ACT 5140 – Accounting for Decision Makers (HW #2) 
Question #1
              Advantages of Budgeting: Four advantages of budgeting process are discussed below.
· Budgeting is a planning tool that facilitates and promotes forward thinking (Langfield-Smith & Thorne, 2012). For example, the manager of a company require to consider effect of inflation on the price change of product. He/she requires to think about inflation in the economy in advance. 
· Budgeting sets a target for an organization and its employees (Barnat, 2013). For example, the sales budget of a company of 100000 units for the next year can be set as target for the employees. 
· Budgeting provides a mechanism to allocate resources within the organization (Zad, 2014). For example, based on the performance of the division, highest divisional budget of resources can be made to highest revenue generating product division and lowest divisional budget of resources can be made to lowest revenue generating product division within a company. 
· Budgeting provides a mechanism of monitoring and controlling of operation of the company (Barnat, 2013). For example, in the budgeting variance analysis id conducted and causes of unfavorable variance are pointed out to improve performance. 
            Disadvantages of Budgeting: Four disadvantages of budgeting process are discussed below.

· Budgeting process is bureaucratic (Langfield-Smith & Thorne, 2012). For example, the budget in an organization can be applied mechanically and rigidly. 
· Budget can create internal organization politics and competition for resources (Zad, 2014). For example, the departmental heads of a company may engage in internal liaison and politics to increase the budget of their respective department within the organization. 

· Budget can cause to employee demotivation and dissatisfaction when it is unrealistic and enforced strictly to achieve (Barnat, 2013). For example, setting of and enforcing to achieve sales units of 5000000 units for the next year to the employees where total industry demand is 5500000 units will definitely cause employees to think budget as unrealistic and being dissatisfied.
· Budgeting involves real opportunity cost as employees are required to appoint to the process (Langfield-Smith & Thorne, 2012). For example, in a small sized organization two employees appointed for budgeting with $5000 monthly salary to each will really be of high opportunity cost for the company as if budget is prepared the company will be able to save $10000 in each month and invest elsewhere. 
Question #2
            Statistic budgeting, zero based budgeting, flexible budgeting are thee important budgeting approaches (Langfield-Smith & Thorne, 2012). The strengths and weaknesses of these three types of budgeting processes are pointed out below. 
Static Budgeting

             Advantage: Static budgeting is easy to prepare. In the static budgeting approach, expenditures remain unchanged with variations to sales levels (Langfield-Smith & Thorne, 2012). Thus if sales can be accurately determined, static budget can be easily prepared by taking variation of other items along with the proportionate variation to sales. For example, after sales forecasting of next 6 months, each expenditure can be assumed as a certain percentage of sales and budget can be easily prepared. 

             Disadvantage: Static budgeting is unrealistic (Zad, 2014). For example, an administrative expense may not change in the proportion to sales as assumed in the static budget. 
Zero based Budgeting
             Advantage: Zero based budgeting enables to look at the activities and start from fresh (Barnat, 2013). Rather than rolling the budget for future period, the budget is prepared from beginning. For example, a new production manager can imposed a new zero based budget instead of existing traditional budget where whole activities of the organization will be reviewed again to make budgeting process more realistic. A new base will be created for budget. 

              Disadvantage: Zero based budgeting entails huge time and recourses (Langfield-Smith & Thorne, 2012). For example, for a small sized company preparing zero based budgeting will be difficult as in each year a completely new budget base will required to be determined. 
Flexible Budgeting 
              Advantage: Flexible budgeting is more realistic and enables to perform sensitivity analysis for better decision making (Barnat, 2013). For example, for the different level of sales performance of the company can be assessed and decision can be taken accordingly.  

             Disadvantage: Flexible budgeting entails huge time and recourses to be prepared (Langfield-Smith & Thorne, 2012). This budgeting requires adjusting or flexing of the amounts to the change in operation level which is difficult. For example, change in all other expenditures and revenues for different level of production in a company is very time consuming to prepare. 
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