AMPLIFA PROCUREMENT GLOSSARY

Budgeting: Planning, Steering and Control of
Financial Resources in Procurement

Budgeting refers to the process of planning, allocating and controlling financial resources in terms
of volume and value for defined periods, organisational units and initiatives. In industrial
procurement, it forms the financial foundation for material purchasing, capital expenditure and
services, and links the procurement strategy to corporate objectives. A well-structured budgeting
process creates binding commitments, enables early steering and makes variances visible at an
early stage. For buyers and supply chain managers, it is therefore at once a planning instrument, a
steering lever and the basis for controlling.

Key facts

* Budgeting is the systematic allocation of financial resources to organisational units, projects and
initiatives for a defined period.

* In procurement, it typically covers material, MRO and services budgets as well as capital
expenditure and project budgets.

< A distinction is frequently made between top-down targets, bottom-up planning and iterative
methods such as target budgeting.

 In practice, budget variances are usually analysed monthly or quarterly and addressed with binding
countermeasures.

« Flexible elements such as rolling forecast methods make the budget more adaptable in volatile
markets.

* The quality of budgeting depends largely on reliable master data and a functioning approval process.

Definition: budgeting

Budgeting is the systematic planning, distribution and binding definition of financial resources for future
periods. It translates strategic objectives into concrete, measurable value limits and determines who
may consume or commit which resources and to what extent.

Distinction from planning and forecasting

Budgeting is part of the overarching planning process but is not identical to it: planning delivers
scenarios and target figures, while the budget sets binding value limits derived from them. The forecast,
by contrast, describes continuously updated expectations for the remainder of the year and serves to
reconcile against the original budget. In practice, the trio of planning, budget and forecast has become
established as the steering logic: the budget provides the target, the forecast shows the expected actual
trajectory, and the variance analysis triggers corrections.

Budget types in industrial procurement

In a procurement context, several budget types can be distinguished, which differ considerably in their
binding effect and planning logic. Material budgets typically follow sales and production planning, while
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capital expenditure budgets tend to be project- and capacity-driven.

» Material and merchandise budgets for direct materials based on volume, price and currency logic
* MRO and indirect budgets for operating and auxiliary supplies, tools and services

« Capex budgets for machinery, equipment and infrastructure with multi-year impact

» Project and development budgets for prototype construction, pre-series and industrialisation

» Provision and risk budgets for price volatility, currency and volume fluctuations

Legal and organisational binding effect

A budget is binding internally but has no effect vis-a-vis external parties as long as it does not result in
purchase orders and contracts. What matters for effectiveness are clear approval responsibilities,
documented exception rules and a transparent approval path up to executive management level. Where
approvals are granted digitally via mobile approval (P2P), lead times are typically considerably
shortened and auditability increases.

Methods and approach of budgeting

Several methods have become established for budget preparation, differing in terms of effort, accuracy
and the involvement of the departments. In practice they are frequently combined: broad frameworks
from above, detailed planning from below, and reconciliation across several iterations.

Top-down, bottom-up and target budgeting

In the top-down approach, management sets overall limits which are broken down to the individual
areas. The bottom-up method collects requirements from the departments and aggregates them into the
overall budget; it is more accurate but more labour-intensive and carries the risk of buffer building. Target
budgeting combines both routes: a target is derived from the strategy, the departments plan the path
towards it, and differences are closed in iterative coordination rounds. For procurement, this typically
means that savings targets from the procurement strategy take direct effect as budget reductions in the
material area.

Zero-base budgeting and rolling methods

In zero-base budgeting, every cost block must be justified anew from zero; this prevents carried-forward
historical buffers but is labour-intensive and is better suited to indirect areas and periodic reviews.
Rolling budgets and forecasts, by contrast, continuously adapt the plan to the current state of
knowledge, for example on a quarterly basis over a rolling horizon. For volatile material markets with
strong price movements, this is often a more stable steering basis in practice than a rigid annual budget.

Course of the budget process over the annual cycle

In practice, the process usually spans several months: it begins with the planning assumptions set by
management, followed by coordination with sales and production planning, then preparation of the
partial budgets by procurement and the departments, consolidation by controlling and approval by
management. Reliable master data are a fundamental prerequisite: a clean master data process for
material, supplier and cost centre master data prevents duplicate planning and incorrect assignments.
Capacity planning must also be included, since volume and budget variances frequently result from
production bottlenecks.
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Key KPIs for steering the budgeting process

Budgets only take effect if compliance with them is made measurable. The following metrics have
become established as standard measures of budget controlling.

