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Abstract

As management accounting tools, budgets are internationally recognised for their role in planning of activities, and
efficient allocation of resources in business entities. Preparation and utilisation of budgets for managing businesses is
not without challenges. The purpose of this study was to establish the extent of preparation and utilisation of budgets
by SMEs in the manufacturing industry in the Cape Metropole, with a focus on identifying the challenges faced by these
entities in using these management accounting tools. To this end the study pursued a descriptive research design,
collecting data from 108 owners/managers of SMEs in the manufacturing industry in the Cape Metropole. The data
was collected through a questionnaire which contained closed questions and Likert-scale questions. Data analysis
was conducted using SPSS version 24, and the results were presented through descriptive statistics in the form of
percentages, means, standard deviations, graphs and tables. The results of the study show that close to 30 % of SMEs
in the manufacturing industry in the Cape Metropole do not prepare budgets at all. Amongst the 70% who prepare
budgets, 67% face challenges in utilising budgets. Overall, only 23% of the surveyed SMEs prepare budgets and utilise

them without facing challenges.
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Introduction

The government of South Africa recognises the critical
contribution by SMEs as drivers of job creation and economic
growth. Understandably, the government has proactively supported
SMEs through its policies, strategies, and agencies [1]. Despite the
aforementioned, SMEs are failing with records consistently showing
a first-year failure rate of 70% to 80% [2,3]. Scholarly endeavours
towards investigating the causes of failure of SMEs, have revealed
that the major causes of SME failure are mainly internal factors [4,5].
According to the latter research findings, SMEs fail owing to, among
other causes, a lack of financial control, poor production planning
and poor financial management skills within the entities. Lwiki et al.
[6] highlight the importance of financial planning and point out that
there are many reasons for SME failure, amongst them being a lack
of planning. Berry [7] concurs that many entrepreneurs do not plan
and control the financial activities of their businesses; hence they do
not survive in a competitive market. Bruwer et al. [8] and Olosola and
Olowaseun found out that SMEs do not make adequate use of budgets
in order to make effective decisions [9].

A budget is a formal expression of plans covering various business
activitiesin quantityand monetarytermsforaspecificperiodin the future
[9]. While budgets quantify business revenues and expenses, they play
a critical role in the achievement of organisational goals Zimmerman
[10], Berry [7] advises SME managers to prepare budgets, so as not to
overlook overheads, a trap which may lead to poor cash management
and subsequent business failure. Budgets have the additional benefit
of providing investors and creditors with information to guide the
granting of credit to the business. Olusola and Olowaseun [9] observed
that if SMEs managers prepare budgets, they are compelled to scan
the business environment to identify any foreseeable constraints, and
prepare in advance methods of overcoming or avoid these constraints.
From the above discussion, effective use of budgets may increase the
SME manager’s ability to make sound business decisions and thereby
achieve growth and sustainability. Hence the problem under study is
that there is a perceived lack of utilization of budgets for managing

businesses among SMEs in the manufacturing industry in the Cape
Metropolis. This lack of utilization of budgets can lead to business
failure. The remainder of this paper is structured as follows: The
literature review in Section 2 discusses SMEs in the manufacturing
industry in South Africa and the importance of utilization of budgets
by SMEs in the manufacturing industry. Thereafter the section covers
the challenges faced by SME owners/managers when using budgets in
managing their businesses. The methodology employed in this study
is outlined in Section 3 which is followed by Section 4 on results and
discussion of findings. Section 5 closes the paper with a conclusion.

Literature Review

SME:s in the manufacturing industry

Manufacturing is transforming raw materials or components into
finished goods that meet a customer’s expectation or specification
[11,12]. Small Enterprises Development Agency (SEDA) [13]
Defines manufacturing as a process involving tools and labour which
produce goods for use or sale as intermediaries, or as final products,
either domestically, or internationally [13]. The Standard Industrial
Classification (SIC) classifies major activities in the South African
manufacturing industry as agro-processing, metals and engineering,
oil and petroleum, chemical, and clothing and textiles [14].

