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Executive Summary

This report discussed the traditional budgeting methods, throughout the report we discussed the advantages and disadvantages of the most sought-after budgeting methods. In the introduction, it explains how this report will help you decide on the suitable budgeting method and what each method does. It gives an insight of how the report will give you knowledge on the divert budgeting methods. Each method was discussed in the main findings, all with references backing up the criteria, talking about the advantages and the disadvantages. It also explains how each method differentiates from the rest, with some having differences with long term and short-term methods. In the conclusion, it talks about the strongest and the weakest budgeting approach, this conclusion is opinionated and not a fact, it’s based on what seems like the most suitable option. This helps you to guide into the right direction when starting up a business, whether that be a small business or a larger corporation. 
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Introduction

This report will define the different roles of budgeting, it will provide information on the best approaches to consider using in businesses. The report will analyse the strongest and weakest budgeting choices, with examples of how current businesses manage their budgets. The different roles of budgeting will be based on its importance in business to the least used budgeting approach, what exactly affects each business approach with its strengths and weaknesses. This will help narrow down to the most suitable approach for a business’s success and what characteristics are proven to persuade a business to use more frequently. Most approaches do have their own weaknesses which can’t be changed, which is known as inherent flaws. Inherent flaws are a definition of weaknesses in an approach that cannot be altered, which can lead to failure. (Webster, 2023)





















Main Findings

Methods of Budgeting for Business purposes

Activity-Based Budgeting is a type of traditional method used to track all cost related transactions that are used to examine business expenses. This type of method takes all consideration of the expenditures a business may have on a basis. An example, you have 10,000 bags of coffee beans, it costs £3 per a bag, if you sell the 10,000 bags, that results in £30,000. For each expense, you’d use this technique, this helps a business keep up to date with its budgeting point to know exactly what can be spent and what money needs to be allocated for the expenditures. (Team, 2023). Businesses use this technique to be able to process new ideas for future implements, with the costs being managed it allows businesses to allocate their profits easier which narrows down what is affordable and what is not. (Plowman, 2018)

 Activity-Based Budgeting creates stability for an organisation allowing cost cutting. This allows you to discard of unwanted expenses that can be avoided for focus on increasing budgets for other expenses. (Quaife, 2022) Although there’s pros to using the AAB method, you may come across some down sides. Activity-Based Budgeting is a long process, which is factored by the focus of analysing. Spending too much time on analysing the statistics may draw attention from the production of the organisation. Secondly, the data you may collect from expenditures might change rapidly based on business performance, whether production volume falls or rises. This will put a whole different perspective when using AAB, which results in having to repeat the process frequently. Not only this, but data is stored based on expenditures, as revenue changes frequently and doesn’t always stay the same, data will need to constantly be altered to be accurate. (Thakur, 2023)

A method which is commonly used is the Zero-Based Budget method. This method is when you use 100 percent of your income that is then assigned to a specific expense in a business. This technique is used to avoid spending money on inessential purchases. (Financial Solutions) When paychecks are given out, you insist yourself on spending it on luxuries, people also develop the urge to overspend, this could include alternative payment methods such as credit cards. This reflects on your businesses expenditures as reoccurring payments will be in action, which reduces investments into business. Managing costs such as daily spending with eating out, travel expenses and luxuries should be taken into consideration, allowing a suitable budget for investing. (Pino, 2023) Using the Zero-Based Budget method allows you to have more control over your expenditures. Investing into a business is risky but allows you to cut and pre-plan funds. It allows a larger budget for an organisation to use which stretches the capability you could get out of it. However, lower incomes can reflect on an organisation, not being financially stable may affect the commitment to pay staff or any other fees that may be part of the process of starting a business. Examples of this could be a change in the national minimum wage, if your income doesn’t change but you must increase staff wages, it would result in having to cut back other expenditures to be able to budget for staff. In other cases, you may not be able to budget other costs which could result in staff being underpaid or feeling underdeveloped, which could result in staff-loss. (Heath) As majority of income is spent on investments, stock will be higher, which could result in affecting staff performance. If the amount of workload is too high, this could negatively impact an organisation. Due to the method, having a smaller income would be more impactful on this decision. This is because a smaller income would reflect on the number of staff, you’re able to have at your business. Business performance also reflects on this, if revenue isn’t at its high, then the amount of recruitment will plummet. (Morgan et al., 2017)

Rolling Budgeting approach is a short-term method, this is usually used for fast growing businesses, with a higher revenue. This allows businesses to try out new investments without having too long term. Using this gives businesses more flexibility with their investments to avoid chances of failing affecting the entire business. It allows budget changes in the term that you’ve chosen to invest and efficiently respond to backlash if failure occurs. This method can usually be between three to six months. If this approach works affectively, you can proceed to update your methods, whether this be decreasing or increasing investments. (Green, 2023) An example of using this approach would be setting a date that you would begin using Rolling Budgeting, with an end date that helps set a new target. Doing it like this helps reflect on the downs and ups to understand what was causing corruption. (Osman, 2023) 
Using the Rolling Budget method can be time consuming, due to it being a short-term method constant updates are needed to keep up to date with statements. The bigger the organisation, the more problems you will have with a fixed budget, this could be affected especially by stakeholders or even consumers as the demand in the business might reflect on the quantity of sales. Furthermore, software will continue to advance, which will be needed for future performance in staff-related environments. Staff who are experienced with existing formats such as using spreadsheet, might find it difficult to adjust to new work software, which could reflect on staff performance. (Murphy)
Strategic Planning intervenes with a sought-after role of budgeting as it allows businesses to set a long-term goal. A business will invision their goals and focus on them to allow more time to think about the appropriate choices. This strategy will allow targets, growth in revenue and cost changes to be analysed. Budgeting allows potential costs such as stock issues or technology problems to reduce the chances of financial issues. Organisations can underly problems and make adjustments where needed, while also focusing on the long-term side of the process so that they can study growth. (RAINSTORM, 2023)

