Management 
Accounting 

Assignment 1

The role of budgeting in supporting managers in Covid 19 Pandemic environment






Student: Bogdan Octavian Timis
Student ID: 1814118
Module:  LCBB5002
Tutor: Winifred Soribe

Introduction
In the rapidly changing environment of Covid 19 pandemic, many of the online technology companies were the winner businesses in sectors such as “working from home, gaming, streaming” (BBC News, 2020). However, some of the tech industry’s businesses where half affected, such as Fitness, Amazon and part of them were totally affected such as transport firms and intermediaries’ companies (BBC News, 2020).
This paper will evaluate the role of budgeting and how this helps managers to take the rational decisions in changing business environment. This evaluation relates to Bogconic company operating within the technology industry Bogconic is an IT company operating in word processing software and have an extra collection of collaborative applications. The Bogconic scenario describe how the recent COVID-19 pandemic lock down influenced the company activity and the changes the company had to make, allocating more financial resources to one of the company’s collaborative software BoG-talk. 
In relation to the Bogconic scenario, Part A will discuss and analyse the role of budgeting in helping the managers in decision making and different styles of budgeting such as static and flexible budgets. Part B will evaluate the advantages and disadvantages of participative budgeting.
Acording to Atrill and McLaney (2018), a budget is “a financial plan for future period of time” (Atrill and McLaney, 2018, p.530). The budget plans can support to achieve company’s long-term strategic plans and objectives (Atrill and McLaney, 2018).
Weetman (2013, p.754) define the flexible budget as “a budget that is designed to change when the volume of activity changes, to achieve comparability” (Weetman, 2013, p. 754). On the other hand, the static (fixed) budget is prepared for a distinct level of activity and his action area is on fixed department activities (Shim and Siegel, 2005). 
The continuous process of acting along the budgets it is called budgeting (Weetman, 2013). Budgeting system can be approached in two ways: top-down budgeting and bottom-up (participative) budgeting (Atrill and McLaney, 2018). The top-down approach it will start from senior managers budget objectives and targets and sometimes discussed with lower management, to result a final version. This approach process leads to imposed budgets (Weetman, 2013, p. 604). The bottom-up budgeting approach, known as participative budgeting, involves the lower levels, each department managers expressing his own department budget and present to senior manager (Weetman, 2013, p. 604). 

Main Body
Part A 
Atrill and McLaney (2018, p.202) suggest five areas of how the budgets can help managers. These five uses are: 
(a) Support the managers ideas and recognize the temporary problems
In the present context of Bogconic company, the managers from expenditure department found that the increased demand in new subscribers bring along an increase in indirect cost. This may be due to extra spending on customer service department (including all cost related such as extra offices rent, extra equipment, phone bills, internet bill, etc) or cloud service bills.
(b) Help the business subdivision to co-ordinate 
The relationship between the company department’s tasks it is very important, so that activities of one department support the task of others (Atrill and McLaney, 2012). In the Bogconic scenario, for example, expenditure and sales department collaborate and find the solution when the spending department found that they spend more that it was predicted and in this way the sales update the C-talk subscribing price. 
(c) Stimulate the managers to perform better
The motivation of the managers came from a defined target to support their performance (Atrill and McLaney, 2012). The low performance of spending managers of Bogconic, which was found when the budget was flexed, can be an impulse for managers to perform better in future and meet the stated task at the end of the year.
(d) Deliver a starting point for the control system
For example, the planned budget usually is the best “yardstick” (Atrill and McLaney, 2018, p.202). In the context of changing environment, the managers can refer their performance to the company’s planned objective at the beginning of the year stated in the fixed budget. This is what Bogconic’s managers did when they calculate a flexible budget.
(e) Authorise the managers to spend up to a particular limit 
The fixed sum of financial resources is allocated to the managers to spend (Guilding, 2014, p.163). In the Bogconic scenario, managers found they spent more on indirect costs. With this in mind, they can seek out cost cutting measures towards year end.

