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Budgets can be defined as a process where an organization identifies, summarizes, and communicates financial and nonfinancial information about organisation’s future strategic plans and activities. Moreover, balanced scorecard is a metric that put balance between financial and non-financial measures while activity-based budgeting relates the cost with activities happening in the company. A critical and detailed analysis of budgets and modern budgeting process will be explained below. 
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Why is budgeting so important?      
This is a very important tool in order to determine and control in advance all the expenditures required to accomplish long-term goals along with suggestions for how to meet them. By preparing budgets, it allows the company to see whether a project is worthwhile in money terms. If the organization does not have enough money to accomplish every task required, the management team will use budgets to prioritize the spending by focusing on organization’s most important things. This ensures the company to keep the finances on track and to have enough money to achieve all their objectives. 
Some of the main advantages of preparing a budget will be listed as below:
1. Helps the organisation to control income and expenditure, plan their operations, and to support their managerial strategies. They can measure performance against the targets set in the budget.
2. Budgets are used to communicate information. Co-ordinating organisation’s departments and employees to assure they are working in harmony and to encourage communication between them. 
3. Motivate employees by including performance against budget in the organisation’ remuneration scheme. 
4. Employee performance appraisal where managers evaluates those who perform efficiently.
5. Set the organization’s objectives in numerical terms. 
6. It helps to forecast customer’s demand.
7. Participation so budget can involve personnel of all levels in decision making about budgeting (Cima,2008).

The process of preparing budgets
The budgeting process consists of 3 major stages such us planning, preparation and evaluation. 
1. Planning 
In order to starts preparing the budget, organisation must have set their goals and objectives. While planning, participation of all staff is required in order to gather different information and ideas. They might have long-term goals (5 to 10 years) where they need to take into consideration how the company structure will change over the years, such us hiring new employees, providing training, new equipment etc... While setting a budget for short term goals (1 month to 1 year) they need to be more specific and give more details in order to prepare the budget properly.

2. Forecasting
Forecasting estimates the organization’s future financial outcome to make sure that company is heading in the right direction. In order to do this, management team analyse organization’s historical data and current financial and non-financial position and some other factors that have impact on the company. This will lead the management to estimate future conditions and activities in order to set a realistic budget. Due to changes in business plan, operation, or inventory, forecasting needs to be updated over the time so the managers can frequently analyse monthly. At the end, all the plans and forecasting will be written in reports for approval.

3. Evaluation 
The budget committee will evaluate the report submitted in order to determine the potential plans and how they will affect the overall interest of the organisation. Based on historical data they are able to compare the current budget with the previous ones in order to see if they are losing or making more profit. After the budget has been approved, management team have to communicate the budget to the whole staff in order to participate them all (Cima,2008). 

