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[bookmark: _Toc56083335]Introduction 
This essay throws light on the concept of budgeting and the merits and demerits of various budgeting styles used in a business. It also helps to understand the role of budgeting in managerial decision making. With careful evaluation of the changing environment, their impact on the various budgeting styles is studied. Lastly, the various processes of budgeting approach are discussed with special reference to the implication, merits and demerits of participatory budgeting.  

[bookmark: _Toc56083336]Main body 
In order to make decisions and plan competitiveness, businesses make use of different styles of budgeting. Budgeting can be defined as a business plan which provides estimation of expenditure to be incurred by the business in its future course of dealings. Budgeting helps a business to manage its activities in a planned and systematic way (Asogw and Etimw, 2017). There are various budgeting styles which managers can use. Some of the important business budgeting styles include: Incremental budgeting, Activity-based budgeting, Zero-based budgeting, Value proposition budgeting, Cash flow budgeting and Surplus budgeting.
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Figure 1: Process of budgeting
(Source: Skousen, 2019)
The process of budgeting is considering as an infinite loop similar to the larger financial planning which involve defining objectives, gathering data, forming expectations, creating budget, evaluating and monitoring the outcomes and variances. 
In terms of functions of budgeting, it incorporates the expected performances as well as present managerial targets. Budgeting also helps the organisations to move from informal and reactive style to a more formal and proactive style of management. As a result, the company spends lesser times solving unanticipated problems and invest more time on positive measures as well as preventives actions. In context to traditional budgeting approach, it is a process of projecting the revenue and expenditures of the company for the upcoming year based on the data from previous years. However, it has several limitations as well, such as the outcome may be an inaccurate representation of goals which the company wants to reach. In addition, this approach of budgeting is highly time consuming. On the other hand, the modern budgeting approach, can be consider by the organisations nowadays, which involves approaches such as activity based and balanced score card. In activity based, budgeting, it is considering as a top-down budgeting approach which helps in determining the amount of input which is required to support the targets and the outputs set by the organisations. 
Apart from that, balanced scorecard is also an effective approach which breaks down what would otherwise would be complex budget into small strategic allocation of resources in relations to a specific timeframe which dictated by a particular objective (Hughes, 2020). 
Incremental budgeting is a traditional style of budgeting in which the existing budget is simply adjusted by increments. Incremental budgeting offers the benefits of easy calculation and is one of the easiest styles of budgeting, however it is also the most abused one. This budgeting style can unnecessarily increase the budget. Activity based budgeting is used by managers in order to focus on achievement of short-terms goals and objectives. As the name suggests, budgeting is done based on different activities. This budgeting style offers the benefits of transparency in business operations. The main demerit of activity based budgeting, is that it is costly. 

Zero-based budgeting requires all departments to start off at zero and then justify the costs incurred by them (Hughes, 2020). With the help of such information on costs, budgets can be prepared. The benefit of zero-based budgeting is that it helps in cost-benefit analysis. However, it is very time consuming. Value proposition budgeting is essentially preparing budgets according to the value that an activity adds to the business and its stakeholders. As a result, costs are cut down and budgets are planned, giving more attention to those avenues which generate value. Value proposition budgets are flexible and ensure reduction in costs. A demerit of this type of budgeting style is that it provides room for manipulation as determining value is highly subjective.

Cash flow budgeting is used by managers to control and maintain the cash flow in the business by estimating the cash inflows and outflows during a particular time period. Cash flow budgets benefit the managers in controlling excess spending, identifying deficits and avoiding debt. A demerit of cash flow budgeting is that the future needs are based on estimates which may not always be correct. Surplus budgeting basically helps to plan the use of surplus money left with the business after meeting all of its needs. This type of budgeting helps in easy and effective deployment of business resources for future growth. But if not planned properly, it may lead to wastage of resources. 

According to Skousen (2019), Budgeting helps managers in making short term decisions which help them to capitalise the short term, opportunities. With the evolvement of technology, planning by making use of budgets has gained more momentum in the business scenario. Budgeting plays a crucial role in the short-term decision making of a business. Budgeting is one of the main factors responsible for the success of a business. It helps the managers to make decisions for future operations. By proper budgeting, a business can not only reap the benefits of reducing costs but also manage the other uncertain future events with ease. A budget is a backbone of a sound business plan which includes forecasting the funds, prioritising projects and allocating business resources accordingly. Based on the size and type of organisation, budgeting can be done either individually or in a team. 

