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Introduction 
This report seeks to inform the reader on the needs and processes of preparing budgets. In order to spend your money or the organisation money you would need to set a budget, by using a budget you would feel more in control of how you were spending. 



























Report

A budget is a quantitative plan that estimates the expenses and revenues that an organisation need to incur over a specific period of time (Joshi et al., 2003). Most organisations often produce various forms of budgets for example sales, materials, operational, production, labour, variable overheads, fixed overheads and other budgets. Introduce readers to the idea that based on modern research and academic thinking, limitations were identified in traditional budgeting methods which led to new forms of budgeting like activity based budgeting and, balanced score card and rolling and flexible budgets. There are different forms of Organisation that want to operate effectively would compile a budget, within larger organisations this can be quiet time consuming and costly, depending on the organization factors. 
A budget is therefore a projection of future projects. In other words, the amount of money that has be allocated for a particular project. The information this document offers is a summary of the amount of money the organisation is about to spend with a total breakdown of how it is to be spent. 

The academic research is replete with articles that discusses the various objectives of budgeting. The most common uses are to control resources, to communicate the organisations plans to managers, to motivate managers, to evaluate manager’s performance, to project the future company’s performance, for accountability and so on (see Otley, 1978, Dror, 2008, Ekholm and Wallin, 2000).     

There is a substantial amount of benefits to be gained from the budget once it has been executed correctly. For example, a budget can help the company to use accumulated past data to predict outcomes for the future and how much revenue will be achieved. It can also help in planning and control because after the forecasting stage has been completed, the planning stage can begin (see Ekholm and Wallin, 2000). This will enable the organisation to look and plan ahead for their expected level of activity and put resources into place. This process allows the management team the chance to address issues which might hinder the budgeted level of activity. Budget also helps managers to communicate plans to other levels of management, to quantify targets, to promote forward thinking. It is important that when compiling a budget the relevant stakeholders must be realistic, it should be flexible and should be evaluated on a regular basis (see Riley, 2012).
 
Coordination
A coordinated budgetary system should help to ensure that actions taken by the different departments or functions within an organisation can take place with a more coherent coordinated set of decision
Control
When a system of variance is created a comparison between the budgeted data and the actual data can be made the by management. This enables the organisation to achieve control over cost and expenditures, this is often termed ‘variance analyses.
[bookmark: _GoBack]By having control over the budgeting this helps managers to measure performance, motivate mangers to achieve targets, provide direction and coordination, assign responsibility, improve efficiencies  and to establish targets and standards

Motivation  
The budget totals need to reflect a challenge and an incentive for those responsible, this motivates the employees to try harder to achieve the budgeted targets.

 Types of budget 
An organisation’s budget should be complied to accommodate any resources that its organisation is expecting to use in the future
Listed below is a list of the most commonly used budgets
· Cash: or cash flow forecast
· Sales: showing expected sales by value or volume
· Material: shows materials needed
· Production: shows units of production
· Master budget: this is a combination of all budgets which are usually summarized by a cash budget, forecast income statement and a balance sheet.
There are two main forms of setting budgets
· Incremental budgeting:
 This process uses historical data as the bases for setting future budgets.
· Zero –based budgeting
       This process is the reverse approach to the Incremental Budgeting.
The zero-based budgeting process starts from the beginning each time; the previous budged amounts bear no relevance in the zero-based budgeting process.
The benefits of this system is that the relevant budget holder has to justify the reasons for the expenditure and only then will it be allowed; this should lead to cost savings as each budget holder has to provide justification.
Budget Committee 
The Budget committee consist of various Vice Presidents, CFO’s, Presidents and Senior Managers, they do not prepare budgets they are only responsible for the approval of various budgets.  
There are two budget approaches 
· The Top Down Approach:
This is when goals are pushed down from top management
· The Bottom Up Approach:
This is when lower level management are the primary source of information used in setting the budget.


Budget Time Period:
Budget time periods can range from months to several years, there is an inverse relationship between the length of the budget period and the detail contained in the budget. Short budget periods tend to contain much more detail, while long budget periods tend to be less specific.
Are budgets successful? Well this depends on 
· The level of support top managers dedicated to the budget
· How the information is used by top management?
· Timeliness of budget follow up
Budget variances
This happens when actual results are different from the actual budgeted amount, things that could cause this to happen could be 
· Managers may have done a ‘very good’ or ‘very bad’ job
· Business or economic conditions may have changed 
· Weak development of the budget


The Balance Score Cards and Activity Based Budgeting
When an organisation wants to assess its achievement of financial and non-financial objectives it would use a tool called a Balance Score Card. The idea of The Balance Score Card was developed by Kaplan and Norton (2007). The aim of the score card was to align business activities to the Vision and Strategy of the business performance against Strategic goals. See appendix 1







Balance score card
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Appendix 1

Key features of a Balance Score Card
· Top down approach
· Begins with the Mission and Vision of the business
· Identifies Key Performance Indicators from four different perspectives
· Emphasises importance of non -financial measures 


Activity based budgeting developed from activity based costing and this involves a process of budgeting after assigning cost for each function within the business organisations (see Hixon, 1995).




Conclusion   
The process of compiling a budget can be quiet complex, regardless whether the organisations are large or small, team efforts are paramount. 
After compiling this report, I can clearly recognise the importance of having a budget, whether it for personal use or for business purposes it’s very clear. Budgeting forces you to map out your goal whilst keeping track of progress and turning dreams into reality.
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