Critical analysis of budgeting
On one hand, budgeting has been seen as a very useful ‘finance tool’ for some organisation, but on the other hand there are some companies who find budgeting very difficult to control.
Inaccuracy. A budget is all based on assumptions and forecasting that does not always turn out to happen as it was planned. This is due to the fact that future is unpredictable and external factors such as economic downturn, interest rates might change, currency exchange rates can affect the organisation. If any of these significant changes happens, then the organisation’s cost structure or revenues might change radically which can affect the actual budget expectations. 
Limited input from budget holders. After the budget is set, it is given to the management team who are forced to stick with it. Some managers might find the budget too low or to high which can demotivate them. 
Time consuming. It requires a lot of time to create a budget as the organisation have to through all the data to come up with a financial plan. The bigger the company, the more employees involved the more time is required for the budget (Bragg,2018).
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A balanced scorecard is a strategic management performance metric introduced by David Norton and Robert Kaplan (1992). According to them, a balanced between financial and non-financial measures can provide a clear performance target and make managers to focus on critical areas of the company. This tool is used to improve and identify various internal business functions, their resulting external outcomes and to track KPis. 
Scorecard brings elements such becoming costumer oriented, improving quality, teamwork and managing for the long term (Maher,2005). A clear understating of such elements can help the management for decision making. 
Customer perspective
How do costumers see the company?
 Nowadays the mission of an organisation is to focus on delivering value to customers and meet their needs. On the other hand, customers’ concerns are regarding time, quality, cost and performance and service. The company should set goals for every costumers’ concerns so they can turn them into specific measures to meet costumers’ expectations.
Internal business perspective 
What must we excel at? 
The internal perspective includes measures for factors such quality, cycle time, employee skills and productivity that impact company and customers satisfaction. Company should identify the critical technologies needed and measure company’s core competencies in order to continue market leadership. To achieve goals on above factors, managers have to devise measures influenced by employees’ actions. This ensures lower level employees to have clear target for decision, actions, and improvement activities that will contribute to company’s main mission. 
Innovation and Learning perspective 
Can we continue to improve and create value?
Company’s targets for success keep always changing over the years. In order to survive the global competition, companies keep doing improvements to their existing products and introducing new ones as well. The ability to improve and innovate, adds more value for costumers and can help the company to increase revenues, penetrate new markets and increase shareholder value.
Financial Perspective
How do we look to shareholders?
Financial performance measures if the company’s implementation, strategy, and execution are assisting to bottom-line improvement. Organisation’s financial goals are regarding growth, success, survival, and prosperity. Financial measures are able to analyse and make comparison companies and provide aggregate view of organisation’s success (Maher, 2005).
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Activity based budgeting is defined as a planning system where costs are related with activities and the budgeted expenditures are gathered based on expected activity level (Mahar, 2005). This budgeting system improve cost planning and focuses on different activities happening within a business. ABB method can eliminate irrelevant activities, for instance, by reducing production time ore by increasing the batch production, business might be able to save money, which turns into profit. 
In addition, by using this system, management can observe the associated cost in different parts of a business. This helps managers to decide in which area of the business will funds be allocated. As a result, parts of business will have sufficient support to place a greater emphasis, such as developing new products or expanding products in a new region. http://www.cimaglobal.com/Documents/ImportedDocuments/cig_tg_budgeting_mar08.pdf
Activity based budgeting use the concept of activity-based costing in order to estimate the business’ future demand for resources. This model has been proved to have at least two main advantages. First, it is accurate and provides relevant info and data to productive and detailed budgeting process. This method applies detailed cost examinations and approaches ensuring that planned costs are met. Second, the most important feature of the ABB is that it enables the budgeting department/ individual to understand why the demand for the resources does not go in the same line with the production volume. Moreover, when we are preparing a budget for a XY product it is very important to understand that some overheads and costs are incurred for a fixed period of time during the product life cycle. For example, the cost of the factory building will be incurred on the product until the ROI (Return in Investment) has been completed (payed back) and then the cost of the product will not remain the same, but it will decrease. This is a pure example that demand for financial resources will not be linear with the production volume. 
However, this model has its drawbacks which makes it unattractable to some organisations/individuals. The ABB is a financial tool which does not take into consideration last year’s budgeting. This makes it more complex as every year new resources are needed to prepare new budgeting. Also, the model is time consuming and expensive to maintain and run as it will take significant time/ human and technological resources in order to be successful. This will make he model very complex and expensive leading to disappointment to organisations and individuals that utilise this approach (IMA, 2002). 
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To sum up, budgets play a crucial role on preparing a financial plan for a certain period of time. On one hand, by preparing budgets, the organisation can keep the finances on track and clearly see if a project is worthwhile. On the other hand, budgets take time to prepare and is based on assumptions which does not always turn out to happen. Furthermore, Balanced Scorecard is an essential tool in order to put a balance between financial and non-financial measures. Taking into consideration different business perspectives helps the management to take better decisions. Another essential tool is Activity Based Budgeting where costs are related with activities. ABB deeply analyse the cost of each activity in order to improve cost planning. 
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