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[bookmark: _Toc26892591]1.   Introduction
Budget preparation is the first step in the creation of a budget of a company. The Budget process guides the financial departments of a country to prepare revised estimates of the earlier as well as the upcoming year. This report sheds light on the critical evaluation of the process and needs of budget preparation. The report also sheds light on various modern approaches which are used by leading multinational corporations. 
[bookmark: _Toc26892592]2.   Critical analysis of needs and process of preparation of budgets
[bookmark: _Toc26892593]Critical analysis of the needs of budget preparation
The budgets are an important as aspect which are carefully supervised and analysed by the policy regulators of a company to frame future policies of the organisation (Seal et al. 2014). The Budget also serves as an important document which is very carefully analysed to get prominent insight into the performance of the company in the previous year (Bogoviz et al. 2017). There are some important factors which are listed below which put emphasis on the need of budget preparation:
Making plans for the organisation: The Budget is prepared each year by the members of the financial regulatory committee to make better plans for the future of the company. The ultimate need for preparing a financial budget is to analyse the past mistakes of the company and formulate better plans for the company in the near future (Abdullah and Djalil, 2018). For example, if a particular organisation experiences low income streams in the previous year due to higher costs or imperfections in the organisation pattern of the business organisation, then the budget helps the policy regulators to identify the loopholes (Mirgorodskaya et al. 2017). 
Monitoring the performance of the organisation: 
The budget also serves as an important document which helps to monitor the performance of the organisation by assessing the earlier performance of the company. Suitable amendments are brought into the budget so that the company could overcome the distress period and could achieve higher income streams in the near future (Long and Welham, 2016). The organisation also sets some pre assigned targets at the starting of a financial year. The budget thus assesses the performance of each individual sector of the organisation (Rokhman, 2017).
Developing a sense of motivation among the workers:  
The financial budget helps to create a sense of motivation among the workers of the organisation. When the workers assess the budget details of the previous year and find that the targeted results have been obtained, then they become more motivated to work with more dedication in the upcoming years (Helmy et al.  2018). 
Enhancing the coordination among staff members: 
An effective budgeting plan has the power to stimulate the interaction among the workers of various departments within a particular organisation (Noreen et al. 2011). A good financial performance can only be obtained when the workers work in perfect coordination and effective collaboration is maintained within the organisation (Junitam et al. 2018). 



Figure 1: Needs of budget preparation
(Source: Junitam et al. 2018)
[bookmark: _Toc26892594]Critical analysis of process of budget preparation
The preparation of a budget is the most important process for any company. The steps which are basically followed while preparing a budget plan for an organisation are clearly mentioned in the underlying section:
Obtaining estimates: The organisation needs to obtain the estimates of production levels, resources availability, expected costs and total sales before preparing a budget (Lu et al. 2015). 
Coordinating estimates: the financial committee then analyses the potentiality of various plans and checks their feasibility in the long run (Horngren et al. 2003). 
Communicating the budget: 
The plan of the budget should be effectively communicated to each department (Fairclough, 2016). 
Cost control technique:
This is the most important step in the preparation of budget for an organisation. The estimates of initial costs which are to be incurred are first stated. This forms the main benchmark of the organisation (Drury, 2012). The initial costs are mainly prepared on the basis of the techniques of estimation. The base cost comprises of the following components:
· Costs of human resources.
· Costs of infrastructure and accommodations.
· Costs of power.
· Expenses related to travelling of staff members.
· Costs of capital items such as purchase of equipment and raw materials (Man, 2015).
Furthermore, the base costs comprises of two more underlying components:
· Variable and fixed costs.
· Indirect and direct costs [Refer to appendix 1].
Implementation of the budget plan: the final plan of the budget is then handed over to the managerial department for future implementation. 
Reporting the interim progress:
The reports of the performances are then prepared so that the top hierarchy members can track the progress of the work (Ríos et al. 2016). 


Figure 2: Process of budget preparation
(Source: Ríos et al. 2016)
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Modern processes of budgeting are considered than the traditional processes of budgeting because they focus more on limiting the expenditures, estimate future income in a better fashion and predicts the investment returns. The modern approaches such as balanced scorecard approach and Activity based budgeting approaches are considered as better tools of management and regulation of overall expenditure of the organisation. 
[bookmark: _Toc26892596]Balanced scorecard approach
The balanced scorecard approach is a modern approach of budgeting that can be used to predict the strategic performance of an organisation. This approach is used to improve and identify the various internal functions of the business organisations and also predicts the resulting consequences of earlier formulated strategies. This approach is mostly used for providing feedbacks and measures the performances of various departments of the company (Dudin et al. 2015). 
There are four main aspects of the balanced scorecard approach which are mentioned in the following section:
· Growth and learning:  This approach is widely used by the business organisations to evaluate the overall efficiency rate of the training programs of the management. Inefficient knowledge resources are likely to be altered with superior training programs for getting better results in the future. Thus the balanced scorecard approach is an important approach for developing a comparative advantage of the organisation.
· Business processes: This approach is used to evaluate the business processes and investigates the overall quality of the manufactured products produced by the organisation. This approach thus tracks the existing loopholes of the company and fixes them to avoid delays and minimise wastes (Valmohammadi and Ahmadi, 2015). 
· Perspectives of the customers: the perspectives of the customers are an important variable which are used to judge the quality of the products as produced by the company.
· Accumulation of financial data: This approach makes intensive use of available financial data such as expenditure level, income level and total sales to formulate better results in the near future. [Refer to appendix 2].
[bookmark: _Toc26892597]Activity Based budgeting approach
The method of activity based budgeting is a modern approach which is used by leading business organisations to get better transparency into process of budgeting. The revenues are mainly collected from various research activities and instructional approaches. The revenue thus collected is then directly allocated to the various units which are responsible for undertaking the activities (Rogulenko et al. 2016). This approach is mostly preferred because it provides better planning scheme and opens scope of better accountability. Thus this approach is helpful for creating more incentives for the units so that they could perform resource management and regulate the stream of revenues. Henceforth, the direct regulatory tools of management are used in the most optimal manner when this approach is implemented (Roncalli, 2016).
[bookmark: _Toc26892598]Practical application of budgeting 
The budgets which are thus prepared are then applied in the practical fields. One important criterion which is needed to be analysed in this respect is the strategic change of the budget plans of the business organisations. 
The strategic changes are mainly brought into the budget plans in terms of identifying the opportunities and threats which are faced by the companies. The budget is then corrected accordingly by analysing the earlier loopholes of the companies. The decision makers and the policy regulators are thus motivated and encouraged to formulate better budget plan which strives to predict market outcomes and future profit rates in a better manner (Atrill and McLaney, 2009). The strategic changes are also brought about in the form of better risks analysis and predicting returns of investment in a better manner. Thus the two modern approaches of budget plan which are mentioned before help the policy regulators to formulate budget plans in an efficient manner which ensures that the particular organisation earns higher income in the near future. 
[bookmark: _Toc26892599]4. Conclusion 

This report thus concludes that budget preparation is an important aspect for any company because it helps the policy regulators to make better predictions about the future scope of the business organisation in terms of higher revenues from sales, efficient management of resources, effective coordination among the workers of the organisation and reducing potential threats of the company which can be faced in the near future. This report thus concludes that balanced scorecard approach and activity Based Budgeting approach are two most significant approaches of modern budgeting plan. 
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