Mthabela [15] reports that the manufacturing industry contributes
to the development of other economic areas. Matsoso and Benedict
[12] affirm that SMEs contribute to national Gross Domestic Product
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(GDP) by manufacturing goods of value. These entities are vital
players in the economic in their role as customers of larger enterprises,
particularly of industrial goods, and as producers of domestic goods
[15]. Thus SMEs either support other sectors which export products
or can substitute imported products. Essentially, SMEs are consumers
of raw materials and labour and suppliers of goods and services. As
consumers these entities have purchasing power, stimulating economic
activities of their suppliers.

In South Africa, 12% of the formal small enterprises fall under
manufacturing, the sector occupies a notable share of the South Africa
economy, even though its real terms relative contribution declined
from 19 per cent in 1993 to about 17 per cent in 2012 [16].

Importance of budgets to SMEs in the manufacturing industry

Needles and Crosson [17] group budgets into two broad categories:
budget schedules, and budget summaries. Budget schedules include
the sales, production, direct materials, direct labour, manufacturing
overheads and the selling and administration costs budgets. Worrel
[18] explains that budget summaries combine the data from these
schedules and other supporting information into projected cash-flow
statements, income statements and balance sheet.

The sales budget: Is constructed using information from marketing
research and sales personnel who use previous sales experience to
forecast [10]. The business environment is constantly changing and
SME owners/managers are encouraged to engage in market research
so as to improve their businesses or identify new business alternatives
[19,20]. Equally important in the construction of the sales budgets is
historical sales data which is modified to market trends and anticipated
changes in economic conditions. SMEs in the manufacturing industry
may equally forecast their sales for the budget period ensuring attainable
budgeted volumes under the economic conditions and to recognise
seasonal variations. As a starting point, SMEs without previous sales
records may use Cost-Volume-Profit analysis to work out the number
of units which must be sold to in order to pay the fixed costs of the
business as illustrated in Drury [21]. The importance of a sales budget
to SMEs in the manufacturing industry is also stated by Bruwer et al.
[8]. This budget also supplies the basic data for constructing the rest of
the budgets needed by the SMEs in the manufacturing industry [10].

The production budget: Ensures that SMEs produce sufficient
units to meet sales demand and to maintain economic stock levels
[7]. In doing so, SMEs will avoid two pitfalls: overproduction and
underproduction. Groover [22] warns that overproduction ties up the
much needed working capital of the SME in unproductive inventory.
Underproduction, on the other hand results in under stocking of goods
for sale [22] which among other things, causes loss of sales coupled
with loss of goodwill for SMEs.

The direct materials purchase budget: Direct materials are goods
needed to manufacture directly and or indirectly the finished products
that will ultimately be sold Zimmerman [10], Drury [21] recommends
that figures included in the materials purchases budget should be
variable costs only, such as raw materials components and packaging
items that enter the work-in-process cycle to produce the final product.
By using the direct materials purchase budget, SMEs can minimise
the negative effects of raw materials price increases by anticipating
the increases and planning for them, additional costs being incurred
to source stock at short notice in order to meet demand. Drury [21]
underscores that optimum stock-keeping levels of raw materials will
minimise the storage and other stock-keeping costs.

The direct labour budget: Calculates the number of labour hours
required to produce the units planned in the production budget
[22,23]. As stated by Lohr [19], it is important for SMEs to draw up a
direct labour budget to determine the need for and the cost of labour.
This budget can aid SMEs to anticipate hiring needs, when to schedule
overtime, and to lay off staff. Without the direct labour budget, owners/
managers might find that they do not have enough staff to complete the
required production within a given time. For the direct labour budget
to be useful, it should include not only the components of labour input
and the required hours per category of labour [24], but also other
labour costs such as UIF and SDL are included in the cost of direct
labour [25].

The factory overhead budget: Projects all the manufacturing costs
except the direct materials and the direct labour costs [21]. Examples
of manufacturing costs are indirect materials, indirect labour, factory
utilities and depreciation of factory machinery and equipment [10].
Without a factory overhead budget, SMEs in the manufacturing
industry may fail to recognise the role of indirect manufacturing costs
during the production process [2]. This could result in SMEs under-
costing and under-pricing their products [26] which may ultimately
lead to business failure.

The selling and administration budget: According to Kaplan and
Atkinson [27], the selling and administration budget comprises all the
projected non-manufacturing costs of a business. Non-manufacturing
costs are incurred when running the operations which support the
product or sales-generating activities of a business [2].