Flexible budgeting 
In the current circumstances of Covid-19 pandemic lock-down the most appropriate budget to be used by the Bogconic is flexible budget because of the continuous increase demand and changing environment for C-talk application. Similar scenarios arise for Zoom application, when the increased of the meeting users rise” from 10 million in December 2019 a day to 200 million daily, both free and paid” (Yuan, 2020). In their research, Frow N. et al (2010, p.444) present the “continuous budgeting” of Astoria Plc, which support the managers, when required,  to “prioritise” the revision of plans and reallocation of resources to achieve the company’s objectives and, together with other management controls.  The Astoria plc “performance excellence process” system (PEP) can help in framework planning for managers decision-making in the changing environment (Frow N. et al, 2010, p448). The mobile gaming studios such as Fortnite, Playrix and Playtika allocate important sums in digital adverts in late March, April and May, which may perhaps target summer holiday for teenagers (Bradshaw, 2020).
The demand for BoG-talk increase the number of new subscribers to 3 million, 500 thousand more than it was predicted to this period and the marketing managers made the optimal decisions attracting a good share of the market. Within the continuous changing circumstances of Covid-19 pandemic, the company recognised an opportunity in new subscribers’ growth of the BoG-talk application and acted allocating more financial resources for various departments such as marketing department. This increase was possible because lock-down forced the people to communicate remotely. However, other company’s such as IBM had seen a drop of 5.4 per cent in their revenue, due to decrease of traditional software and systems used by their clients (Waters, 2020).

Part B
Assessing the merits and demerits of participative budgeting
Shim and Siegel (2015, p.10) suggested motivation, greater accuracy of budget estimates, non-attribution for non-viable goals, continuous reviews and adjustment as advantages of participative budgeting. Other authors found that fair participation in budgets’ results is important for managers (Kimmel et al, 2009, p. 1009). Khan and Jain (2007) added to the participative merits the coordination between departments.
Motivation - The objectives and goals are more inspirational to managers, when they are involved in the budgeting process (Shim and Siegel, 2015). For example, in the difficult times of Covid-19, the managers can be motivated when they reallocate resources for their department to perform and achieve the incentive and company’s goals.
Accuracy estimation – The understanding of the department operations, the outcomes and costs, add value to the budget estimations (Shim and Siegel, 2015). In the scenario of Bogconic company, the sales department knows the true value/price of the BoG-talk application and make their sales budget accordingly which in the end is included in the master budget.
The non-attribution for non-viable goals – The impracticable goals cannot be accredited as excuse for not achieving the expectations by the managers, because they participated to the budget plans (Shim and Siegel, 2015).
Changing environment – The flexibility and the commitment to changing environment must be included in the participation to the managers objectives and goals (Atrill and McLaney, 2018). This means that the managers can adjust and adapt, allocating financial resources in the most reliable budgets within the aim of increase in revenue and profit and achieve other strategic objectives. This approach positively influences positively the company’s financial strategy, bringing new managers ideas and opportunities in budgeting process.
Fair participation/ voice. In their research, Byrne and Damon (2008) pointed out that the higher appreciation of “fairness” improves the subordinate managers performance.
Coordination between departments – The cooperative relationship between different departments and their operation need to run smoothly according to the plans (Khan and Jain, 2007).

Disadvantages of participative budgeting:  time-consuming and costly, “gaming” through budgetary slack (Shim and Siegel, 2005, p.10). 
Time consuming – There is a possibility of forgetting the company’s objectives during the long time of participation in budgeting process (Shim and Siegel, 2015, p.10). 
Budgetary slack – The managers relaxed targets can influence the budget quality and in this the senior management needs to act within the aim of achieve the company’s objectives (Atrill and McLaney, 2018, p.169). In this way the senior manager of Bogconic company can act and supervise the costs managers, so they can improve their spending on indirect cost. 
Real-life examples of how participative budgeting helps in anticipating customer’s needs:
“Some brands, like HEMA – a chain of grocery retailers currently being developed across China by online giant Alibaba – have responded by adding new layers of information about their products and, importantly, about the individual person making the ‘last mile’ delivery” (Vader et al, 2020). The Hema managers attract more customers in Covid 19 pandemic, investing in the marketing department which brought more confidence in the customer approach to the product. 
Within fast increase of online grocery business, Tesco will “create 16,000 new permanent jobs” (Samson and Nilsson, 2020). This news it can be an opportunity for the managers to reallocate new funds to online sales department. However, the big merit to this rise in demand it is due to Covid-19 pandemic. During this period, the customer behaviour change into online shopping.  

Conclusion
The recent time of Covid-19 pandemic lock-down, when the people was said to stay at home, the online tech companies such as Netflix, Zoom and Microsoft seen an important rise in their value (Wigglesworth, 2020). 
In the context of current changing environment and presented scenario,  in this paper it was evaluated the role of budgeting in helping the managers decision-making, the different budgets styles such as flexible and static, and assess the participative budgeting approach.  It was concluded that the budget is still at the front of control process in financial sectors of the business. 
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