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Introduction

One of the main purposes of budgeting is to help the management to implement its strategies successfully. (Rickards, 2006) This means that budgeting is a helpful tool to gain a competitive advantage and to achieve organisational goals and objectives. Rubin (2017) defined budgeting as allocation of limited resources among possible expenses. Budgeting means balancing income and expenses and it entails various levels of decision-making. According to Marsh (2012), budgets are plan’s financial evaluation. Therefore, budgets, as described by Kaplan (2017), are detailed, measurable plans prepared for a specific period of time.

The Need For Budgeting

Kaplan (2017) enumerated the purposes of budgeting as follows:
1. Planning – Budgeting presents a plan on the notion that the organisation will operate continuously which agrees with the going concern assumption. (Needles et al., 2014) Mosher (1954, cited in Miller et al., 2018) stated that “budgeting and planning are apposite, if not opposite.” This implies that budgeting and/or planning may mean saving to spend or spending to save. The idea is that resources must be carefully allocated for various expenses, in order to minimise additional costs.
2. Control – Through budgeting, benchmarking is possible as there would be comparison between budget and the actual activity. Also, Wildavsky (2017) described budgeting as a means to make sure that the funds are approved, appropriated and spent for activities they are meant to be exhausted for, and if these activities are withing the desired and specified limits. 
3. Communication – Budget serves as an information channel and through budgeting, management and employees throughout the organisation are informed on what the plans are. Budgeting is also a means to relay information in various departments as most of the activities within the organisation is interrelated at some point. (Uyar and Bilgin, 2011)
4. Co-ordination – Budgeting allows various sectors of the organisation to work and coordinate towards the achievement of the ultimate goals and objectives of the organisation.
5. Evaluation – Budgeting acknowledges that each departments are individual budget centers which are supervised by respective managers who has responsibility in each units. Managers’ actions may be evaluated using budgets as to how they manage the revenues and expenses which they have control over.
6. Motivation – Kenis (1979, cited in Zainuddin and Isa, 2011) stated that limited but achievable budgets motivate managers rather than a too tight one. For example, if a manager hits the target or go below it, rewards may be given which acts as a motivating factor.
7. Authorisation – Budgeting allows the manager to be given the authority to handle expenditures and employees and materialise plans according to the budget.
8. Delegation – Managers may participate in making the budgets which may encourage them to take responsibilities and set a more realistic goal as they have the knowledge on how things work in the department that they supervise.
The Budgeting Process
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THE BUDGETING PROCESS

According to Drury (2012), the budgeting process starts from the establishment of a strategic plan which includes objectives and other supporting strategies. The second phase is the implementation of these strategies by creating long-term plans which considers longer years. Long-term plans are general estimate of income and expenses and itemises initial targets and expected activities required in achieving strategic plan. The third stage of the budgeting process involves the preparation of yearly budget. It is basically a thorough and detailed version of the long-term plan as it only reflects one year ahead. As budgets are patterned from the context of long-term plans, they present the plan’s segments in an annual period in consideration of the going concern principle and takes the previous budgets feedbacks to make better decisions for the organisation. The current budget will therefore become the following year’s basis for a new budget, in comparison with the actual result. This comparison is the fourth part of the budgeting process: actual result monitoring. This leads to the final stage which is taking actions to variances from expected results. The last two stages is closely linked as to how planning and control are related. Planning is looking at the future and expecting something out of the actions required while control is looking back as how different the plan was with the actual outcome. Corrective actions may be taken after carefully reviewing the comparison and it is also possible to go back to the third stage and go on a loop until actual outcome corresponds to the expected one.

