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[bookmark: _Toc499544062]Introduction
[bookmark: _GoBack]Management accounting is a wider area of business. The activities of a business are incomplete without the help of management accounting. Management accounting makes the activities more systematic and useful. Budgeting is one of the most important parts of management accounting that helps the management estimating possible incomes and expenses of the business. This study is completely focused on the budgeting part of management accounting. This study will discuss about different processes of budgeting and at the same time, it will also evaluate the needs for budgeting.
[bookmark: _Toc499544063]Critically analyzing the need for budgeting
In the current scenario, budgeting is one of the most critical activities that the management of the organizations needs to perform to manage their financial and other activities systematically. In this context, Cooper et al. (2017) stated that budgeting is such an activity that helps the management making financial base of the organization stronger. If the needs of budgeting are critically analyzed, it can be stated that budgeting is important to estimate the future costs or expenses of the business. It helps the management understanding their future business possibilities. At the same time, it can also be stated that budgeting helps management to estimate the future profitability of the business (Martello et al. 2016).  Hence, it can be stated that the management needs to prepare budgets so that they can determine how much fund they need to arrange, from where they need to arrange the funds and in which areas they need to allocate the funds. In the other words, it can be stated that budgeting is required to make proper allocation of funds and along with that, budgeting helps to determine in which area the company needs to invest more funds and in which area funding requirement is less (Hansen and Schaltegger 2016).
Therefore, from the overall analysis, it can be stated that budgeting is needed for various purposes. It is one of the main ways that makes the business systematic and helps to maintain smooth flow of funds in the business.
[bookmark: _Toc499544064]Critically analyzing different processes of budgeting
For a very long time, the activity of budgeting has been associated with the business. Previously, the organizations used to prepare the budgets using very simple methods. However, in the current scenario, as the business world is very complicated, the process of budgeting is also very complex. There are several methods that the modern business organizations use to prepare their budgets. Some of the most effective budgeting processes are – balanced scorecard and activity based budgeting. These two budgeting processes are discussed below:
Balanced scorecard – It is one of the modern processes of budgeting that the organizations follow to develop a concrete budget for the business. This is such a process that helps in preparing the budgets for the organization after analyzing the current performance and financial position of the company from different perspectives (Shen et al. 2016). The following image shows the areas that needs to be analyzed in the process of developing a balanced scorecard:
[image: ]
Figure 1: Balanced Scorecard
(Source: Martello et al. 2016)
The above image is clearly shows that the vision and strategy of the company is the main area of concern in the balanced scorecard process. The implications are that when developing budgets using the balanced scorecard method, management should give priority to the vision and strategy of the company (Smith 2016). Based on the vision and strategy, management analyzes the performance and market position of the business from different perspectives. In the above diagram, it can be seen that there are mainly four perspectives or four areas on which balanced scorecard focuses and these areas are – financial performance, business efficiency level, organizational capacity and customers’ satisfaction level (Anjomshoae et al. 2017). These are the four key areas that indicate the organizational position and performance in the market. As balanced scorecard analyzes these four key areas of business before preparing the budget, the management can better understand the requirements of the business. Based on those requirements, management can prepare the budget. In the words of Smith (2016), balanced scorecard helps in developing better plans for the future of the companies. 
If the process of budgeting under the balanced scorecard method is analyzed critically, it can be identified that the balanced scorecard follows a systematic procedure while preparing the budget and this process is stated below:
Step 1 – The first step that the management follows in the budget development process under the balanced scorecard method is identifying and evaluating the vision of the company. This helps the management to understand the exact long-term goal of the business (Shen et al. 2016).
Step 2 – In the second step, management develops the strategy through strategic learning cycle. It means in this step, the management analyzes the four key areas of business to understand the strategic position of the company.
Step 3 – In the third step, the results of the strategic learning cycle are analyzed by the management. This step helps the management to understand on which areas they need to be focused while developing the budget.
Step 4 – It is the last step and in this step the actual budget of the company is developed based on the analysis report in the previous step (Cooper et al. 2017).
Therefore, from the above discussion, it can be clearly understood that balanced scorecard is a very systematic process of developing the budget for the company. However, management sometimes faces some difficulties while following this method for developing the budget. These difficulties are as follows:
· Balanced scorecard method needs specific knowledge and so the person without proper knowledge on balanced scorecard cannot understand this method of developing budget.
· Balanced scorecard method is very time consuming because it analyzes the financial performance of the company from different perspectives (Anjomshoae et al. 2017).
· Sometimes balanced scorecard method fails to give the overall picture of the business, which negatively affects the budgeting process of the company. 
Therefore, it can be stated that though balanced score card is a modern and effective method that can be used for budgeting, it is not free from loopholes.
Activity Based Budgeting – It is another method of modern budgeting. In this method of budgeting, the management analyzes every activity of the business critically, which helps in getting a more transparent view of the business (Ohemeng 2016). This method is a bit critical and time consuming because it focuses on each single activity separately. As this method performs more in-depth analysis of the business activities, developing budget becomes easier. The management can easily understand on which areas they need to focus on while developing the budget. Erkutlu et al. (2017) stated that activity based budgeting involves mainly three steps at the time of developing the budget and these three steps are as follows:
Step 1 – The first step in the process is identifying each activity of the business that are relevant for preparing the budget for the business. For examples – the cost drivers and income generating areas or activities of the business are the most relevant activities for preparing the budget.
Step 2 – The second step in the process is the calculation of number of units related to the activities to determine the baseline for the budget (De Campos and Rodrigues 2016).
Step 3 – In the last step, the management determines the cost of each activities of the business and at the same time, the costs are multiplied with the level of activities. 
Therefore, from the above three steps, it can be understood that the management needs to be very careful while analyzing the relevant activities to develop an accurate budget for the company. The main benefits that the company achieves by following the activity based budgeting method are as follows:
· Activity based budgeting is customer focused and so it becomes easier for the company to satisfy the customers in a better way by following this method.
· Strategic planning becomes easier for the management if the activity based budgeting is followed (Sangiumvibool and Chonglerttham 2017).
· Activities based budgeting allows saving the costs of the company because it removes all the unnecessary activities from the business. Hence, the costs and wastes of the business get reduced.
· Activities based budgeting requires team work and so the communication among the employees becomes stronger (Ohemeng 2016).
Hence, from the above discussion, it can be stated that though activity based budgeting is critical and time consuming, there are several benefits that the management and the business can enjoy by following this method of budgeting.
[bookmark: _Toc499544065]Conclusion
In this study, it has been identified that activity based budgeting and balanced scorecard both are very important for the modern business organizations. These two are very effective methods for developing accurate budgets for the business. The study has indicated that the balanced scorecard method develops budgets for the business after analyzing the financial performance and market position of the company. On the other hand, the activity based budgeting develops the budget after analyzing the relevant activities properly. Though both the methods are critical and time consuming, the business organizations enjoy several benefits by using these two methods for budgeting.


