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[bookmark: _Toc47454287]Introduction
            A budget is a tool used to plan, organise and allocate resources and finances to be used by a specific project over a specified time. In a changing environment, a budget helps to plan on how the change will influence the profits of the company. It analyses expected costs and expenses against revenues to determine whether the sales of the business will be profitable or not. Any organisation should adopt the use of budgets to plan ahead since it helps in ensuring that before any project is undertaken, the resources needed are available. Budgets assist the managers to follow up on the spending of the company. Budgets are used for planning, decision making and comparison of expected and actual results. They can be used by individuals, public and private companies, partnership, and non-profit organisations.
[bookmark: _Toc47454288]Types of Budgets
Budgets according to time factor: Long-term, Short-term, and Current Budgets
          Long-term budgets define the companies plan for a period of five years and beyond. These budgets represent projects that have a longer duration. Short-term budgets on the other hand show preparation and expectation of projects that are allocated short period of time, usually below two years (Fotakis and Mathieu 2018). Lastly, are the current budget which represent on-going short-term projects with a time period below one year.
Budgets according to function:  Capital, Sales, production, and Research Budgets
            Firstly, the Capital budget is used to plan on the company’s fixed assets and sources of capital. This kind of budget is prepared a few years before the project starts. Secondly, sales budgets estimate the sales of the business and categorize them according to products, sales personnel, and location. Thirdly, the production budget is prepared as a forecast of sales, the production volume and stock requirements. Lastly, the research budgets plan for new innovations and research how the changes will affect the operations of the company.
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           Budgeting is important for any organisation and the process of decision-making. The budgets assist the managers on which way to follow, the projects that should be taken, and sources of capital for the company. Budgets can be prepared by individuals, groups or the top management. The impact of budgets on decision making is as shown below;
Determining the Current position of the business
          Before undertaking any projects, the managers should analyse and determine the current position of the business in terms of finance and resources. Some of the resources required in a project, may be in use in other projects. The company may also not be in a position to undertake new projects financially. Preparing a budget on the current position of the business helps the managers to decide on which project to proceed with and for how long (Silva, 2017). For example, in the Softconic IT company scenario, the managers had to analyse if the company is ready to spend most of its resources on the C-Talk application.
Decide on the projects that should progress
          Every company has short- and long-term projects. When the managers establish the current position of the company, a decision on what project to handle can be easily made. Looking into the current position enable plan for future expansion. Budgets also identifies resources that are being wasted and therefore, cuts can be made and adoption of long-term projects is made possible. The managers are able to understand what projects are realistic and beneficial for the company. Therefore, the budgets prevent the company from embarking on projects that are beyond their capabilities.
Plan on daily operational expenses
         Businesses fail to progress due to lack of organisation of daily expenses. These expenses are the most crucial since they stand for everyday operations. For example, salaries and wages for employees are expenses that are incurred on daily basis. Lack of management on these expenses can lead to the business operating in debt yet with a plan they can afford to pay for them. Budgets aid the company on planning how to sustain these operations without having to take loans (Henri 2019). This is done by putting aside funds whose only purpose is day-to-day activities. Managing these operational costs brings the company a step closer to expansion.
Determine sources of finances
              Any operation, project, or activity of a company, depend on finances to excel. Therefore, every organisation needs a continuous cash-in-flow. Relying on profits is not enough and the company will have to take loans some of the times. Budgets assist on planning for these loans, how they will be used, and how they will be repaid (Cools 2017). Taking big loans for bigger projects does not necessarily mean that the return will be as huge. The budgets make sure that the loans taken will bring back sufficient returns by planning ahead. For example, Softconic spending most of its resources on C-Talk since its on demand, requires a budget to control everything in case the demand falls.
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[bookmark: _Toc47454291]Flexible Budgets
            This type of budgets changes according to the change in output, and production activities (Adili 2020). Flexible budgets allow adjustment changes to be made on a previously prepared budget. Flexible budgets are the most suitable in changing environments since it consents on changes to be made on what was prepared during the management planning process.
     Advantages
         Flexible budgets have an advantage of adaptability (Solomons 2016, pp.84-93). This budget is able to adapt all changes and make them part of the original plan. This is important in the changing environment and no information is left behind. More accurate conclusion on performance is made since the amendments made include all and any transaction that took place whether planned for or not. 
     Disadvantages
           Most of the resources are fixed for example, land, machineries, and labor. Therefore, there is no need for adjustments which shows the flexible budgets are not necessary. Determining the variables is also difficult.
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            Static Budgets are also referred to as fixed budgets. This type of budget does not allow any form of change to be made (Trueman 2011). Static Budgets are rigid and do not support adjustment even with a significant change in the operations of the company. This budget predicts expected expenses and revenues before the project begins.  
     Advantages
            A static budget ensures that the management is able to monitor all the expenses of the company. This is easy because the budget is easy to follow up since no adjustments are made. In addition, a company is able to compare actual results to the estimated ones (Richard 2015, pp.202-208). The company is able to detect where overestimation and underestimation are made and changes can be made in future. Lastly, the managers can keep track of all expenses and profits using this type of budget.                                  
     Disadvantages
          The main disadvantage of this budget is lack of flexibility. Changes happen in the company all the time. Without a plan to adjust and add these changes to the budgeting, it might be hard to keep track on the progress of project and some information may be left out.
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          Changes happen in the business environment often. In the IT industry, changes in technology and production methods, causes amendments to be made by companies as a way of keeping up with the business environment. For example, Samsung developed Truecaller application to help people identify unknown caller IDs (Cronin 2016). This change was prompted by increase in complaints of caller scams. The company had to come up with a budget that planned the entry of the application in the market, prepare for demand, and estimate the returns on investment achieved. Flexible Budgets are the most suitable to be used by such a company.
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          A Participative Budgeting is a procedure whereby all levels of staff are included in the budget preparation activity (Derfuss 2016, pp.17-37). People in the lower levels are included in the budget making process to give them a sense of belonging and motivate them to achieve set goals. Contribution by the whole workforce ensures more accuracy on the estimated budget. Every employee knows what is achievable at their work posts hence, achievable targets are set.
Merits of Participative Budgeting
     Communication and Transfer of Information
          Employees on the lower levels have the most experience on what happens in the ground since they interact with customers directly. Including them in the budget making process is efficient since they share information that was unknown to the top management (Syzonenko 2019). Being given an opportunity to communicate ideas, gives the workers a sense of value and job satisfaction.
     Motivation
          Giving the workers an opportunity to contribute ideas on how they want to work and allowing them to propose targets, motivates them to improve in performance (Myint and Raju 2019, pp.573-578). Involvement and participation cause employees to take link organisational goals with personal goals and they are motivated to achieve them.
Demerits of Participative Budgeting
     Time consuming 
          This budgeting scheme uses a lot of time. Everyone has to participate, and contribute ideas. The time taken to evaluate all ideas and select the most effective one is discouraging. The lowest level submits their proposal which has to pass through all levels up to the top management (Sandkuhl 2020). Evaluation is done at all levels eliminating and adding data hence the process is tedious and time consuming.
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         Budgeting involves the process of analysing, planning, and preparing budgets. Flexible budgets can be adjusted while Static budgets are rigid. Budgets are important since they assist the managers and the whole workforce to prepare for current and future projects of the company. The budget also assists in comparing actual output to estimated output. Participative budgeting includes the whole staff in budget preparing process. Companies such as Samsung need budgets to organise and control all activities and operations.
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