of labours, materials, variable costs, fixed 

overhead and other performance indicators. The importance is that managers choose the 

right one and focus on making most of the analysis. The variance analysis is simple to use 

and effective. 

  

As this is the first year of undertaking budgets, the case company does not have last 

year’s budget data to compare with the actual result. The owner can apply variance analy-

sis with 2020 actual operating result to find out if there are changes in variable cost, in-

come and expenses. The author created an excel file which contains formulas. Users only 

need to insert in the “reality value” tab. The “difference in euro” and “difference in percent-

age” will be automatically calculated. 

 

 

 

 

Figure 19. Variance analysis instruction 

Insert data to this column 
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7 Evaluation 

This chapter is a summary of the challenges that the author faced during the implementa-

tion of the project. The thesis becomes the foundation of the author for further improve-

ment in research and project implementation. Personal learnings are also reflected in this 

chapter. 

 

7.1 Challenges 

Starting as a family business, booking system and financial analysis activities of the com-

pany are neither in order nor clear. There are difficulties in collecting data, selecting and 

arranging figures. There are some information and historical data that is not in statements, 

which requires interviews to collect. Accountants were not the same throughout the year 

while the owner did not understand much about figures in the note, which create barriers 

in approaching historical data and analyzing it. 

 

Moreover, there are several suppliers, with different contracts of payment. The credit 

amount and percentage among suppliers’ agreements are different so that the cash pay-

ment is not always 20% payable like in this thesis. However, it is a suitable method to esti-

mate the amount payable after reviewing suppliers’ contracts. The same situation applies 

to B2B customer’s contracts. Keeping cash flow realistic is very challenging.  

 

The forecast in the master budget can be different from the reality due to many factors 

such as the change in business regulation, tax and contracts. The market situation is a 

crucial factor affecting the business. Changes and adjustment must be made throughout 

the budgeting period.  

 

Distance is also a challenge when the commissioning company is in Vietnam, and the au-

thor is abroad. There were few meetings with the owner while the author travelled to Vi-

etnam. Otherwise, all other interviews and discussions were arranged via Skype and Mes-

senger. The time difference sometimes delayed the Skype meeting.  

 

7.2 Learnings 

The author has gained more theoretical and practical knowledge of managerial accounting 

and budgeting process. She was able to apply knowledge in courses to the commission-

ing company. She also read many finance textbooks and learned many different solutions 
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from other authors on the same problem. The interviews with other accountants who have 

experience in the field provided her with an overview of the practice accounting and finan-

cial analysis in the workplace. The author gained experience in how to do academic re-

search, which benefits her in more advanced research in the future.  

 

Furthermore, as the company is in Vietnam, the author has the opportunity to understand 

more about Vietnamese market, economic situation and taxation. The author builds the 

network by contacting with other accountants, controllers and the owner. It is a benefit for 

the author as she understands about another country’s economy and accounting standard 

other than just Finland, which makes the thesis more internationalized.  

 

Last but not least, the project allows the writer to practice problem-solving and project 

management skills in business. During implementing the thesis, many problems were aris-

ing at the same time, and they connected, which let the author practise the problem-solv-

ing skills by fixing each piece and the picture simultaneously. All challenges mentioned 

above are conditions for her to grow out of her comfort zone. 

 

7.3 Company’s benefits and feedback 

There were two presentations with the owner of the company. The first one did not really 

come to his expectation. After receiving advice from the thesis advisor, the author fixed 

and focused more on company value. The second presentation, the owner was satisfied 

with the outcome of the thesis.  

 

For the first time, the owner has an opportunity to approach the financial analysis of the 

company’s performance. The thesis assists him in managing the business. The detailed 

analysis and graphs help him perceive the figure better. However, some theoretical parts 

are hard for him to understand.   

 

The thesis has brought benefits to the company and the owner. The accounting and finan-

cial system of the company become more well-organized, that makes it easier to investi-

gate when loss incurs. Moreover, discussions with the owner help him understand more 

about the financial aspects of the company and suggest the right path to expand the busi-

ness. The presentation to the company provides the guide on budget adjustment when 

changes are needed. Therefore, the owner can make the best use of it.  
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Attachments 

Attachment 1: Thesis activities timeline as a Gantt Chart 
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Attachment 2: Interview collection from the owner  

Question content Answer summary 

The target cus-
tomer 

- Current: Construction contractors, Maintenance men. 
- 2020 & 2021: Construction contractors, Maintenance men, 

other electrical equipment supplier stores. 
 

