Assignment 1
The role of budgeting
Having a budget promotes financial stability. A budget makes it simpler to save for large purchases like a house or car, develop an emergency fund and pay bills on time by keeping track of spending and according to a plan. In general, having a budget strengthens one’s financial position throughout the long run as well as the short term. 
Budgeting Methods:
There are four types of budgeting methods:
· Incremental budgeting – Using incremental budgeting, the current year’s budget is calculated by adding or subtracting a percentage from the actual numbers from the previous year. It is the most popular kind of budget because it is straightforward and simple to comprehend. If the main factors influencing costs remain constant from year to year, then incremental budgeting is a suitable approach. Nevertheless, there are few issues with applying the technique:
· It’s probably going to make things slower. For example, a manager who is aware that there is a chance to increase his budget without trying to find ways to reduce expenses or make savings. 
· It is probably going to lead to financial sadness. To give the impression that the team is always working within budget, a manager might, for example, increase the amount of money that the team actually needs. 
· It also probably won’t pay attention to outside factors that influence performance and activity. Consider the extremely high rate of increase in some input costs. When using incremental budgeting, one simply assumes that costs will increase by, state, ten percent this year and ignores any external factors. 
· Activity based budgeting – Activity-based budgeting is a top-down budgeting method that establishes the quantity of inputs needed to support the goals or outputs that the business has set. For example, a business might aim to generate hundreds of million dollars in sales. The business must first identify the tasks that must be completed in order to reach the sales goal and then it must figure out the related costs. 
· Value proposition budgeting – In value proposition budgeting, the budgeter considers the following questions:
· Why is this amount included in the budget?
· Does the product benefit employees, clients or other stakeholders?
· Does the item worth support its price? If not, is there another justification for the expense?
Value proposition budgeting is really a mindset about making sure that everything that is included in the budget delivers value for the business. Value proposition budgeting aims to prevent wasteful spending, though it does so less precisely than zero-based budgeting, our last budgeting choice. 
· Zero based budgeting – Zero-based budgeting, one of the most popular budgeting techniques, begins with the assumption that all departments' budgets are zero and must be recreated from the start. Every expense must be justified by the managers. No expense is ever “okayed” by default. Zero-based budgeting is extremely strict and tries to prevent all expenses that are not thought to be essential for the successful (profitable) operation of the business. Using bottom-up budgeting in this method can be a very successful way to “shake things up”.
Inherent flaws in traditional budgeting method:
Traditional budgets are well established in many organizations, but they do have some disadvantages. For example:
· It can take a while to get ready, keep an eye on it and adjust. Accordingly, a company can wait to approve its budget until late into budgeting season. 
· Instead of being proactive, they are frequently reactive. Furthermore, even when a budget has grown unrealistic, people may be reluctant to make changes because of the work required in traditional planning. 
· They might continue to make bad choices from the past. Since they are predicted on the budget and performance of the prior year, errors and foolish spending decisions may be carried over into the current one. 
· Additionally, they could prevent the growth of creativity and innovation. Even in cases where fresh ideas have a solid business case, there is a tendency for the majority of the budget to be distributed along the same lines every year. 
Beyond budgeting model:
The concept behind beyond budgeting is to do away with traditional budgeting procedures in order to enhance management control within an organization. An organization seeks to create a highly flexible organizational structure and flexible set of management procedures by neglecting traditional budgeting procedures. 
Traditional budgeting procedures have several shortcomings which is why the additional budgeting framework was developed. The following are the few of the weaknesses:
· Budget development is an expensive and time-consuming process.
· Budgets rarely take the company’s strategy into consideration. 
· In general, budgets don’t encourage the creation of value. 
· Budgets could make changes difficult.
· An organization's budget tends to bring together power within it. 
Disadvantages of budgeting:
Budgeting can be difficult with a number of serious issues, such as strategy, the need for excessive time to create budgets, and inaccurate budgeting. To be more specific, the following items are included in the list of budgeting problems.
· Unrealistic results - A budget is created using a set of assumptions that are typically not too different from the actual circumstances that led to its creation. The company's revenues or cost structure can change in such a way that actual results quickly separate from the budgeted expectations if the business environment shifts to any important length. This situation becomes especially problematic in the event of an unexpected financial crisis because the budget allows a certain amount of spending that is suddenly unsafe considering lower income. Managers will continue to spend according to the initial financial authorizations if they don't move immediately to override the budget, ruining any chance of turning a profit. Additional factors that may also affect the outcomes.
· Rigid decision making - The management team's focus on strategy is restricted by the budgeting process to the budget formulation phase that occurs close to the end of the financial year. There is no operational commitment to review strategy for the remainder of the year. Thus, a company is at a disadvantage to its flexible competitors if there is a major change in the market shortly after a budget has been completed because there is no formal process in place to review the situation and make changes.
