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[bookmark: _Toc49079407]1-Introduction
This assessment of management accounting very clearly presents the required topics. Static and flexible budgeting styles have been discussed in the beginning with their own merits and demerits. The implication of budgeting on short term decision making have been discussed later. External environmental factors have impact on various budgeting styles. Some of the factors have been discussed. Also, the merits and demerits of participatory budgeting system have been presented at the ending. 

[bookmark: _Toc49079408]2.1-Benefits and demerits of various budgeting styles
Budgeting is an important aspect of financial area. It is needed both in personal life and professional life. Managers is business organisations need to have budgeting to match the income with expenses for optimal financial benefit. Budgeting helps the managers to see the overall financial scenario beforehand and plan accordingly. As business organisations have limited resources, budgeting is necessary to make the best of the resources and secure competitive advantage over others. With the passage of time and versatile improvements in business settings, various types of budgeting styles have evolved. Different types of budgeting methods are incremental budgeting, zero based budgeting, activity-based budgeting etc. Depending on the modification style, there are static budget and flexible budget. 

1. Static budget:  
Static budget is a type of budget that is prepared at the beginning of the operating period and the budgeted amounts are not changed over the period (Mueller, 2017). Revenue and related expenditures of the future period are estimated based on the best guesses and insights from budget analysis of previous periods. This budgeting method is widely used by the business organisations all over the world. The advantages of this budgeting style are given.
· The most advantageous aspect of static budget is that it helps the organisations to assess the operating performances over the period (Bigelow, 2019). At the end of the period, the actual outcomes both revenue and expenditures are compared with the forecasted revenue and expenditures. Through this comparison, the mangers can easily get idea about the areas that have performed better and areas that have performed worse.
· As static budget shows the performance of the business, it also provides the guidance about how to improve the weak areas. For example, if revenue has reduced compared to the forecasted amount, it can be analysed in which time of the year, which geographic region the revenue was down.
The disadvantages of static budgeting style are given.
· Static budget can’t give fruitful results for business organisations which operate in relatively more uncertain business environment (Kagan, 2019). Predicting the revenue and costs of this business organisations is much more difficult and often there are significant variances between the estimated amount and actual amount.
· Static budget is relatively less useful in business settings where the expenses are not that much related to the revenue. More often the managers the estimate the costs based on the revenue while preparing static budgets. If there is little connection between the costs and the revenue, static budget becomes less useful. 	

2. Flexible budget:
Flexible budget is the opposite of static budget. The estimated amounts in flexible budget can be modified relative to the changed business environment (Averkamp, 2020). Flexible budgets allow the managers to match the costs with the real-world scenario. The advantages of flexible budget are discussed below. Huge growth in Office 365 users and Teams users can be tagged with flexible budgeting. 258 million Office 365 users shows a 27% growth in revenue in constant currency. This huge growth has put sudden strain on Office 365 infrastructure. Microsoft had to add more capacity which was needed to support the growth (Redmond, 2020). Flexible budget has helped the company to match the more than expected customer growth with additional infrastructure. 
· Flexible budget is adaptive in nature. That means sudden developments in national or international arena can be effectively matched with the business operations. 
· Flexible budget gives higher control to the managers. It works for businesses which have very diversified operations which are mostly independent of one another and requires more flexibility to operate efficiently. 
The disadvantages of flexible budget are discussed below.
· Following flexible budget approach requires deeper understanding of the business operations with the external environment (Nasdaq.com, 2016). Managers need to understand how a change in the external environment can impact the revenue or various cost drivers of the business. 
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Business organisations have long term visions. To attain the visions, they prepare strategies and goals accordingly. Plans can be medium term or short term. Depending on the long-term visions, medium term plans are set. Short term plans generally for 1 year or less are set to attain the medium-term plans. Success of short-term plans play the most significant role in attaining the long-term vision as businesses can have control more over the short term plans than long term plans. To be successful in the short-term planning, businesses need to match the expenses properly with the forecasted revenue. 
Budgeting reduces emotionalism:Business operations requires rational decision making. In business setting, rational decision is the decision that would increase the profitability of the company. When business managers have predetermined budget in front of them throughout the year, they have to follow that strictly. Any unnecessary expenses driven by emotionalism will be reduced by the guidance of the budget.
Budgeting provides a balance:Generally, organisational budget is composed of individual budgets of the various departments operating within the organisation. There are separate budgets for manufacturing department, purchase department, marketing department, sales department etc. For organisational goal achievement, it is very important that all the departments work towards a unified goal. Budgeting creates a balance among all the department which ensures that the departments know the exact approach they need to take to reach the goal in the short term (Yamamoto, 2018). This reduces wastage and ensures the maximum efficiency in resource utilisation.
Budgeting helps to identify the proper source of funding: Financing is needed to meet the operational requirement of a business organisation. Mainly there is two source of funding which are equity funding and debt funding having their own characteristics. Budgeting allows a business manager to understand the amount of funding needed and to find the potential sources from the funding can be collected at minimum cost (Gavin, 2020). Equity financing is costlier than debt financing. Excessing debt financing increases the risk of bankruptcy. 
Budgeting helps in efficient project selection: Under limited resource environment,budgeting helps to identify the most profitable projects.Companies have various projects at hand to go for. Some projects are riskier than others but can generate greater profits. Some projects require more initial financing than the others.Budgeting helps better project selection by giving a comparative scenario of the projects and match those with expected revenue stream (Ray, 2020).
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As discussed above, static and flexible budgeting styles have different implications depending the changes in external environment. There can be various types of changes in the external environment. Some common types of environmental changes and their impacts on the budgeting styles are discussed below.
Impact of climate change:Impact of climate change has significance in the business operations. The reason is that spending pattern of the customers depend on the climate (Bachner and Bednar-Friedl, 2018). In geographic areas where the climate is relatively warm, sale of ice cream products will generally be higher. In geographic areas where the climate is relatively cold, sale of sweaters will generally be higher. The spending patterns are related with the cost drivers of business organisations. Climate is generally a long-term phenomenon. So, following flexible budgeting style is not necessary here. Businesses can follow static budget for the period generally 1 year and monitor the sales pattern carefully. 
Impact of economic variables: Various types of macroeconomic variables such as inflation, interest rate, savings rate, foreign exchange rate, tax rate etc. affects almost every type of business organisation (Batt, Rikhardsson and Karlsson, 2015). In an environment with relatively stable economic variables, the business organisations can follow static budgeting style. But where the economy is volatile, the inflation rate is high, interest rates fluctuate repetitively, foreign exchange rate is high and government changes the tax rates more often, following flexible budgeting style would be appropriate to better match the economy (Pramila, 2020). 
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Participatory budgeting is very simple in nature. Generally, the lower level employees of the business organisation are involved in the budgeting process in participatory budgeting system.Participatory budgeting system is an effective method because the budgetary activities are actually implemented the people who provide the estimated figures (Corporate Finance Institute, 2020). The advantages and disadvantages of participatory budgeting are discussed below.
· Participatory budgeting system gives very useful outcome as the possibility is that actual outcome will be very close to the projected outcome (Polko, 2015). 
· This is great way to motivate the employees. Employees feel attached to the long-term objective of the company and give their maximum effort to achieve that. 
· The major disadvantage of this method is thatthere is always some possibility of slack as employees may sometime overstate the costs for the own benefit. This can be reduced by ensuring greater check and balance by the senior management (Bragg, 2020). 
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Business organisations must be very careful while selecting the budgeting method. They must choose the budget method that matches with the environmental factors and ensures greater success rate of full budget implementation with proper outcome. 
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