MANAGEMENT ACCOUNTING
Name: Mr. Dike Victor Meme
Student ID: 1602426

Lecturer Name: Dr. Rexon Nting

University of Wales Trinity Saint David

Table of Contents


2INTRODUCTION


3TRADITIONAL BUDGETING


5ACTIVITY BASED BUDGETING


5BALANCED SCORE CARD APPROACH


6REFERENCES




INTRODUCTION
Budgeting is a main foundation management tool for any organization to control and plan its future activities, based on the data and information collected from the past events and the variances calculated by the management. Traditionally, budgeting has been the primary accounting system for management to strategically plan to control the activities within organization. The main aim to prepare budget is to set targets and plan financial activities which is measurable easy to transform strategic plans into operational objectives. Though, in past few years, Traditional budgets have been proved for not serving the purpose they were built for. In constantly changing and emerging business environment, traditional budgets are being highly criticized for its cost and time inefficiency (Hansen, 2013). Recently companies have been using Zero-Based and Incremental budgeting methods to prepare the financial budgets, where the only focus was on financial activities and the non-financial performance measures were being ignored. 
Moreover the budgets were not flexible enough to adapt any changes over time period, leading to outdated data. To avoid the shortcomings of the traditional methods, studies suggested the need of incorporation of new methods such as Activity based budgeting and Balanced score card approach where they found the separate measures for financial and non-financial performance of employees, as well as the strategies had better link with the corporate aim of organization. Modern methods established the better understanding of strategic planning for the management and employees. In this report, the traditional methods and their strengths and weaknesses are discussed. Moreover, the remedies to overcome those drawbacks will be discussed in detail. Another aim of this report is to find out whether the traditional and new methods are still necessary to the modern world. It is to remember that Budgets are only prepared to find any root causes of the problems that may arise in the upcoming financial year. However, budgets does not facilitate the solutions to those problems identified.

TRADITIONAL BUDGETING
A traditional budget shows quantitative statements and is an important part of the implementation plan. It may include budget plans for sales, costs, assets, inflows and outflows, marketing expenditure and other operational activities (Dropkin, 2007). Traditional budgets are prepared by adding incremental amounts such as any effect made by the inflation or change in demand or supply. Traditional budgets were usually prepared by the central management and then it was transferred to lower management to alter it down according to their needs, while remaining in the same boundaries. Studies says that traditional budgets were designed to facilitate the management to have better control over predicting and scheduling the upcoming, improve coordination, communication and motivation of the employees (Joshi et al., 2003). Budgeting and planning are linked together to have improved management, forecasting market perceptions, and evaluate company’s performance in order to create value for the shareholders of the company.
On the other hand, traditional budgets were identified with number of weaknesses. The foundation of the condemnation is that the traditional budgeting is said to be prepared on the basis of past events and the change in current situation may be ignored which makes the information not valid enough to be used (Hanninen, 2013). Budgets prepared traditionally are not considered to be competent enough with the changing demands of today’s business world. It was studies by number of scholars that the traditional budgets did not effectively allocate the resources within organization as well as it promoted the dysfunctional behavior among employees to meet the unrealistic deadlines to gain financial rewards (Hansen et al., 2003). According to Pietrzak (2013) and Neely et al., (2003), a budget take immense amount of time and is quite costly to put together since it restricts the responsiveness and are often a hurdle to adaptability. This may again lead to the lesser added value to corporate aim of the business as compared to the time and resources being invested in the preparation of the various budgets. Budgets were also said to be less strategically focused and often contradictory to its own targets. 
There was very less or no link seen between the business’s overall aim and the strategic operations carried down in the organization. Budgets were merely set as a financial plan to follow for the upcoming year. Hence, they added little value to the business. Moreover, the main focus of the management while setting the budgets was primarily on the cost reduction and hardly towards the value creation. This may force the employees to use budget tempering and use of unethical ways to reduce cost or achieve more within less resources available. Critics also argued that budgets were developed and updated infrequently, again giving arousal to the chances of outdated data and the reliability of the plans were lost. As management only annually updated the changes within the budgets which makes it difficult for the managers and employees to deal with any unplanned event or change that may occur during the financial year. Budgets were also seen to be based on presumptuous and unsupported guess work which again questions the validity and reliability of the data collected to be used to plan for the future and may lead to wrong financial decisions. Budgets restricted the departments rather than promoting the knowledge sharing culture within organization which makes people feel undervalued.

Overall, researchers cite that organization and budgeting methods practiced by any organization were inadequate to meet the objectives of the business and did not deliver the desired result. They were adding limited value to the business environment and were time consuming as well as cost inefficient to be used further. Furthermore, they encouraged and promoted the internal politics and was not a good tool for evaluating the performance non-financially. Therefore, it was inevitable that there was a much need of the introduction of new methods or the improvement within the same methods in order to allow the businesses to design the budgets which were more compatible with the changes taking place in business environment.
ACTIVITY BASED BUDGETING
Activity based budgeting was introduced to increase effectiveness in delivering comprehensive budget information and ascertaining valued activities in method of cost management (Lotfi and Mansourabad, 2012). It is focused on planning the budgets based on activities rather than units. In order to imply activity based budgeting, entity need to determine the charge of planned activities in regard to their assumed size and nature as well as the resources required. Operational plans are created by generating a stability between the demand and the available resources which facilitates the determination of the cost of the resources required to prepare the budget. No prior figures are taken into consideration, which makes it more effective to allocate the resources in linked with costs and revenues (Hansen et al., 2013). Traditional budgeting led to an imbalanced plan whereas Activity based budgeting can adjust the quantity demanded, availability of resources, resources consumed or activity consumption rate. It also helps to achieve a financial balance to meet the preset financial targets by evaluating the resources needed and their costs priory.

Using Activity based budgeting, the costs could be identified easily, more accurate costs were assigned to operational activities, costs had better integration with output and the planning of resources became more precise (Pietrzak, 2013). He further argues that changes in the business environment and perspectives, through knowledge about activity based concepts is needed when applying activity based budgeting.

BALANCED SCORE CARD APPROACH
Balanced scorecard is known to be a four dimensional methodology to measure financial and non-financial performance of the overall business (Otley, 1999). It is divided in four divisions. The strategy is focused on financial evaluation, customer satisfaction, internal trade processes and learning and development. Each of them when combined together, helps to add value to the business which the traditional budgeting methods failed to achieve. 

Studies have been developed to identify the problems and weaknesses related to traditional budgeting processes, yet solutions to those have been developed as well. Findings of budgetary researches are contradictory as there are various methods applied around the business world influenced by organizational cultures. According to Coe and Letza (2014), organizations normally are not planning to obsolete the traditional approach instead they are transforming and adapting it to the advanced administrative requirements. Activity based budgeting supports to have focused and improved budget results but it contains more working processes as compared to traditional budgets. Balanced score card approach helps to balance between the financial and non-financial performance measures of evaluation. It is to be considered that alternative budgeting methods are not the ultimate standard solutions for each and every budgeting complications for almost every business and administration. They are set of processes used by larger organizations that are able to deal with inadequacies of traditional budgeting. Each firm has to find its own blend of management approach and framework and alter it in accordance with their internal budgeting system, in relevance to their organizational culture.
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