Strategic Planning has its down sides, due to it being a pre-planned strategy, it could cut off any future possibilities of using a different strategy if the existing strategy doesn’t make ends meet. It makes organisations gain pressure on them relying on a fixed strategy. As there is planning involved, it may be time consuming for both existing and new strategies. Having a larger business may reflect on time management as there may be more strategy thoughts involved in the process, which doesn’t only affect planning but could default on performance due to attention being brought off other business plans. Unless you have a large team that can assist in managing other tasks, this could reflect. (L. Martin, 2015) Other organisations are competitors, thinking strategically and how you intend to beat the competition is an important criterion. Objectives should be set to achieve this, researching strategies and how you can compete with your competitors without the need to budget gives financial safety for an organisation. (Drury, 2021)

Performance-based budgeting is based on the performance of an organisation. This is used when a business analyses performance to a chosen approach by putting forward a smaller investment and measuring the results afterwards. If the performance outshines, budgets will increase allowing more money to be put into the development of an organisation. (Howard et al., 2021) The advantage of this method is that organisations that aren’t profiting encourage increase in budgets to look for the inputs and outputs. However, there are some downsides to this method, there is a potential risk for organisations to have conflict when it comes to where expenditures should be prioritized, this could be very opinionated and one wrong decision could reflect on the future of a business’s success. (Hayes, 2021)
Incremental Budgeting is when you create minor changes to a current budget, this is used to best develop an already existing budget plan, without huge effect. This budgeting method is one of the easiest for numbers, it allows you to make changes with simplicity, without the need for advanced calculations. It also allows you to manage finances better over time, with small changes, allows smaller costs which can help manage your budget better without the need for larger expenditures. Although this method is one of the most common, you might find that you are unnecessarily spending money, as the budget differentiates, it could constantly increase. When in an organisation, usually there are set departments. These departments are allocated their own budget, but usually use it to ensure needs are met. (Schmidt, 2023) 

Value Proposition budgeting is when an organisation evaluates their products and analyses their successful sellers. Budgeting is then aimed at the lowest units sold and money spent is based on how valuable each product is. If a product is a top seller, more budget will be used for the product to purchase more units or for a new supplier. Value Proposition uses revenue and expenses based on past data; this gives you evidence of product performance to know if it’s worth investing in. (Davidson, 2022) The downside of this method is that you may not always be able to predict success in a product even though it has previously. Trends change and that can affect the future of a product, especially when more money is being invested, or quality wise, it could make consumers step away from the product if it begins to become more premium with a premium price. (P, 2022)

A master budget, which summarizes cash flow projections, financial statements, and the financial plan, is a key planning tool for businesses. A master budget takes all financial criteria into thought, so that it can be used to take action to meet goals. Master Budget consists of different budgets, with the following: Sales Budget, Production Schedule and Direct Materials, Labour and Overhead Budget. A sales budget isn’t just based on sales but carries on from judgement from other types of data. The business must figure out how many sales it anticipates in the upcoming year. Next, it needs to budget the number of units it needs to sell to fulfil both the ending inventory requirements and the sales budget. To avoid stocking out, most businesses have an ending inventory that they need to satisfy on a monthly or quarterly basis. (Carlson, 2022)

Cash budgeting is a method of budgeting that uses the ending balance before the beginning balance. This allows a business to implement a plan for future needs rather than taking the long-term route. It uses expected cash inflows to create a budget for the organisation. Using investments or dividends may allow more freedom when requesting bank loans, which can then be used for business purposes. Cash Budgets should be done in two types, short-term and long-term. Short term will give you an opportunity to use expenses for the first few weeks or months of starting a business. Long-term will help for the foreseeable. (BrooksCity, 2021) When Cash budgeting, you get a glimpse of what it’s really like to budget bills and other expenditures, it determines how much you can afford and what you cannot, so making a purchase doesn’t allow overspending so you are set with a limit. It enables you to understand your financial wellbeing, this gives you the opportunity to get a glimpse of what your future cash flow could be, may it fluctuate or indicate growth. (Gaille, 2018)






























Conclusion

After finding the different traditional business budgeting methods, there was one method that stood out. Although all these methods are suitable depending on what is your favourite approach, whether that be putting your all or analysing carefully.  Value Proposition Budgeting feels the most suitable approach for a business. This is because you’re able to match out in your business what is the suitable investment, even if you are using old data, this gives an insight on what is most suited for investing. It allows you to single out the products that aren’t doing so well so that you’re able to invest in the popular products. Although there are downsides to the risk of investing in an already popular product, based on impacts of trends. You might find that a product that was once popular will not be popular again. But if you choose to invest wisely and keep investments in small amounts any losses won’t severely impact the business. 

The weakest chosen method would be the Zero-Based Budget, due to its risk of using majority of your income, you might find that your returns in profits may not be so high. Cutting back but investing in your business takes a lot of consideration, especially when you’re investing 100 percent of your income after bills. A downside to this is that any extra unexpected expenses that occur may not be affordable once investments have been made. You may find that your income is very little especially after bills, and a business plan may not be on the list for you depending on financial stability. 
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