As per Mubashar and Tariq (2019), Budget serves as a tool for managerial decision making. A properly planned budget serves various purposes. Some of them include planning, forecasting, authorising, communicating, coordinating, motivating and controlling. Budget helps the managers in making short term decisions as it is a means of planning and forecasting. By forecasting the unforeseen events which may arise in future, businesses can plan ways to deal with those uncontrollable factors. In order to ensure financial well- being of the business, it is important to make accurate forecasts which will affect the decisions of the business. Forecasting alone cannot shape the decision making, process. The heart of the budgeting process is actually planning. Managers should therefore both forecast and plan by making budgets. Budgeting also helps a business in fixing authority and responsibility for different work. With the help of various departmental heads, the managers can make proper decisions for achieving the organisational goals. Budgets also serve as a channel of communication and coordination. As such, managers can communicate with employees to get a better insight into their problems and issues. With better knowledge of the problems, they will be able to make proper decisions for resolving them. Business can also review its policies in accordance with the emerging needs. For making required changes, information gathered through budgets can be used to make decisions.

The changes in the internal and external environment of a business have an impact on the budgeting style used by the business. The various factors of internal environment which may affect the budgeting of a business are changes in the human resources and system of automation and corporate information. The style of budgeting is also influenced by some external factors such as competition, political condition, social segment and technological upgrades (Masuya and Yoshida, 2020). The impact of changes in the environment on the budgeting process is different for different budgeting styles. An incremental budget is generally not very affected by the changes in the environment as it makes only some changes in the existing budget by adding increments. Activity based budgeting, on the other hand is largely influenced by changes as these changes will affect the organisational goals and also the segregation of different activities in the fulfilment of such collective goals. 

Since zero-based budgeting requires justification for each and every penny spent by different departments, it is not likely to get affected much by any internal or external environmental change. Value proposition budgeting can be affected by the changes in the organisational structure or the employee’s behaviour as this style of budgeting focuses on the need for determining value that each activity or operation of the business adds to the organisational goals. Cash flow budgeting and surplus budgeting are two types of flexible budgeting which allows scope for making changes as and when required. As such, these styles of budgeting can easily adapt with the changes in the environment of the business. 

Selection and application of proper involvement in budgeting is very crucial to meet the organisational objectives. Depending upon the level of involvement in the budgeting process, budgeting can take form of any of the three types: Imposed budgeting, Negotiated budgeting or Participatory budgeting. Imposed budgeting follows a top-down approach where the top-level management sets budgets for the low level, executives who are required to adhere to such budgets in the performance of their assigned task or job. While an imposed budgeting can be very effective in achieving the organisational goals, it is not whole-heartedly accepted by the employees. The employees feel lack of their say in the decision making of the business. Negotiated budgeting is a combination of both top-down and down-up approach. The managers and the employees collectively set targets to be achieved. This type of budgeting helps improve employee morale as they feel they have a part to do in meeting the goals of the business. 

Participatory budgeting, on the other hand, follows a bottom-up approach whereby the employees are also included in the preparation of budget. Participatory budgeting takes into consideration both the implementers of the budget as well as the executors. This type of budgeting process provides a sense of ownership to the low-level managers as they share the responsibility of the budget with the top-level managers (Williams et al., 2019). The implication of participatory budget in business performance can be understood by the confidence that is shown by the top managers for their staffs and by the employee’s sense of ownership which makes them work with more dedication and motivation towards achievement of organisational goals (Boukhris et al., 2016). Besides this, budgets prepared by using participatory budgeting processes are highly achievable as they help in reducing the possibility of overestimation or underestimation. 

The merits of implementing a participatory budgeting approach includes better coordination between the top managers and the departmental subordinates which helps to discuss and solve the problems in an easy and efficient way. Another merit is that this approach improves the motivation of the employees as they have a part in the making of the budget. A motivated employee works harder to attain the goals of the business (Augsberger et al., 2017). Participatory budgeting also helps in maintaining congruence between the employee’s personal goals and the overall organisational goals. The demerit of this approach is that it is more time consuming than imposed budget as it involves the participation of the employees (Spada and Allegretti, 2017). Besides this, another limitation of participatory budgeting is that it can lead to budgetary slack as employees can manipulate the budget to their advantage. 

[bookmark: _Toc56083337]Conclusion
Budgeting helps managers in making short term plans for the business. With the help of budgeting, forecasts can be made and accordingly plans can be made. Different budgeting styles offer their own benefits and limitations and they may be affected by the changing environment of the business. Participatory budgeting helps to improve business performance as it involves the employees in budget preparation.
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