          Student name: Roxana Ciocoiu   

         Student number:1814110

         Module title:Management Accounting

         Lecturer name:Winifred Soribe

         Module number:LCBB5002    

Table of Contents

INTRODUCTION
1

MAIN BODY
1

CONCLUSION
5

REFERENCES
6

INTRODUCTION


Management Accounting refers to use of different types of financial provisions in an effective manner so that the managers are able to take the correct decisions (Kumarasiri and Gunasekarage, 2017). In this essay, focus will be made on the role which budgeting plays in the organizations in helping them in planning and making the use of various opportunities.

MAIN BODY


Budgeting refers to a process through which budgets can be framed within an organization (Nitzl, 2018). It is helpful for the managers to plan and take the different types of decisions in a highly effective manner. They have to prepare a budget to keep expenses in check and to forecast the incomes in the future time period.


Types of budgets-


Sales Budget- It refers to a comprehensive forecast of the sales over a particular period of time. It helps the managers in organizations to identify the level of sales in the future and make decisions related to it.


Cash Budget- It means detailed forecast of cash receipts and expenditures over a certain period of time. It is prepared so that proper management of cash is done within the companies by the managers so that there is no shortfall in the cash whenever there is a requirement. For the managers in an organization, it can be helpful in proper management of cash and for the purpose of maintenance of liquidity.


Production Budget- In it, forecasting of production requirements within an organization is done. In an organization, the managers are required to make its use so that they are able to estimate their production effectively.


Master Budget- The use of this budget has to be made so that the overall level of information regarding the various processes of the organization can be obtained. For the firms, its use is required to estimate the requirements in an appropriate manner.


Role of budgeting-


Planning- Budgeting process helps the managers in planning for the future course of action which they are required to take in the organization. Short-term, Medium-term and Long-term plans can be framed for the same purpose. In the organizations, this can be quite helpful as it will ensure that there are proper plans which are made for the future time period regarding the expenditures which will incur and the incomes which can be forecasted.


Organizing- The process of budgeting is useful in the companies so that their managers are able to organize the resources in a better manner. It helps them in making sure that they are used optimally and their maximum utilization is made.


Decision-making- Budgeting process is helpful for the firms to take decisions (Ojua, 2016). For the managers, the process is useful in identifying the different sort of decisions they can take to improve the working pattern in the organizations. Therefore this helps in achievement of goals and objectives.


Controlling- The use of budgeting process has to be made so that proper control can be done in the organizations. For the firms, there is a requirement to ensure that the managers are able to use the budgets in a proper manner so that the work is done properly. This can help them in identifying the deviations and variances if any and take rectifying actions to remove them.


Budgeting Styles-


Static- Static Budget refers to a budget in which the values which are forecasted remain constant (Szychta and Dobroszek, 2017). There is no change in them even with the fluctuations which are witnessed in sales. In companies where the sales volume usually remains constant can make the use of this budget. The managers in the organization can make its use if the revenues and expenditures remain constant and do not witness any major fluctuations.


Advantages-


Easy to implement- Static Budget is quite easy to implement in the organizations. Therefore the managers have an ease to use it properly. The ease of implementation also makes it easy for the managers to be able to check it.


Better insights- Since a Static Budget is not affected by the fluctuations the management is able to get better insights of the budgetary process. Therefore the managers are able to analyse and interpret effectively with its use.


Disadvantages-


Lack of flexibility- When Static Budget is used it creates a lack of flexibility. In the companies, the managers are not able to adjust according to the fluctuations in the market and this creates a disadvantage.


Not useful for some companies- Static Budget is not useful for those firms which witness great fluctuations in their sales revenues and expenditures. In the organizations, the managers have a disadvantage here if they are not able to change budget with the changing dynamic situations in the market.


Flexible- Flexible Budget refers to a budget which has a certain sort of flexibility associated with it (What Is a Flexible Budget? Definition and Example, 2019). In business, this budget is the one on the basis of which the adjustments in the costs and revenues can be made. In this type of budget, the changes can be made frequently by the management as per their needs and requirements which are identified by them. There are changes which are made in it according to a change in the overall activity level. In the firms, the managers are required to make the use of these budgets so that the are able to bring changes according to the fluctuations in the market.


Advantages-


More information- The use of this budget is quite useful for the organizations because it is able to provide more information regarding the operations of the organizations. Thus useful information can be obtained by making it.


Finds out accuracy and deficiencies- By making the use of this budget the companies are able to determine the accuracy of their financial information. Also the deficiencies associated with budget can be found out.


Disadvantages-


Variances- When this budget is used there are certain variances which can incur. This happens due to the frequent fluctuations which it has to show.


Poor impression- With the preparation of this budget there can be a poor impression on the investors of the organization. This happens when the budget is prepared in a wrong manner by the managers.


Justification- In the current scenario, the business environment in which businesses operate is highly unpredictable. Frequent dynamic changes can be witnessed in the business environment and therefore the use of flexible budget is recommended for the companies. This is so because the managers are able to identify the changes taking place and implement them in the budget preparation process.


Participative Budgeting- Participative Budgeting is a process through which the managers are able to involve the different members of teams in the organization in the decision-making process so that the right decisions are taken (Tucker and Lawson, 2016). Thus in this manner the managers are able to get the inputs from the team members. These inputs can be very much useful for the organization to frame a budget effectively as the team members can give their ideas and suggestions.


Merits-


Use of ideas- When the team members are involved in the decision-making process there can be a use of different types of ideas which they are able to offer (Yigitbasioglu, 2017). In this way the managers can benefit a lot as these ideas can be helpful for them to include certain elements in the budgets which can be essential from the point of view of the company.


Decision-making ability- For the organizations, the use of participative budgeting approach is good because this develops the decision-making ability in the team members. Therefore this can offer a chance to them to enhance their decision-making skills.


Job Satisfaction- In the companies, the participative budgeting approach is highly useful for the enhancement of job satisfaction level among the team members. When the managers make use of it this develops the overall abilities of the subordinates and thus can improve the job satisfaction level.


Productivity- In the firms, the use of participative budgeting approach is quite useful for enhancing the productivity level. When the managers use it, the team members are able to raise their productivity level by helping them to take the decisions.


Demerits-


Time-Consuming- In the companies, there can be a lot of time which can be taken for the preparation of budgets when this approach is used. This can create a disadvantage on the part of the organizations.


Higher labour cost- For the firms, the use of participative budgeting tends to increase the labour cost. Therefore the overall cost in the preparation of the budget is on a higher side.


Conservative Budget- Participative Budgeting Approach leads towards the creation of a conservative approach towards the budget formation. For the organizations, this can create a disadvantage.


Budgetary Slack- In this approach, there are chances of budgetary slack because of underestimation of incomes and overestimation of the expenses. In the firms, this can create problems and issues.

CONCLUSION


From the above report, it can be concluded that budgeting is a process through which different sort of budgets are prepared in the organizations. By making its use the managers are able to take the right decisions which can be useful in the future time period. Proper estimation and forecasting can be facilitated by the use of this approach.
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