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Executive summary
This study is focused on identifying various budgeting techniques executed by modern businesses. Opportunities and threats involved with these businesses are also described through this report. Critical analysis on three major budgeting technique has been applied through this report. Those three different budgeting technique are ‘Activity based budgeting’, ‘Zero-based budgeting’ and lastly ‘Balanced scorecard’. Recommendations have been provided based on situations in which different types of budgeting techniques are applicable. 
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[bookmark: _Toc27148402]Introduction 
Financial management is one of the most crucial activities involved into the modern world of business. This study is focused on selecting a number of articles based on modern budgeting technique and conducting a critical analysis. Along with allowing organisations to perform their cost related activities more effectively modern costing techniques influences a number of disadvantages as well. A critical analysis on those modern cost accounting techniques like ‘balanced scorecard’, ‘activity based costing’ has been discussed through the following section of the report. 
[bookmark: _Toc27148403]Literature selection procedure
To complete this report a critical analysis based on twenty recent articles has been conducted. Key words like activity based budgeting, accounting analysis has been used to get relevant article. Google scholar has been used to get all twenty articles. All articles have been chosen within the publishing year 2015-2019. As this report is identifying budgeting techniques used by organisations and providing its critical analysis therefore, article containing numerical information has not been collected for this article. In other words, articles those are produced through secondary qualitative data have been taken for this study.
[bookmark: _Toc27148404]Knowledge associated with the subject 
While collecting article against the topic it is understood that activity-based costing is one of the most popular costing techniques involved with modern financial management mechanism. Through analysis of the collected information, it is found that Zero Budget Model is one of the popular budgeting techniques used by start-up organisations. While following concepts of zero budget model organisations use Arbitrage Pricing Theory (Burzoni et al. 2018). As per the theory, it is mentioned that the management team of any start-up estimate cost before preparing their budget. 
[bookmark: _Toc27148405]Analysis 
Organisations always need to prepare their budget based on the availability of their funding. For example, if a company is planning to initiate any project into account then they need to prepare a budget against it (Delgado, Falcón and Ramírez, 2016). In modern day companies mainly prepare their budget based on three different techniques. Critical analysis based these three budget is presented in the following section.
· Activity based budget: Activity based budgeting is not a typically modern budgeting technique. Dynowska and Cereola (2018) discussed that companies try to identify cost associated with each activity through activity based budgeting. If an organisation able to find out an activity in which maximum cash outflow takes place then they able to minimize their cost to a certain extent. Ho (2018) stated that activity based costing is an expensive approach as well. In other words, if an organization is planning to prepare their budget based on company’s activities then the company need to appoint an accountant in every department in which major activities takes place. Organizations usually follow modern portfolio theory while preparing their budget based on activity based costing technique (Hua et al. 2015). 
· Zero-based Budget: Zero based budget is highly popular in start-up organisations. Karadag (2015) discussed that start-up an organisation does not have any experience regarding the cost they will have to incur at the end of a period. In addition to this, they are also not well aware about the revenue they will achieve at the end of a period. In that situation, organizations need to follow Arbitrage Pricing Theory. Renault, van der Heijden and Werker (2019) discussed Arbitrage Pricing Theory allow management team to assume a cost and based on that cost the company prepare budget for their upcoming period. A study by Arica, Corbaci and Aydin (2019) criticised zero-based budgeting technique not only helpful because in most of the cases companies representatives assume the financial figures those are unrealistic. As a result, the company failed to gain the appropriate outcome from the prepared budget. Another study started that organization need to appoint experienced accountant before preparing budget through zero based budgeting technique (Guohua and Hanwen, 2017). However, as start-up organizations do not have enough capability to hire experienced employees therefore, this technique is not performing actively. 
· Balanced scorecard: Balanced scorecard is another modern approach that helps organizations to prepare an effective budget. Akkermans and Van Oorschot (2018) discussed that in balanced scorecard various impact of organisations is taken into account and the company's financial condition is linked with the organisational impact. Some of the major organizational activities associated with financial performance of the organization are ‘return on investment’, ‘increase profitability’, ‘increase revenue’ and others. Other major aspects associated with the balanced scorecard are customer, internal process, and organizational capacity. Equilibrium theory is used in that context. A number of researchers stated that balanced scorecard not an appropriate approach to determine budget of an organization (Akkermans and Van Oorschot, 2018). As activities of internal process, customer satisfaction are associated with the context therefore, identifying financial aspect is a bit different. Some studies also revealed that actual revenue generated in a period could not be determined through balanced scorecard (Hansen and Schaltegger, 2016).
[bookmark: _Toc27148406]Practical application and deployment 
Despite having many disadvantages, organisations use these budgeting approaches. Practical applications of these budgeting techniques are used in the following section.
· Activity based budgeting:
	Particulars
	January (figures in £)
	February figures in £)

