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TASK 02
[bookmark: _Toc107349144]BUDGETING
[bookmark: _Toc107349145]Introduction:

A budget is a financial document of business plans. Money will need to be spent on expenditures that require activating business plans and income that will need to be generated to cover the cost of getting the work done. Budget is integral to running any business or organisation efficiently and effectively.
A budget is the quantitative statement of income and expenses for a specific period, which should be followed to achieve the goals.it 

 There are two types of budgeting techniques, namely,
1. Traditional Budgeting 
2. Zero Based Budgeting.
[bookmark: _Toc107349146]Traditional Budgeting.
Traditional budgets are based on an incremental approach; traditional budgeting is the method of preparing the budget in which last year’s budget is taken as the base year. The new budget for next year /period is ready by making changes to the base year budget by adjusting the expenses on the bases of the inflation rate, market situation & consumer demand etc. past year’s revenues and costs from an integral part of the current year’s budget, mostly those items in traditional budgeting are need to be justified, which are over and above the last year’s budget. 
[bookmark: _Toc107349147]Merits of Traditional Budgeting.

The traditional budget has various merits & limitations, which are appended below.

a. It is easy to prepare and implement, saving managers time and effort.
b. This budget helps promote decentralisation in the organisation; for instance, various branches/franchises away from the Head Office can prepare a budget independently and make changes within the allowed time.
c. A traditional budget brings stability to the function of the organisation.
d. It allows the organisation to consolidate various project or unit performance into a single large one; this help to improve the performance of those underperforming projects before they were c clubbed with suitable performing tasks.
[bookmark: _Toc107349148]Limitation of Traditional Budgeting.

a. Traditional budgets are inflexible & fixed once prepared; these budgets cannot be changed, like a new market competitor or change in the policy of the Government and other stakeholders. 
b. These budgets are prepared mainly by top management, promoting bureaucracy.
c. Resource allocation depends on past levels. Important projects may not be prioritised.
[bookmark: _Toc107349149]Zero Based Budgeting.

A budgeting process that allocates funding based on program efficiency and necessity rather than on past spending Zero-based budgeting method is a process that starts from the base of zero, with no reference being made to the previous period’s actual or budgeted performance. Budget preparation begins with a nil base rather than incremental or traditional budgeting. Every department or segment function is reviewed comprehensively. It tries to allocate resources to the part of the business where they need them. it does this by inquiring about justification against resources and their work and by developing a questioning environment by asking the following questions 

· Whether the activity necessary?
· Impact of ceasing any activity?
· What is the alternative way to perform the activity? 
· How much does the activity cost?
· Do the benefits gained from the removal/ addition of the activity match the cost?

Zero-based budgeting provides distinctive advantages & disadvantages to traditional budgeting are mentioned below:
[bookmark: _Toc107349150]
Advantages:

a. The planning mechanism needs a budget setter to reevaluate every activity annually from zero a
b. It encourages a bottom-up approach to the preparation of budgeting
c. It promotes a more efficient allocation of resources.
[bookmark: _Toc107349151]Disadvantages.

d. It requires some necessary skills for decision-making at a managerial level which costs additional cost of training.
e. A sizeable organisational number of activities may be too large that the amount of paperwork will be unmanageable.
f. Zero-based budget cannot be too frequent annual based because the preparation of funding is costly and time-consuming.   

  
 


B) the Process of Zero-Based Budgeting and How can this be implemented.?
 The process of Zero-based budgeting starts with zero bases, and every department analyses its need and accordingly budget for a specific period will make.
 The critical element that should be analysed at the time of preparing Zero Based Budget are as under:

1. Identify the organisation's objective and develop an operational plan and budget for the upcoming period.
2. Identification of alternative and efficient ways of achieving the current target.
3. Evaluate reduction in budget and expenditures in a systematic way to allow prioritised allocation of resources.
4.  Diagnose the unnecessary activities that the budgeting process supports typically.   
Zero Based Budgeting can be implemented by adopting the following five steps. 

1.  Identify the decision unit or activity unit 
2. [bookmark: _Hlk106672254]Decision-making for packages  
3. Ranking decision packages 
4. Allocation of resources
5. Analysis and controlling
 
1. [bookmark: _Toc107349152]Identify the decision unit or activity.
Zero Based Budgeting process starts with identifying the decision unit or activity level; the decision should be regarding the identification of single activity or a bunch of activities that can be independently identifiable.   
The term independent can be defined as an isolated activity that does not overlap with any other activity; every cost centre may be identified as a decision unit.  
Every organisation has more than one cost centre or decision unit, i.e., marketing department, production department, human resources, finance department, procurement department etc.; the manager for every decision unit requires justification for the budgeted expenses against his decision unit. His reason must not be based on the prior year's budget or any preceding year. Identifying the decision unit at this level will provide a base for budgeting. Therefore, justification must be convincing.
2. [bookmark: _Toc107349153]Decision-making for Packages
The decision unit that was separated and identified in the first step is broken down into more small-scale decisions; every package should act like a completely different proposal that is attractive for the allocation of funds. 
The appropriate decision package must contain the following information.
· The task for which the different decision unit is subdivided.
· Analysis of the need for the task.
· Analysis of the technical and operational particularity of the task
· Goals and objectives of the decision unit
·  We are finding alternative actions to perform the activity.
3. [bookmark: _Toc107349154]Ranking Decision Packages.
The third step involves the ranking of the decision unit. Ranking in respect of their importance and priority is done for all decisions. The main reason behind the order is efficiently allocating scarce resources to the business. While ranking the decision unit, the man agent must analyse the cost in each package to be accurate and free from error.
4. [bookmark: _Toc107349155]Allocation of Resources
 At this step, funds are allocated based on the ranking made at step three; therefore, high-ranked units get better funding due to this step's optimal utilisation of an organisation's limited resources.
5. [bookmark: _Toc107349156]Analysis and controlling
 The last step for preparation of a zero-based budget under which decision units are monitored and evaluated for their performance and output. Assessment of performance of each decision unit and package helps management determine whether the allocation made was accurate or needs any changes. 