The service the 
company is offer-
ing and planning 
to expand 

- Current: Sales revenue are mostly from the traditional retail 
store, free delivery for B2C sales in town. 

- 2020: Free delivery for B2C sales inside the town and B2B 
outside the town. 

- 2021: Free delivery for B2C sales inside the town and B2B 
outside the town and online retail store.  
 

The advantages 
that current sup-
pliers provide 

- Free delivery. 
- Credit payment on the inventory: 80% will be paid in the 

month, 20% will be paid the following month. 
 

The main activi-
ties to perform the 
business 

- Purchase inventory, processing invoices, sales, advertising, 
customer services, and delivery. 

Human resources - The owner, wife and six full-time employees. 
 

Physical re-
sources 

- Owner’s residency as the store. 
- Office equipment. 
- Cars and trucks. 

 
Channels that 
customers pur-
chase products 

- Current: Traditional retail store. 
- 2020: Traditional retail store. 
- 2021: Traditional retail store and online retail store. 
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Attachment 3: Sales budget 
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Attachment 4: Merchandise purchase budget 
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60 

 



 

 

61 
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Attachment 5: Cost of goods sold budget 
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Attachment 6: Operating expenses budget 
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Attachment 7: Budgeted income statement 
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Attachment 8:  Capital expenditure budget 
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Attachment 9: Cash flow budget 
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Attachment 10: Budget balance sheet 
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Attachment 11: Budget balance sheet note 

Account 

code 

Explanation 

1111 Cash is from cash flow budget statement, the end-cash balance of Decem-

ber 2021. 

1388 10% of the purchased inventory in the year. The purchased inventory price 

includes VAT. 

131 Account receivable is from the cash flow, which is 30% of last month’s total 

sales. 

2293 The company estimates that 4-5% of credit sales will default due. 

1561 Ending inventory price. 

1534 This account includes spare-parts and accessories for damaged non-current 

assets, for examples: shelf in the showroom and truck tires. In this account, 

some are supported by other partner companies. This account is not fixed 

asset because it is used within a year and each part is not over 1100 € (ac-

cording to Vietnam accounting standard, Circular 45 2013). This account 

was accumulated since 2016 

The company will use all spare-parts in the year 2020 following the 5-year-

plan since 2016.  

2294 Inventory thief, damages and similar issues. 

211 Includes showroom with 25 years useful life, Trucks with 10 years useful life, 

technology equipment with 10 years useful life and office equipment with 7 

years useful life. Fixed assets were purchased in 2016. Depreciation is cal-

culated by the straight-line method. 

In 2021, damaged parts of fixed assets are replaced so that the value and 

accumulated depreciation does not change. 

33311 10% of sales revenues. Sales revenue in Sales revenue budget includes 

VAT. 

3348 Account payable is from the cash flow, which is 20% of last month’s total 

purchased inventory price. 

353 Bonus and welfare are used for rewards or team-building events. Depending 

on each year’s profit that the bonus percentage is different. In 2020, the bo-

nus and welfare are extracted 3-5% from the last quarter net income after 

tax. The same as 2021 
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3411 The owner borrowed long term loan from relatives and family since 2016 

without interest. It was used for purchasing some of the fixed assets and 

other activities for running the business. 

414 This fund is used for expanding the business, for spare-part equipment, HR 

training and other investment. Depending on each year’s profit that the fund 

percentage is different. In 2020, the owner will extract 3-5% from the last 

quarter 2019 net income after tax. In 2021, if the net income come to the ex-

pectation, the investment and development fund will be 10% of the last quar-

ter of the previous year.  

441 Owner capital 

4212 Retained earnings of 2019 are expected to be more than 4000. But due to 

the extraction for bonus & welfare and investment & development fund, 

which is recorded only at the beginning of 2020, bonus & welfare and invest-

ment & development fund will be subtracted from retained earnings. The 

same rule applied for 2021 retained earnings. 

3348 

 

The amount payables for the breach of the B2B contract (late delivery, dam-

aged products, end contract before expiration) or fouling tax policies  

 

 

 

 

 

 

 