	Opening balance
	1230
	21474

	Website designing
	5654
	564

	Human resource cost
	213
	3124

	Equipment
	1234
	321

	Material cost
	2100
	1546

	Rent for the house
	2468
	456

	Advertisement expenses
	1245
	212

	Stamp duty
	520
	2134

	Procurement cost
	1120
	456

	Transportation cost
	4452
	554

	Electricity charges
	564
	6452

	Telephone bills
	554
	3123

	Miscellaneous expenses
	120
	123

	Total
	21474
	40539


Table: Example of activity-based budget
(Source: Milewski and Tomasiewicz, 2019)
As per the above table it is identified that financial activities of an organisation is listed in the ‘particulars’ column. Some major activities are ‘rent of house’, ‘equipment’, ‘and materials for decoration’ and others. Khan (2019) discussed that Activity based costing (ABC) is mostly used in organizations those are operating their business for the last few years. In other words, already existing firms are eligible to prepare their budget based on ABC technique. Organizations like Amazon, Netflix are involved with this modern approach.
· Zero based budget
	Particulars
	January (figures in £)
	February figures in £)

	Opening balance
	0
	20244

	Website designing
	5654
	564

	Human resource cost
	213
	3124

	Equipment
	1234
	321

	Material cost
	2100
	1546

	Rent for the house
	2468
	456

	Advertisement expenses
	1245
	212

	Stamp duty
	520
	2134

	Procurement cost
	1120
	456

	transportation cost
	4452
	554

	Electricity charges
	564
	6452

	Telephone bills
	554
	3123

	Miscellaneous expenses
	120
	123

	Total
	20244
	39309


Table 2: Example of zero-based budget
(Source: Abid, 2017)
In the above table, an example of zero based budget has been disclosed. Same information from the above case has been used in this budget as well. In case of zero based budget organisations start preparing their budget from zero. In other words, opening balance of the budget will be ‘0’. Maduekwe and Kamala (2016) stated that this type of budgeting technique mostly adopted by organisations those are new in the industry or start-up firms. 
· Balanced scorecard
	Perspective
	Focus
	Example of KPIs

	Financial
	Financial performance
	Return on investment

	Customer
	Satisfaction
	Gross revenue

	Internal process
	Business efficiency
	Introducing new product and service

	Organisational capacity
	Human resource
	Employee efficiency


Table 3: Balanced scorecard
(Source: Shen, Chen and Wang, 2016)
Above table has shown the process used by organisations while preparing the budget through balanced scorecard technique.
[bookmark: _Toc27148407]Skills for professional practice 
Analytical skills and numerical skills are major components of financial analysis. In addition to this, researchers need to have good knowledge regarding Modern portfolio theory, arbitrage-pricing theory and equilibrium theory (Agrawal, Singh and Murtaza, 2016). Collection of data, analysing data, giving a readable form of these data are other skills required to any person involved with finance department of a company.
[bookmark: _Toc27148408]Recommendation 
As per the study, it is found that organisations can adopt three different budgeting techniques to prepare their budget. Recommendation related to usability of each budget is presented in the following bullets.
· It is highly recommended to established organisations that they must opt for ABC in order to minimize their existing cost.
· Starts up organizations are recommended to opt for incremental budgeting technique rather than zero based budgeting. Critical discussion part of the study revealed that an experienced accountant is required to prepare a zero based budgeting (Yan and Chao, 2018). As start-up organizations are not permitted for use enough funding therefore, incremental budgeting technique is suggested to them.
· Through the discussion, it is found balanced scorecard is a technique that shows overall performance of an organization (Valmohammadi and Ahmadi, 2015). Therefore, organisations are suggested not to use balanced scored technique to prepare budget for any product or event. 
[bookmark: _Toc27148409]Conclusion
Through the discussion part of the study it is found that in modern area of business, organizations do prepare their budget based on three different approaches. Those approaches are activity based budget, zero-based budget and balanced scorecard. The study revealed activity based budget is conducted by well-established organizations while start-up firms mostly prefer to prepare their budget through zero-based budgeting technique. Lack of funding to hire effective financial executive is a major challenge involved with different types of budgeting technique. Recommendations related to not opting for balanced scorecard technique while preparing financial budget is also presented through this report. 
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