For SMEs in the manufacturing industry, non-manufacturing
costs include all costs necessary to secure customer orders, placing
the finished product in the hands of a customer, wages or salaries for
non-factory staff, office rent, and depreciation of office furniture and
equipment [19]. Lamentably, DTI, Shaku [2] and Mutanda et al. [25]
found that selling and administrative costs are inadequately planned
for or even overlooked by SMEs.

The cash budget: Needles and Crosson [17] define cash budget as
a projection of the future cash position of the business, detailing the
expected cash inflows and outflows. For SMEs, cash inflows include
sales revenue, receipts from loan, receipts from debtors, and any
proceeds from sale of assets other than trading inventory. Similarly,
cash outflows include cash payments necessary to implement the
direct materials purchases budget, the direct labour budget, and all the
expenses in the manufacturing overheads budget except depreciation.
Expenses in the selling and administrative costs budget must be
included in the cash budget as recommended by Kirsten and Fourie
[26].

SMEs owners/managers should budget for cash requirements for
non-routine payments such as tax on profits, insurance and acquisition
of non-current assets, as these, if overlooked, are likely to plunge the
business into liquidity problems [28]. Acquisition of non-current
assets needs to be budgeted for in the cash budget more so by SMEs
in the manufacturing industry, in which there is a need for businesses
to invest substantially in machinery. According to Bruwer et al. the
primary reason for the failure of many SMEs is because of lack of a
cash budget [29]. SMEs in the manufacturing industry can benefit
significantly by using the cash budget to take pro-active steps to invest
any surplus cash in short-term investments. Cash deficiencies can
equally be identified in advance and necessary steps taken to ensure
that they are made up for through borrowings [26,30].

The master budget: Is the aggregation of all the other budgets
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prepared by a business. It includes the budgeted profit and loss account
as well as the budgeted balance sheet [23].

Previous studies [2,25] show that one of the challenges faced
by small businesses is lack of funding. Efforts by SMEs to obtain
capital from banks often prove futile, mostly because they do not
have collateral required by banks [2]. In the absence of collateral,
potential funding entities require the SMEs to submit a business plan
which is equivalent to a master budget in order to make a decision on
whether or not to assist the business financially [28,31]. SMEs in the
manufacturing industry can thus benefit significantly by preparing a
master budget and using it to not only apply for start-up or additional
capital but also to evaluate actual results against the budgets [18]. The
budgeted balance sheet part of the master budget is very important to
SMEs because it can highlight potentially serious financial problems
when liabilities exceed assets or when current liabilities exceed current
assets.

Challenges faced in the utilisation of budgets

Empirical research shows that challenges faced in the utilisation
of budgets revolve around the criticisms slammed against budgets
overtime. A forceful argument against budgets was presented by Hope
and Fraser [32] who portrayed the tool as dysfunctional. Following this
line of thought, other authors Neely et al. [33], Cardos [34] critiqued
that budgets are considered expensive as they require time and
other resources to prepare. It is a challenge to utilise budgets as they
constrain responsiveness in unstable and unpredictable environments
[35,36] urge that the dynamics of the business environment call
upon proactive utilisation of budgets to increase business’ chances of
success. Yet another challenge emanates from lack of sufficient data for
forecasting more so because of inadequate bookkeeping skills among
managers of small businesses.

Bournistov and Kaarboe report that utilisation of budgets is a
challenge as budgets are rigid and reduce the managers’ ability to take
quick actions [37]. This rigidity leads to loss of business opportunities.
Notwithstanding the aforementioned criticisms and challenges,
[34,35,38] accentuate that while problems exist with budgets and
utilisation thereof, business organisations ought to work towards
countering these problems rather than abandoning budgets altogether.

Methodology

A survey research method was employed to conduct this study.
In a survey, the researcher administers a standard questionnaire to a
selected sample of respondents from a population and, or conducts
interviews to gather information on variables of interest. A survey was
considered suitable for this study for a number of reasons which enabled
the researcher to obtain information from 108 owners/managers of
SMEs in the manufacturing industry of the Cape metropolis. These
respondents have the relevant information or experience that bears on
the problem being investigated [12]. The information could be analysed
to extract patterns and to draw comparisons and conclusions Zikmund
and Babin [39] about the use of budgets by SMEs in the manufacturing
industry of the Cape metropolis. Moreover, this method was less
expensive and a more convenient in a relatively short period of time
[40].