[bookmark: _Toc499544066]Reference list
Anjomshoae, A., Anjomshoae, A., Hassan, A., Hassan, A., Kunz, N., Kunz, N., Wong, K.Y., Wong, K.Y., de Leeuw, S. and de Leeuw, S., 2017. Toward a dynamic balanced scorecard model for humanitarian relief organizations’ performance management. Journal of Humanitarian Logistics and Supply Chain Management, 7(2), pp.194-218.
Cooper, D.J., Ezzamel, M. and Qu, S.Q., 2017. Popularizing a management accounting idea: The case of the balanced scorecard. Contemporary Accounting Research.
De Campos, C.M.P. and Rodrigues, L.L., 2016. Budgeting Techniques: Incremental Based, Performance Based, Activity Based, Zero Based, and Priority Based. Global Encyclopedia of Public Administration, Public Policy, and Governance, pp.1-10.
Erkutlu, H.V., Tanç, Ş.G. and Koçyiğit, S.Ç., 2017. The Factors Used to Create Performance-Based Budgeting: A Research on Turkey. In Accounting and Corporate Reporting-Today and Tomorrow. InTech.
Hansen, E.G. and Schaltegger, S., 2016. The sustainability balanced scorecard: A systematic review of architectures. Journal of Business Ethics, 133(2), pp.193-221.
Martello, M., Watson, J.G. and Fischer, M.J., 2016. Implementing a balanced scorecard in a not-for-profit organization. Journal of Business & Economics Research (Online), 14(3), p.61.
Ohemeng, F.L.K., 2016. 5 Reforming the Ghanaian Budget System from Activity-based Budgeting to Performance-based Budgeting: Eureka, or another Reform Illusion?. Public Budgeting in African Nations: Fiscal Analysis in Development Management, p.114.
Sangiumvibool, P. and Chonglerttham, S., 2017. Performance-based budgeting for continuing and lifelong education services: the Thai higher education perspective. Journal of Higher Education Policy and Management, 39(1), pp.58-74.
Shen, Y.C., Chen, P.S. and Wang, C.H., 2016. A study of enterprise resource planning (ERP) system performance measurement using the quantitative balanced scorecard approach. Computers in Industry, 75, pp.127-139.
Smith, G.A., 2016. Managing with Purpose: Integrating Assessment, Planning, and Budgeting.
1 | Page

image1.png
Financial/
stewardship
“Financial
performance”

Customer/ Vision
stakeholder &
“Satisfe n" strategy

Organizat
capacity
nowledge

nal

Internal business
process
“Efficiency”





