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Traditional budgets
According to Hope and Fraser (2003) and Radu (2011), “A budget is set at a certain point in a time as a fixed performance contract, its compliance is controlled, and all variable are accounted for in the accounts at the starting of the New Year”. Budget is a control system for management; which are generally prepared for operational sales, fixed and variable overheads, financial decisions, marketing and so many other diverse internal operations. Budget is a plan, anticipating the future expected outcomes with the change of variables over time. In today’s world, entities are continuously trying to adapt new changes, internally and externally. Over past few years traditional budgeting has been at the verge of criticism due to its recognized weaknesses over time. Whereas Drury (2011) and Gary (2003) and other authors agrees with that “Even though budgeting methods have been questioned for its reliability and validity by various authors, yet businesses have declined to completely abolish the use of budgets”. So far, there are no cases where the companies have stopped the use of budgets, but with the constant emerging changes in business world, companies have incorporated new budgeting techniques to overcome the drawbacks of old methods (Hansen, 2011). 

Activity based budgeting and balanced score card approach is now chosen to be incorporated within organization’s operations. Cost and time inefficiency, poor performance evaluation, factors leading to unethical behavior within organization and outdated data are some of the limitations of traditional budgeting system. To overcome those barriers, companies are now determined to improve their methods by incorporating better methods to evaluate performance of the entity and making it more cost and time efficient by implementing Activity based budgeting. 
However, scholars emphasize that budgeting is to be considered as a way to develop strategic controls rather than adopting it as a solution to highlight the areas of concern.  
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Larger entities fail to utilize the budgets for the actual purpose they were structured. Preparation of annual budgets itself is a tiring task to be performed that instead of bringing benefits to the employees and management, it leads to lesser accuracy and inefficiency (Radu, 2011). The dissatisfaction of organizations with the traditional budgeting is not only limited till lesser accuracy of the data analyzed but also leads to budget gaming within the entity (Jenson, 2003). Neely (2001) claims that the 12 weaknesses of budget developed by the Cranfield University. They further divided the problems identified into three categories; Competitive strategy, business process and organizational capability. 

Furthermore, Budgets are less flexible in regard to changes that may occur over period of time. Hope and Fraser (2009) argues that budgets are more likely to be a fixed performance contract as the employees are focused to achieve only the set targets. This may restrict the management to be resourceful and incorporate new ideas and may limit them to take any important decision required by the situation. 

It is often argued that budgets are not strategically focused and contradictory to its own purposes. This may be a result of almost no link between the company’s corporate aim and the strategies used to prepare budget (Parmeter, 2003). The problem identified was that budgets were more focused on achievement of internal objectives, but they did not much help in adding value for the consumers of the business (Hope and Fraser, 2003). 
Time inefficiency was another limitation identified. Large amount of time was required in preparing the budgets, yet they added very little value to the entity. However, time inefficiency is not the only factor leading to lesser added value, missing link between budgets and strategies is also an important cause to it. Often detailed analysis of variables is required to prepare the budgets, which again demands the length of time. 
The aim to achieve added value is also ignored due to excessive focus on cost reduction. It is argued that due to set targets of budget, entrepreneurs are less likely to pull in innovative ideas as they feel restrain by the targets set at the start of financial year. Mangers are also constraint to invest into strategically critically projects due to budgetary limits (Cokins, 2008).

Traditional Budgets are also cost inefficient. It is relative to the size of the business on the amount of time or resources to be utilized in order to prepare budget. However, Permeter (2003) agrees that approximately 25000 person days are invested for every US$1 billion of revenue. Time and costs invested in preparing budget is a heavy expenditure for any organization relative to their size and nature. 

Scholars also argued that budgets are not frequently updated. With the constant changing economic environment, it becomes a necessitous to work with the updated scenarios. However, budgets are only updated annually, regardless of any changes that may have taken place over the entire year (Libby and Murray, 2010). The entire planning done for the annual budget may go to a waste within minutes due to any change in numbers occurring in between the fiscal year, making it useless for the management to use the prepared budget.

Orlando (2009) agrees that budgets are based on unsupported assumptions and framework, therefore the employees are not able to comprehend their operational efforts into monetary terms, leading to lesser or not at all understanding of the importance of adding value to the entity using budgets. Assumption based budget may lead to inaccurate forecasts resulting in wrong decisions and huge losses in future.

Studies also identified budgetary gaming as a limitation of the traditional budgeting. Jenson (2003) wrote a detailed paper on budgetary games which focused on that “organizations pays people to lie”. The paper gave insight to the problems aroused by the pressure on employees to meet the deadlines and harmful actions done to add value to the organization. Activities like window displaying the numbers in financial ledgers were often practiced by the employees in order to meet the desired targets. Less increment in productivity was gained. 

Radu (2011) summarizes the different studies of various authors that budgets aiming at too high performance level discourages the employees to work efficiently, even the budget set with achievable targets may lower the morale of employees. Rather a low performance be set for the employees, so they do not get tired and will still be looking towards a new target to achieve. Employee may feel that entity does not value his working time enough or his work is of low quality when he is not able to meet the set targets. 

[bookmark: _Toc502097170][bookmark: _Toc502866364]Activity Based Budgeting

In the light of previous discussion, it seems that traditional budgeting is to be seized down forever, yet the scholars have suggested modern methods of budgeting to improve the budgeting system and add value to the business. Sandison (2003) claims that Budgets should achieve operational balance first than a financial balance. Activity based budgeting focuses on the overall company strategy, emerging forecast demands and the availability of resources and time. It is made from scratch each time the company focuses on its strategic goals and the situation emerges (Cokins, 2008). Operational planning of the management becomes more optimistic and focused in relation to the realistic approach towards the achievement of the strategic goals as the costs and revenues are allocated more efficiently in respect to their needs and output (Hansen and Torok, 2004). 

Activity based budgeting benefits the entity in terms of better and increased precision for the planning and control process and effective operational adjustments. Moreover, the required changes may be adapted and incorporated easily within the set targets. It also reduces the time needed to prepare the budgets. However the smaller firms may find it difficult to deal with the complex structure of Activity based budgeting (Hanninen, 2013). Even the larger firms may face the difficulty in collecting the required data and information to prepare the activity based budget (Cokins, 2008).
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Balanced score card approach was developed to deal with the financial and non-financial performance measures for employees (Kaplan and Norton, 1992). With its usefulness, studies suggested that it could be incorporated into strategic management system to improve the communication and controlling strategies within the organization (Kaplan and Norton, 2000). Balanced score card is primarily used to measure the strategic performance within four division; financial, internal business processes, customer satisfaction and learning and growth. It helps to improve the effectiveness of management as it focuses on the communication, controlling and commanding strategies. Employees have a better and clear understanding of the strategic goals of the organization and they can relate it to targets set when calculating their value to the entity. It is also claimed by further studies that balanced score card helps to improve the organization as it finds opportunities to reduce costs (Phillips, 2007). 



Conclusion

It is vital for all organisations to budget as this gives management time to plan long term rather then focusing on daily management short term budget planning.
Being able to budget allows organisations to save funds by analyzing unnecessary and necessary cash spending. Traditional budget approach on the other hand is not used by organisations due to its disadvantages which include being time consuming and do not adapt to changes in external and internal changes and customer needs and demands.
[bookmark: _GoBack]Using activity based approach and balance score card approach has benefited organisations by adding value to organisations, focusing on overall company strategy and less time consuming, improvement in communication strategies. However, there may be disadvantages with the activity based and score card budgeting approaches but this has less implications and effects on the organisations internally and externally.
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