Population

The target population for this study comprised SMEs in the
manufacturing industry operating within the Cape metropolis.
For the purpose of this study, SMEs refer to independent economic

units which meet the following additional criteria: business entities
employing between 51 to 200 or 250 employees. Within the SMEs in the
manufacturing industry operating in the Cape metropolis, respondents
comprised owners/managers as these are the rightful decision makers
in the business entities.

Sampling

This study employed purposive sampling. The purposive sampling
method enables the researcher to sample the respondents based on
predetermined qualities [41]. Accordingly, a sample of SMEs in the
manufacturing industry operating in the Cape metropolis was drawn
based on the criteria outlined in the target population above. SMEs not
operating in the manufacturing industry were excluded from the study.
Micro enterprises in the manufacturing industry were equally excluded
as they were considered too small to draw from or to utilise budgets
[30,40].

Purposive sampling was the most suitable sampling method for
the following four reasons: firstly, given the researcher’s limited time
and financial constraints; secondly, the sample has the characteristics
of the researcher’s interests and the analysis of results is limited to the
population under study [41,42], thirdly, the lack of a comprehensive
list of SMEs operating in the Cape metropolis rendered probabilistic
sampling impracticable. For the reasons above, purposive sampling
technique was deployed to distribute 120 questionnaires to the SMEs
falling within division ten to division thirty three of the Standard
Industrial Classification (SIC) of the manufacturing industry [43].

A questionnaire was the suitable instrument for this study because
it reduces bias that might result from the personal characteristics of
the researcher. It is easier to analyse data obtained from closed-ended
questions than from open-ended questions. It is easier to code and
statistically analyse data from questionnaires than from interviews.
The questionnaire guaranteed anonymity and confidentiality; as the
respondents were not requested to identify themselves. A questionnaire
was suited to the study as it is commonly used to collect vital information
about a population [39] which in this study comprised all SMEs in the
manufacturing industry.

The questionnaire used closed questions. As closed questions
provide for a set of responses from which a respondent has to select one
or more than one response. Questions one and two were dichotomous
questions which required a “Yes” or “No” answer and were used to
divide the sample into two subclasses. Question three was a follow-up
question and used Likert-scales to obtain further information.

The data was captured and analysed using the Statistical Package for
Social Sciences (SPSS Version 24) software. It was advantageous to use
this software because it has functions which assist with interpretation
of statistical results and it facilitates creation of frequency tables, graphs
and charts.

Results and Discussion

Descriptive results on whether the respondents used budgets

To determine the extent to which SMEs in the manufacturing
industry used budgets, the researcher asked the following question:

Question 1: Does your business use budgets for managing business?

This question required a “Yes” or “No” answer. The purpose of this
question was to eliminate the assumption that all SMEs in the sample
used budgets. Respondents who indicated “Yes” were required to
proceed to Question 2.
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As shown in Table 1, a majority of 76 respondents (70.4%)
indicated that they used budgets to manage their businesses while 32
respondents (29.6%) indicated that they did not use budgets to manage
their businesses. These results reveal that not all SMEs operating in the
manufacturing industry in the Cape metropolis use budgets to manage
their businesses.

Descriptive results on whether respondents faced challenges
when using budgets

Question 2: Does your business face any challenges when using
budgets?

This question required a “Yes” or “No” answer. The purpose of
this question was to eliminate the assumption that all SMEs who used
budgets faced challenges. The total number of respondents in this
question is based on the 76 respondents who indicated in Question 1
that they use budgets (Table 1).

As presented in Table 2 above, 67.1% of the respondents who used
budgets faced challenges in using budgets while 32.9% did not face
challenges in using budgets.

Descriptive results on challenges faced by respondents when
using budgets

To determine the challenges faced by SMEs in the manufacturing
industry when using budgets, respondents who faced challenges when
using budgets were then asked the following question:

Question 3: To what extent do you agree with the following
statements about challenges faced by your business when using
budgets?