Budget variance and budget utilisation

The budget variance relates planned and actual figures to each other, differentiated by volume, price,
currency and mix. Budget utilisation shows what proportion of the budget has been consumed; values
significantly below plan often indicate shifted requirements or investment backlogs, while values above
plan indicate price increases or volume overruns. Separating the causes is important: mere
consumption utilisation without a price—volume split does not permit sound steering.

Savings, cost avoidance and budget compliance

In addition to variances, savings rates are part of standard procurement reporting. Here a clean
distinction is essential: savings against the budget base and cost avoidance relative to market prices are
different quantities and must not be mixed. Budget compliance — for example, the share of requirements
processed within approved budgets and on time — is a process metric and typically an indicator of the
quality of approval and ordering processes.

Forecast quality and planning accuracy

How well the budget reflects reality is shown by forecast quality: comparing forecast and actual figures
across several periods reveals systematic planning errors. Typical guidelines: in stable material areas,
monthly variances are frequently in the low single-digit percentage range in practice, and considerably
higher in volatile markets. Regular feedback into planning is important so that assumptions are
corrected and budget quality is continuously improved.

Risks and controls in the budget process

Budgets are prone to gaming, buffer building and weak spending discipline. An effective control system
addresses these risks structurally and procedurally.

Typical risks and sources of error

Common problems are excessive safety buffers, sandbagging in target agreements, uncoordinated
budget transfers between cost centres and budget cycles that run counter to reality. The risk of unused
funds at the end of the period — the classic “December effect” — also leads to unnecessary expenditure
in practice. In procurement, there is the added danger that price and currency risks are not, or
insufficiently, reflected in the budget.

Controls, approvals and compliance

Effective controls operate at several points: binding approval thresholds, a clear procurement policy for
MRO vs. capex that prevents capital expenditure running through consumables budgets, and four-eyes
principles for budget changes. Tenders should also include a bid review: a procedural breach can trigger
claims for additional costs and blow the budget, which is why the tender process and budget coverage
must be considered together. A functioning whistleblower system supports the detection of budget
manipulation and mismanagement and forms part of an effective compliance framework.
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Dealing with variances and cancellations

Variances must be analysed promptly and addressed with documented measures — not only at the
year-end close. Order cancellation is also a relevant steering lever: when orders are cancelled to keep
within budget limits, cancellation costs and strain on supplier relationships arise if contractual
commitments and binding periods are not observed. Budget discipline should therefore never come at
the expense of contractual integrity; short-term budget relief through cancellation is frequently more
expensive in practice than a proper budget amendment.

Budgeting in interplay with procurement and suppliers

Budgets do not operate in isolation but shape behaviour towards suppliers and internal stakeholders.
The interfaces to procurement strategy and stakeholder management are decisive here.

Stakeholder management and budget reconciliation

Budgets are created in dialogue with internal stakeholders — from the production manager to developers
and management. Active stakeholder management ensures that departmental requirements flow into
the budget process early and realistically, so that no “hidden” requirements later appear as unplanned
additional expenditure. In practice, regular coordination rounds and joint prioritisation significantly
reduce the need for subsequent adjustments during the year.

Budget impact in tenders and negotiations

Budgets define the negotiation framework — and are themselves the object of negotiation: a
well-founded budget strengthens procurement's position vis-a-vis management, while an overly tight
one prevents necessary investments. In tenders, budget coverage should be verified before bids are
submitted, so that the best offer does not fail due to a missing budget envelope. Procurement
collaborations with other companies can also amplify budget impact, as bundled volumes enable better
terms and thus budget relief.

Supplier relationships and framework agreements

Long-term supplier relationships and framework agreements only take effect if the budget side can
sustain the agreed purchase volumes and values. Otherwise contract conflicts loom, for example with
binding periods in framework agreements or minimum order volumes that the budget can no longer
support. Conversely, a reliable budget framework gives suppliers investment security and better prices;
budgeting is thus also an instrument of supplier retention and development.

Current developments: digitalisation and sustainability in
budgeting

Budgeting is being transformed by digitalisation, automation and rising sustainability requirements.
Three development trajectories currently shape practice.

Automation and Al-supported planning

Digital planning and P2P systems are increasingly automating standard processes: transaction
accounts, approval workflows and approvals, for example via mobile approval (P2P), shorten lead times
and improve data quality. Al-supported methods help with price forecasts and volume estimates but do
not replace professional plausibility checks. What remains important: automation accelerates the
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process, but only improves the outcome if assumptions and data quality are sound.

