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Abstract 
 

This paper shows how describing a ficticious budgeting meeting based on real-life  
observations can help business students understand both the budgeting process and its 
problems. The company is Allservice a computer software producer. Its annual budget 
meeting is very stressful for all the executives because each person defends his/her own 
turf without regard for overall company goals. The group avoids aggressive goal setting 
by citing changes in the environment and lack of leadership on the part of top 
management. The General Manager decides not to accept the budget proposal. Students 
critique the goals, motivations and interactions of the players to learn how to successfully 
negotiate a budget.  
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THE STORY OF THE BUDGETING MEETING 
 

As he was walking through the Company parking lot on his way home after the budget meeting, 
Allservice Planning Manager Paulo Eoock thought, “Why didn’t it work out, again?” After much 
preparation and discussion, the executive meeting to discuss the budget proposal had been a big failure. 
The combined efforts had been strong, but the outcome was the same as in the previous year 
disagreement and discouragement. Allservice traditionally defines its strategic three-year review in June 
and starts budgeting in August or September for the upcoming year. At the end of October, the directors 
complete the budget and present it to the group of five stockholders in November. 

Paulo was confused because he had not expected the intensity of the discussions surrounding the 
budget. He thought the company had achieved the best results possible under the current conditions. 
Earlier, the company’s General Manager had not accepted the budget proposal and had asked the 
executive group to develop another one. He had claimed that the proposal was not in accordance with 
strategic planning and that the financial indexes had not been achieved. He had a point; some months 
earlier, the board of directors had prepared a long-term plan, assuming there was commitment to 
implement it. However, because of the proximity of presidential elections and the rise of the dollar, the 
markets had stalled, clients had postponed signing new contracts, revenues fell and contributed to a 
pessimistic outlook in the minds of the company directors. During the budget discussions the directors 
claimed that the targets were not reached because the underlying conditions had changed since the 
approval of the strategic plan by the shareholders. Should these arguments have a bearing on the budget 
proposal? 

Paulo looked at the horizon with despair. The weekend was near; he was going to celebrate his 
second wedding anniversary and his wife was expecting a surprise party. He was not concerned about 
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processing the numbers. That would be easy. The problem was to agree on a common strategy and 
develop a plan, which could be pursued with confidence. 

 
THE COMPANY 

 
During the second half of the 1990s, shortly after graduating, Ricardo and Carlos started the 

company with the financial support of Carlos’ father Teobaldo. Allservice’s basic activity consisted of 
developing and selling information technology solutions and software (IT) to small and medium-sized 
companies in Brazil. The company had followed a conservative approach and expanded activities 
nationally in a consistent and qualitatively adequate manner. 

Like many new organizations, Allservice experienced survival difficulties during its first years of 
existence. Gradually, however, its growth became consistent and structured. At the beginning, friends 
gathered to assemble computers with imported components in the garage of a girlfriend. Over time, and 
as a result of person-to-person advertising, the company developed its own personality and was turned 
into a legal entity. 

When assembling computers became widespread, the company searched for a new market niche. It 
gave up assembling equipment and chose to develop and sell software for small and medium-sized 
companies. Managers developed five products to serve the demands of defined customers:  

1. OFFICE ALLPLUS - the company’s main commercial and most profitable focus - is a software 
package including: Administrative, Telecont, E-fiscal and AdmSoft, Legislation, Information and 
Consulting On Line. 

2. ALLFOLHA – implements routine payroll management, various integrations, creation of reports 
and automatic operations. 

3. ALLFISCAL - accounting software to trace financial activities and keep accounting records, 
comply with tax laws and integration with federal and state software. 

4. ALLSOFT – used in accounting office management. At the time of the discussion, the company 
bet heavily on this product in terms of future growth. 

5. ALLFILE - transforms paper documents into digital files to join, store, manage and locate digital 
versions of information. 

Nationally, Allservice competed with organizations of various sizes and sales programs. Allservice 
experienced ups and downs, as companies entering a new market often do. There were times of good 
results and times of intense frustration in interpersonal relationships among the managers. 
 