The respondents were required to indicate the extent to which they
agreed or disagreed about facing the stated challenges, choosing from
strongly disagree, disagree, neutral, agree or strongly agree.

Responding to question 3 stated above, 78.4% of the respondents

Frequency Percentage Cumulative Percentage
Yes 76 70.4 70.4
No 32 29.6 100.0
Total 108 100.0

Table 1: Whether the business uses budgets.

Frequency Valid Percentage Cumulative Percentage
Yes 51 67.1 67.1
No 25 32.9 100.0
Total 76 100.0

Table 2: Whether the business faced challenges when using budgets.

Type of challenge faced by the business in using budgets
Alack of sufficient data for budget preparation.

Budgets are expensive and time consuming.

A lack of knowledge on how to prepare budgets

The business environment is too uncertain to use budgets.
A lack of required resources such as computers.
Unrealistic targets in the budgets lead to demotivation.
Alack of the necessary qualifications and experience to prepare and use budgets.
Budgets cause inflexibility in decision-making.

Budgets do not always promote customer satisfaction.

A lack of awareness on the importance of budgets.

agreed that they faced the challenge of lack of sufficient data for
preparation of budgets while 74.5% agreed that they faced the challenge
of budgets being expensive and time consuming. A lack of knowledge
on how to prepare budgets was indicated as a challenge by 72.5% of the
respondents. Similarly, 72.5% indicated that the business environment
was too uncertain to use budgets. A lack of required resources such
as computers was cited as a challenge by 70.6% of the respondents,
similar to the challenge that unrealistic targets in the budgets lead to
demotivation. The next most commonly cited challenge, at 66.7%, is a
lack of the necessary qualification and experience required to prepare
and use budgets. Of the respondents, 43%in this question cited the
challenge that budgets caused inflexibility in decision-making, followed
by 37.3% who cited the challenge that budgets do not always promote
customer satisfaction. Only 23.5% indicated a lack of awareness about
the importance of budgets as a challenge (Tables 3 and 4).

Results reveal that the respondents who used budgets faced
various types of challenges. As indicated in Table 4 above, the standard
deviation of more than one shows that the respondents did not agree
on the challenges which were faced in the use of budgets.

The researcher henceforth discusses these results and attempts to
suggest possible solutions to these challenges owing to which more and
more SME owners/managers might avoid preparation and utilization
of budgets for managing their businesses. Such a development would
place these entities at a considerable disadvantage in the face of their
more nimble competitors. These challenges may be overcome.

The challenge of lack of sufficient data for budget preparation was
cited by 78.4% of the respondents. Historical data is instrumental as
an input in the budget preparation process. Evidently information is
a very important input in using budgets. Primarily, the bookkeeping
and accounting records of the SMEs should be well maintained and
function as a source of input data for budget preparation. SME owners/
managers can readily obtain this data from their bookkeeping records
[18]. However, recent research has revealed that, lamentably SME
owners/managers are not sufficiently skilled in financial accounting
Fatoki [44] and that their bookkeeping skills must still be developed.
The recommended training from these empirical studies should enable
the owners/managers to use the accumulated bookkeeping records
as input data into the budget preparation process. There is a need
for SMEs to search for information internally from employees and
externally from the industry, from the Department of Small Business
Development and from periodic publications.

From the results, 74.5% indicated that budgets are too expensive
and time consuming to prepare while 70.6% indicated that they lacked
the required resources to prepare and use budgets for managing the
businesses. These challenges are not new as they have been cited before

Percentage that agreed or disagreed about facing this challenge in using budgets

Strongly Disagree/Disagree Neutral Agree/Strongly Agree
15.7 5.9 78.4
21.6 3.9 745
19.7 7.8 725
15.7 11.8 725
29.4 0 70.6
17.6 11.8 70.6
215 11.8 66.7
334 235 431
431 19.6 37.3
70.6 5.9 23.5

Table 3: Type of challenge faced by the business in using budgets.
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Percentage that agree to facing Mean (n=76) Standard deviation
the challenge
78.4 3.57 1.153
745 3.71 1.238
725 2.35 1.146
725 2.88 1.107
70.6 3.71 1.026
70.6 3.61 1.358
66.7 3.73 1.041
43.1 3.78 1.270
37.3 3.12 1.465
235 1.33 0.473

Table 4: Statistical summary- challenge faced by the business in using budgets.

by critics of budgeting [32,33]. Utilization of budgets, like any other
management tool, demands commitment of resource such as time,
computers and manpower. The researcher considers that budgets
are useful tools, the utilization of which may change the direction of
business operations from failure to growth and sustainability. Such
tools are worth investing in as the returns thereof outweigh these costs
and inputs.