Sustainability budgets and CO2e

Companies are increasingly establishing their own budget lines for sustainability measures — for
example for energy-saving projects, COZ2e reduction in the supply chain or compliance topics such as
the EUDR in procurement. For procurement, this means: sustainability targets become budget-relevant
and thus capable of negotiation and steering. Reporting frameworks such as the GRI Standards
influence which data and metrics must be demonstrably provided in the budget and controlling process
in future.

Strengthening resilience in the budget

Supply chain disruptions and price volatility in recent years have shown that rigid annual budgets quickly
become outdated. Companies are responding with risk buffers, flexible budget amendments and
stronger coupling of budget and scenario planning. Budget priorities are also shifting in the logistics
area: topics such as sea freight cost components, warehousing or the CMR consignment note in
cross-border transport have a noticeable budget impact and are gaining greater prominence in planning.
Regular review of budget assumptions — for example quarterly — is important, rather than one-off annual
planning.

Typical metrics

Budget variance: + 5%
Typical guideline for annual variance in stable material areas

Budget compliance: > 95 %
Share of requirements approved within budget and on time

Forecast quality (forecast vs. actual): > 90 %
Hit rate of monthly forecasts across several periods

Savings rate against budget base: 2-5 % p. a.
Usual order of magnitude of documented procurement performance

Practical example

A medium-sized mechanical engineering company with around 300 employees had previously planned
its material and MRO budget envelope as a simple carry-forward of prior-year figures. After two years of
significant material cost increases and repeated budget overruns, the company overhauled the process:
on the basis of a detailed demand survey, a uniform master data process and a clear separation of
material, MRO and capex budgets, a rolling budget model was introduced. At the same time, approval
thresholds were digitalised and budget compliance was established as a fixed KPI in the annual review
meetings with department heads.

 Introduction of target budgeting with targets derived from the procurement strategy
- Digital approval workflows with mobile approval (P2P) and documented thresholds
« Monthly variance analysis with binding countermeasures and a price—volume split
« Quarterly rolling forecast adjustments for volatile material prices
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Conclusion

Budgeting is far more than a controlling ritual: it translates strategy into binding value limits and makes
procurement decisions plannable and verifiable. What matters for effectiveness are realistic
assumptions, reliable master data, clear approval structures and a consistent variance management
cycle. Flexible methods such as rolling budgets increase resilience in volatile markets without sacrificing
binding effect. Companies that understand budgeting as a steering instrument rather than a formality
gain transparency, negotiating power and financial steering capability. The combination of a disciplined
process, digital support and active stakeholder involvement is more decisive than the choice of any
single methodological model.

Frequently asked questions

What does budgeting mean in simple terms?

Budgeting is the systematic allocation and definition of financial resources for a specific period. It
determines how much money a department, project or requirement is allowed to consume. In
procurement, it ensures that purchasing expenditure can be planned, approved and controlled.

What is the difference between budgeting and controlling?

Budgeting is the planning and allocation phase: value limits are set and resources are distributed.
Controlling goes beyond this, encompassing ongoing monitoring, variance analysis and steering based
on these targets. The two interlock, without budgeting replacing controlling — it provides the reference
values on which controlling works.

What types of budgeting exist within a company?

The main methods are top-down budgeting, bottom-up budgeting, target budgeting as a combination of
both approaches, and zero-base budgeting with a fresh justification for every line item. In addition,
rolling budgets and forecasts are used. In practice, these methods are frequently combined, depending
on the size, industry and volatility of the business.

How do you create a procurement budget?

First, volume and price assumptions are defined on the basis of sales and production planning. On this
foundation, material, MRO, services and capital expenditure budgets are planned separately and
coordinated with the relevant departments. After consolidation by controlling, the budget is approved
and continuously monitored against actual figures.

What should you do in the event of a budget overrun?

First, the cause is analysed: price increases, excess volumes, currency effects or poor planning.
Countermeasures are then defined — for example volume bundling, negotiations, shifting requirements
or a formal budget amendment. It is important that countermeasures are documented and coordinated
with those holding approval authority.

What is zero-base budgeting?

Zero-base budgeting starts from zero: every cost block must be justified from scratch instead of carrying
forward prior-year figures. The method prevents entrenched buffers but is labour-intensive. It is typically
suited to indirect areas, service budgets or periodic fundamental reviews, and less so for the ongoing
direct material area.
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