STRATEGIC GUIDELINES 
 

The company mission, posted on the office wall, had been defined early on. “Our mission is the 
continuous improvement of products and services, with a view to attending to our clients’ needs. This is 
the only means to achieve commercial success and prosperity for our internal and external clients.” 
Although the founding partners were proud of their mission statement, the employees considered it 
insufficient to guide them in managing their activities. During the strategic review, chaired by Ricardo, this 
issue generated much discussion and resulted in the formulation of long-term goals and fitting these 
goals into the annual budget: a 20% Return on Equity for the following 3 years and an increased market 
share, reaching 25% at the end of the 3rd year (22, 23 and 25%). 

The most probable scenarios were discussed. A SWOT Analysis (Strengths, Weaknesses, 
Opportunities and Threats) provided an opportunity to share perceptions. The group found consensus on 
Strengths and Weaknesses; however, no agreement was reached on Threats and Opportunities, forcing 
management to make a decision. The group then prepared long-term strategies (Exhibit 1) and detailed 
action plans based on the perceived Strengths, Weaknesses, Opportunities and Threats. These included 
increasing the customer base, developing new customer segments, bringing in a new partner, and 
creating a development project.  
 



International Journal of Case Method Research & Application (2005) XVII, 2  231 

 
EXHIBIT 1 

LONG-TERM STRATEGIES 
 

Threats Opportunities  
a. Partners of (competing) 
multinational companies 
b. Economic crisis 
compounding the problem 
c. Bigger competitors with 
more synergic lines 

d. Large market of growing 
small and medium-sized 
companies 
e. Increase sales and reduce 
fixed costs  

Strengths   
1.Market-adapted products 
2.Consolidated institutional 
image 
3.Low administrative and 
commercial cost 
4.Flexible and fast commercial 
negotiation 

1,2,3,b. Client segmentation 
strategy on the basis of the 
new partnership and action 
plan 
1,2,3,7,a. Widening of the 
client base through a strategic 
profile  
 

2,4,5,6,d,a,c,e. Identify new 
products and accelerate 
production and market 
introduction  

Weak points   
5.slow development of new 
products 
6.Heavy dependence on a few 
professionals who represent 
the intellectual capital 
7.Difficulty of competing for 
new associates 

  7,e. Professional development 
plan to identify successors 

 
 

THE MANAGEMENT TEAM 
 

Ricardo Silva and Carlos Mains had been friends since childhood. Although, both were engineers, 
they had very different personalities. During the initial stages of the business, they agreed to alternate 
being General Manager. Over time, they became convinced that this agreement needed to be 
reconsidered since their respective talents were not being used in an optimal way.  

At the end of Ricardo’s first turn as General Manger, the business had increased significantly. Carlos 
was not as successful, largely because during his turn he faced more economic and commercial 
difficulties. He sought to overcome this by more conservative sales management and strong cost control. 
The budgeting meeting occurred at the beginning of Ricardo’s new term as General Manager. His goal 
was to take advantage of opportunities to increase sales and profits. As the Company developed 
additional employees were hired and were given the title director to promote the public image of the 
company (Exhibit 2). 

• Sérgio, the marketing director, had been hired at great cost from an important competitor. He 
was experienced and exercised great influence on the rest of the team. At age 40 he was the 
oldest of the executives and his views carried considerable weight.  

• Joana came up through the ranks within the Company to become chief financial officer (finance 
director). Young, well educated, she had been hired initially for administrative duties. Over time 
she took on more responsibilities, established and monitored controls and gradually her influence 
on company management increased.  

• Paulo, Maria and José were invited by Joana to join the team. Paulo had a degree in business 
administration; Maria and José were accounting graduates. 
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EXHIBIT 2 

ORGANIZATION CHART 
 

General Manager
Ricardo Silva

CFO
Joana Amado

Marketing 
Sérgio Grau

Operations
Carlos Mains

Controller
Maria Lainds

Planning Manager
Paulo Eoock

Treasurer
José L.Pranda

 
 

THE MEETING 
 

While he was waiting for the others to arrive, Paulo looked at the picture of the father of company’s 
founder and thought: “Did he imagine the level of complexity the Company would reach? The first years 
were great. With little sophistication deals were simply closed. I was happy not being concerned about 
results.” He was tired and a little irritated by the lack of commitment shown by some colleagues. After all, 
he was prepared to work and he had done his job. Some of the information for the meeting had arrived 
late and was very different from what he had expected. 