Unrealistic targets in the budget pose as a challenge to 70.6%
of the respondents. Similarly, Hope and Fraser [32] criticised that
using budgets causes antagonism, decreases job satisfaction and
performance. According to Frow et al. [45] this challenge may be
overcome by participatory budgeting. Under participatory budgeting,
SME owners/managers promote participation of other staff members
in the budgeting process thereby infusing creativity and innovation
into the budget. Employees are more motivated to meet goals the
setting of which they have participated in than the goals that have been
imposed on them by the owners/managers. Besides, the researcher is of
the opinion that while budgeted estimates could be far from reality, an
estimated plan in the right direction is better than no plan at all.

To overcome the challenges of lack of knowledge (72.5%), lack of
necessary qualification and experience (66.7%) and lack of awareness
about the importance of budgets (23.5%), entrepreneurial training
should be used. In his research, Onduso [20] equally identified the
challenge of lack of knowledge on setting goals of attainment among
SMEs. To overcome this challenge, SMEs owners/managers have the
option of engaging the services of accountants who help the businesses
with financial reporting and planning. Literature from Fatoki [44],
Kirsten and Fourie [26] has emphasised and called for training
programmes to impart financial literacy and bookkeeping skills to
SME owners/managers. SME owners/managers in the manufacturing
industry of the Cape metropolis also need to acquire these critical
skills. Furthermore, owners/managers can acquire budgeting skills
through SME-tailored training initiatives planned and facilitated by
the Department of Small Business Development (DSBD). As may be
deduced from the analysis of the data on highest qualifications held by
the respondents in this study, SMEs are managed by highly qualified
entrepreneurs. These highly qualified entrepreneurs can succeed in
acquiring the necessary skills to effectively utilise budgets for managing
their businesses.

Finally, the last three challenges cited by the respondents in this
question are that budgets do not always promote customer satisfaction
(37.3%), the business environment is too uncertain to use budgets
(72.5%) and that budgets cause inflexibility in decision-making
(43.1%). A study by De Waal [46] also reflects these findings; that
the data in budgets is untrustworthy considering the rapid rate of

change in both the internal and the external environment. According
to De Waal [46], businesses are challenged by the highly competitive
and turbulent business environment coupled with shorter product
life cycles. Equally, Hope [47] advances that customer satisfaction
and performance decrease due to lack of flexibility in adapting to
change. To counter the challenges identified by De Waal [46] Hope
[47], Frow et al. [45] proposed the use of continuous budgeting or
flexible budgeting. Flexible budgeting allows SME owners/managers to
continually adapt the goals in the budgets to the volatile environment.
In this way, the business will respond to the changing environment,
keep up with new developments and take hold of opportunities in the
marketplace [48,49]. Flexible budgeting entails reviewing plans and
allocation of business resources in order to achieve business objectives.
The uncertain business environment should not deter SMEs in the
manufacturing industry of the Cape metropolis from using budgets.
To the contrary, these entities should be driven to use budgets all the
more because the essence of planning is so that businesses survive the
uncertain business environment. If the business environment were
certain there would be no need for planning [50].

Conclusion

Most SMEs in the manufacturing industry of the Cape Metropolis
use budgets for managing their businesses. The SMEs however face
challenges when utilising budgets. Admittedly there are challenges
that impede the utilization of budgets by businesses. Albeit, the
researcher is of the notion that these challenges ought not to discourage
owners/managers of SMEs in the manufacturing industry in the Cape
metropolis from using budgets as deliberate actions that may be
taken to alleviate these challenges. If utilization of budgets makes the
difference between failure and success, SMEs in the manufacturing
industry of the Cape metropolis need to employ these management
tools even more aggressively despite the challenges. The objective to
investigate the challenges faced by SMEs when using budgets was thus
achieved.
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