· Time required to complete the budget - Making a budget can take a lot of time, especially in an informal setting where multiple revisions may be necessary. If a company uses budgeting software, has an organized budgeting system in place, and its employees have become used to the process, the time involved will be reduced. If business conditions are always changing, more work may be needed to complete the necessary variations of the budget model.
· Gaming the system - To easily achieve beneficial variances against the budget, an experienced manager may try to introduce financial flexibility which includes specifically lowering revenue estimates and raising expense estimates. It can take a lot of supervision to identify and resolve this potentially serious issue. Furthermore, those who use gaming are effectively encouraging unethical behavior, which can result in more fraud-related issues.
· Blame for outcomes - The manager of a department may hold other departments that supply services to it responsible for providing not enough assistance if the department fails to meet its budgeted results.
· Expense allocations - The managers of those departments may disagree with the methods used for distributing the budget's stated amounts of overhead costs to the different departments. This is particularly challenging when departments are restricted from using less expensive services that are offered outside the organization in place of services that are supplied internally.
· Use it or lose it - The department manager may approve excessive spending at the last minute if a department has a set budget and it doesn't seem like it will use all the funds during the budget period. The rationale for this is that the department manager's budget will be reduced in the following period if he doesn't use all the authorized amounts. As a result, regardless of their actual need for the money, managers who see themselves as eligible for a certain amount of funding annually often do so because of a budget.
· Only considers financial outcomes - Due to its number's nature, the budget tends to attract management's attention to the quantitative features of a company, which typically translates into an intentional focus on improving or maintaining profitability. Customers actually don't give a damn about a company's earnings; they will only make a purchase from them if they are provided with excellent customer service and reasonably priced, well-made goods. Unfortunately, because these concepts are qualitative in nature, it is very difficult to put them into a budget. As a result, the budgeting idea does not always meet customer needs.
The problems raised here are common and challenging to resolve. 
Six Budgetary Challenges Businesses Face with Budgeting Planning in the beginning:
When businesses are expanding quickly and growing up, there are a lot of factors to take into consideration. A reliable part of financial planning is required to enable business growth in a successful manner. This procedure includes monitoring and gathering data on the company's annual budget, capital projections for the fiscal year, spending, debt, and revenue. This is a significant operational task that occurs once a year, though it may be more difficult and take longer than was expected.  This process, which requires senior finance managers and C-suite management to manage approvals and organize employees, can be extremely stressful. Decision-makers must set financial goals, evaluate company performance, and change company budgets as part of the budgeting process.  By creating a budget, a company can manage its resources, choose how much money to bring in and spend, and keep its goals toward the future and fiscal planning. Given the importance of budgeting in business, we examine some of the most significant issues that arise when setting up your company for your own financial plan.  
· Inaccuracy - Finding documents, spreadsheets, and data from various sources, sometimes even multiple versions of the same document can lead to a few issues. About ninety percent of payments are still processed manually, which is a common practice among businesses that still rely on manual data entry methods. A CFO's attempts to gather and organize all of this data frequently result in errors. A faulty budget can have extremely negative consequences that cause business operations to become affected and occasionally ineffective.  
· Flexibility - All the company's key managers must be able to use the budgeting document. This budgeting document should be established in format, easy to use, and accessible. The spreadsheets that were sent along might not, however, have the ability to label various budget contributors. Inaccurate responses may arise from this. In addition, because management lacks the flexibility to report what is required, an absence of structure may lead to inaccurate calculations.  
· Time - As previously stated, senior management frequently underestimates the amount of time and work that goes into creating a fiscal budget. It is safe to say that budgeting can be an incredibly time-consuming process given the variety of sources from which data can be gathered, the numerous spreadsheets, and the process of gathering all this information.  
· Complexity - Due to the multiple layers needed to properly create a budget, a business may find the process to be quite complex and difficult to navigate. Schedules could change suddenly due to multiple senior management members performing opposing deadlines. Gathering data from a wide range of sources can also be challenging. Numerous updated figures, questions, and misunderstandings regarding the budgeting process are common. Keeping things simple is essential to proper budgeting.  
· Communication - Establishing a budget often involves cross-communication that can be very difficult and time-consuming. Many stakeholders must be involved in the processes for getting an accurate budget, which leads to back and forth and questions being raised. Because different managers must work under different schedules, this can frequently lead to communication problems. As a result, the budgeting may not be entirely coordinated or may not have all the data at the appropriate time.  
· Optimization - Monitoring your budget all year long allows you to make necessary adjustments to your business operations and strategies. One of the biggest obstacles to budgeting is the technology or lack of it that businesses use to maintain updated and improved budgets. Many companies have not invested in the significant labor required for combining budgets and actuals or added additional technology that would improve the budgeting procedure.  