C) Can Budgeting Control Support Sustainability?
[bookmark: _Toc107349157]Budgetary Control / Budgeting Control.
Budgeting control can be defined as the control system that helps management to plan and control the systematic use of resources in and logical manner to ensure that financial goals or profitability may be achieved; the control system includes planning, coordinating with the department and establishing responsibilities for comparing performance with budgeted and actual performance to attain maximum profit. Budgeting control to control an organisation’s system in financial terms following techniques are adopted.
· Financial Budget
· Operational budget 
· No- Monetary Budget.
[bookmark: _Toc107349158]Sustainability of Organizations.

 Sustainability of business can be defined as the operation of a company to be viable, grow and earn a profit; sustainable business recognised the economic and social aspirations of people inside and outside the organisation. The sustainability of any organisation depends on the continuity of operation by avoiding losses and earning profit to invest in the growth of the business.

Nowadays, business is more competitive, and organisations are becoming more aggressive and dynamic in identifying strategies to ensure profitable existence. To achieve business sustainability and viable financial performance, in the long run, the system must be designed effectively and efficiently, which depends on sound management accounting practices, i.e., Budgetary control etc. 

The budgetary control strategy is the tool ensuring efficient and effective resource allocation in the implementation of the budget to achieve complete control of their spending within the allocated budget. The overall purpose of budgetary control is to help management plan and prevent the use of resources systematically and logically to ensure that they achieve the organisation's financial objectives, profit satisfaction and maximisation.
Initially, the individual invested in small and medium enterprises with single ownership that are easy to control. Still, as the business expands, there is a tendency to split the company into parts or franchises and employ a specialist manager to run it with several line managers responsible for the operation of a specific function. It is essential to develop an overall plan or budget so that the business will achieve its agreed objectives, as the budget will force management to think ahead to anticipate what is likely to happen. Therefore, the company must develop a formal budget and control system which will clearly state the objective of both firms as a whole and for each individual for the company's sustainable growth.
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JanFebruary March April May June July August Sept Oct Nov Dec Total

£ £ £ £ £ £ £ £ £ £ £ £ £

Receipts :

Cash sales 85,000 66,000 85,000 40,000 42,000 49,000 56,500 66,900 74,000 49,000 50,900 50,800 715,100

Mini Bar Income  6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 6,800 81,600

Interest Received 180 2,649 4,528 7,026 8,156 9,437 10,939 12,729 14,875 17,287 19,085 21,004 127,896

Total Receipts 91,980 75,449 96,328 53,826 56,956 65,237 74,239 86,429 95,675 73,087 76,785 78,604 924,596

Payments :

Wages  6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 6,000 72,000

Utility  700 700 700 700 700 700 700 700 700 700 700 700 8,400

Rates 300 300 300 300 0 300 300 300 0 300 300 300 3,000

Marketing 0 0 250 0 0 250 0 0 250 0 0 250 1,000

Room Beverages  0 0 0 350 0 350 0 350 0 350 0 350 1,750

News Papers  0 150 150 150 150 150 150 150 150 150 150 150 1,650

Property expenses 0 0 0 0 0 0 0 0 2,500 0 0 0 2,500

Fixtures and fittings 0 0 0 0 1,750 1,750 1,750 1,750 0 0 0 0 7,000

Vehicles Lease  275 275 275 275 275 275 275 275 275 275 275 275 3,300

Vehicle Petrol  500 500 500 500 500 500 500 500 500 500 500 500 6,000

Third Party insurance 0 0 0 0 0 0 0 0 0 0 0 4,000 4,000

vehicles valeted  140 140 140 140 140 140 140 140 140 140 140 140 1,680

swimming pool 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 18,000

Sky Tv 250 250 250 250 250 250 250 250 250 250 250 250 3,000

Premier League License 0 0 0 3,000 0 0 0 0 0 0 0 0 3,000

Mini Bar Cost  0 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 3,000 33,000

Overdraft Interest 0 0 0 0 0 0 0 0 0 0 0 0 0

Total payments 9,665 12,815 13,065 16,165 14,265 15,165 14,565 14,915 15,265 13,165 12,815 17,415 169,280

Balance b / f 6,000 88,315 150,949 234,213 271,874 314,566 364,638 424,312 495,826 576,236 636,158 700,128 761,316

Net cashflow in month 82,315 62,634 83,263 37,661 42,691 50,072 59,674 71,514 80,410 59,922 63,970 61,189

Balance c / f 88,315 150,949 234,213 271,874 314,566 364,638 424,312 495,826 576,236 636,158 700,128 761,316