Ricardo had arrived first, but left quickly to attend to an emergency. The meeting couldn’t start until he 
had returned. Joana, the company’s financial director, had hardly started off the meeting presenting 
figures for the following year’s budget when the General Manager interrupted her and the following 
dialogue occurred: 

Ricardo: “You don’t understand what we want!” 
Joana: “How come? The budget for 2004 must be conservative. We need to cut back on 
investments in all areas, except for ALLsoft.” 
Ricardo: “Yes, but the operating results are too small. Marketing and administrative costs and 
expenses have increased. Income is not responding to the same extent.” 
Sérgio: “How do you know, the market is very difficult and we won’t grow much?” 
Ricardo: “What am I going to say to the stockholders? We said that investments would be 
needed to allow us to grow. Now I am going to say that that is not going to happen?” 
Sérgio: “It is going to happen, but not now.” 
Carlos: “The increased costs are going to happen now. That’s frustrating to me because I 
expected the whole effort we made to improve efficiency would be reflected in cost reduction, but 
that’s not happening. You only present higher billing because you are proposing an actual price 
increase. There is no significant increase in the sales volume.” 
Sérgio: “Take it easy. This year, you didn’t accept the increase in product sales through 
outsourcing. As we are now, I can’t put more products on the market. You can’t expand 
immediately because you preferred to wait. The market doesn’t work like that.” 
Carlos: “The same thing happened last year. I prepared to increase the client portfolio. I hired 
staff, companies and resources. The contracts did not come about and cost increased. I am 
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basically being evaluated on the basis of the cost reduction I generate. I am not evaluated on the 
basis of realized income, like you.” 
Ricardo: “Well, let’s end the meeting. We did not reach the 20% return. When we made the pre-
planning exercise, we had very good results. We now see that it is just a bunch of figures on 
paper. You can meet again and start your work over. This budget is not acceptable. Let me know 
when the new version is ready. I hope it will be soon.” 

 
THE FIGURES 

 
The figures that turned Paulo’s life into hell are presented in Exhibit 3. The table compares the 

income statement for current year (the books have not been closed), the pre-budget (which had been 
prepared by the directors to provide guidance in preparing the actual budget), the budget proposal itself 
and the changes from the current year. 

 
 

EXHIBIT 3 – BUDGET PROPOSAL IN CONTEXT 
($, in thousands) 

 

 

  Current year Pre-Budget Budget % Var. Plan x
Proposal Current year

Net revenues 1.150         1.253             1.255            0                    
Gross margin 513            581                503                (0)                    
% on Net revenues 45% 46% 40% -5%

Sales department 90                104                  144                  1                     
Communication expenses 46              125                75                    1                    
   % communication expenses 0                0                   0                     0                    
Marketing 30              25                  34                    0                    
Administration, Finance and HR 95              75                  90                    (0)                    
Information technology department 20              20                  12                    (0)                    
Total operational expenses 282              349                  356                  0                     
% on Net revenues 24% 28% 28% 4%

Operating expenses 231            232                147                (0)                    
% on Net revenues 20% 18% 12% -8%

Interests and Gains and Losses (91)               (33)                  (62)                  (0)                    
Income before income tax provision 140              199                  85                     (0)                    
Income tax provision 73              66                  9                      (1)                    
Net income after income tax 67              133                76                    0                    
% on Net revenues 6% 11% 6% 0%

Key management Indexes: 

Days sales outstanding 34              30                  30                    (4)                    
Inventory days 60              45                  30                    (30)                   
Accounts payable days 15              30                  28                    13                    
Breakeven point  - $ 27.452          28.490             39.312            11.860              
Safety margin 60% 68% 15% -45%
Return on equity 11% 20% 12% 1%
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CONCLUSION 

 
 The original case study (written in Portuguese) and accompanying teaching notes (available on 
request directly from the author) has been class tested in MBA Classes and in classes for non-financial 
background graduate students in Brazil. It has not been used in undergraduate classes. The main 
objectives of the approach are to assist students understand the problems that arise in the budgeting 
process, identify behavioral problems (including lack of patience by senior managers), cover what is 
meant by an acceptable budget for a medium-to-small company. Teaching notes and plans, including 
materials for five blackboard discussions, may be obtained by writing directly to the author. The case is 
based on many years of observations by an executive and consultant; the names are fictitious, the 
situation was real.  
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