Types of Budgets

A master budget is an inclusive annual financial plan which comprises several distinct budgets for various departments and activities. It corresponds to the organisation’s fiscal year and is broken down into shorter periods (quarterly or monthly) which allows managers to take corrective measures after comparing the actual activity to the budgeted activity. Master budget can be categorised into financial and operating budgets. Financial budgets focus on the financial position as well as the cash inflow and outflow and come in form of Cash Budget, Budgeted Statement of Financial Position and Budgeted Statement of Cash Flows. On the other hand, operating budgets focus on the organisation’s activities that generate revenue such as: sales, production (direct materials purchases, direct labour and overhead budget), finished goods ending inventories and cost of sales and comprises a budgeted income statement. Although some organisations prepared budgets months ahead of the budgeted year, some organisations use the principle of a rolling budget. Rolling budget is a continuous budget for 12 months which each month added after one has ended. The purpose of this is to encourage managers to regularly plan ahead. (Hansen et al., 2009) 
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COMPONENTS OF THE MASTER BUDGET

Other types of budgets include:
1. Flexible budgets or flexed budgets, according to Oxford (2018), considers the changing circumstances and that some revenue and expenses’ items may change. Flexible budgets adjust per volume of activity and these budgets are used for control purposes.
1. Fixed or static budgets are budgets that does not change regardless of the level of activity or volume of sales. (Walker, 2009)

Weakness of Budgets

Atrill and McLaney (2012) stated that there is an increasing concern about budgeting and its role in the achievement of the organisations goals and objectives. The following are the limitations of budgeting according to Drury (2012):
· encouraging strict preparation and adding more things to think about;
· takes more time to plan and execute;
· focusing too much on short-term and monetary goals instead of the key drivers of shareholder value;
· inhibiting the organization from being flexible because of the annual, habitual planning, preparation and execution;
· binding the organization in a year-round obligation, which has high risk because of unpredictable forecasts;
· preventing attempts to beat targets, only meeting the lowest targets;
· unnecessary expenses were incurred in order to avoid having the next year’s budget being reduced;
· going under or within the budget does not necessarily mean having a positive outcome for the organization;
· being disengaged from strategy.


Activity-Based Budgeting

According to CGMA (2013), activity-based budgeting is a budgeting method based on a framework of activity which uses data on cost drivers in setting budget and processing variance feedback. ABB has three stages: (1) identifying activities and their respective cost drivers, (2) estimating the cost driver’s number of units for a required level of activity and (3) compute the cost per unit activity or the cost driver rate. Cooper and Slagmulder (2000) stated that there ABB has three objectives: (a) reporting precise costs that can be useful in identifying the organisation’s profit sources, (b) identifying cost activities to identify ways to perform or produce outputs more effectively and (c) identifying the need for resources in the future to acquire them efficiently. Despite these, Kaplan (2012), pointed out some weakness of ABB including:
· Time and effort-consuming in order to establish the activities and their cost drivers.
· Difficulty in identifying clear distinct concerns for activities.
· Some overhead costs are uncontrollable and do not vary proportionally with changes in the activity volume for the cost driver, in short term and fixed overhead costs variance would only be the variance to be reported.
 
Balanced Scorecard

Kaplan and Norton (2001, cited in Weetman, 2013) proposed an idea as a means of associating various performance measures called Balanced Scorecard. It focuses on the main goals of an organisation and the performance measures used in accomplishing those goals. The performance measurements can be viewed into four different perspectives: customers perspective, financial (shareholders), internal business perspective (organization itself) and learning and growth perspective (creating value). In each perspective, major goals must be set and performance measures must be defined to determine that the goals are being accomplished. However, Rillo (2004) stated that there are still some deficiencies regarding Balanced scorecard such as: (a) the relationship between cause and effect is not time-wise connected and are not related in reality; (b) customers and shareholders are only given focus and not the other stakeholders such as competitors; (c) ranked top-down arrangement generates problems in execution; and (d) not suitable for a distinctive organisations. 

Conclusion

Budgeting is indeed a helpful tool in realizing and achieving an organisation’s goals and objectives. It can be used for many purposes such as: planning, control, communication, coordination, evaluation, motivation, authorization and delegation. In order to utilize the benefits of budgeting, each organization must carefully go through the budgeting process. This will help the organization to know which type of budgets they must use according to their needs as budgeting also has its limitations and weaknesses.
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1. Strategic planning process
(specification of objectives and strategies)

2. Creation of long-term plan to implement strategies

—— 3. Preparation of the annual budget within the context of the long-term plan

4. Monitor actual results

5. Respond to deviations from plan
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