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INTRODUCTION

Management accounting is considered as tool of accounting which is mainly uses to keep proper records of accounts and financial information in relation to a business and increase the organizational productivity. It is suggested to all people to make the uses of accounting for maintaining records of income and expenses which are needed to be done in order of increase business performance (Fleischman and McLean, 2020). In other words, a provision of financial and non-financial decision-making information is delivered to management for the purpose of reducing cost and increasing organizational profitability. To increase the understanding of managing accounts and profits management accounting is uses by business concern that can help to manage all accounts. This helps to increase the business performance in challenging environment and take competitive advantages. This report covers role of budgeting that help managers to make optimal decisions in constantly changing environment. 

Main Body 

Budgeting and its role 


Budgeting – This is defined as process of creating plans and strategies for spending money in order to operate the business and increase the organizational profitability. Budget is the estimation of income and expenses which incurred at the time of working and operating businesses. This is important for all to set a business after estimating the amount that maybe incurred in workings and can help to maintain high profitability. 

Description of different types of budgets is as defined: 

Operating budget – This means a forecast budget that involves income and expenses by analysing over a time period is considered as operating budget. This involves labour cost, production, day to day expenses and a clear picture of company. This can help to manage the income and expenses of company by maintaining proper records and arranging of information’s.


Financial budget – This budget is involving financial information in relation to a business such as managing assets income and expenses which can help to make right business decisions. This is main and strong determinant of company's stability that states how much profits can be generated in a financial year  (Labrador and Olmo, 2019).

Production budget – This budget is providing the information about production by considering stock level and manufacturing activities. This is helpful to determine the cost of production where company make decision regarding cost of products and services. 


Master budget – This is defined as combination of all budgets that provide a clear financial picture of organization is called master budget. Many department are involves in master budget such as marketing, sales, purchase, overhead etc. are recorded in such budget that can help to provide the right information about profitability  (Abdullah, 2020). 

Role of budgeting in organization sustainable

Planning -  Budgeting is playing an important role as planning which is the first stage of identifying income and expenses of organization that incurs while running a business. By using budgeting management make sure that they have formulated short term and long term planning that can help to achieve goals.


Organising – For running a business budgeting is important as it plays role of organiser in which all activities and resources are managed by managers in order to complete the task and attain business productivity. 


Coordinating – In changing environment and technology areas budgeting helps to coordinate with all activities by funding properly. Budgeting is uses to decentralise the expenses which incurs and provide right suggestions to maintain good performance.

Controlling – The role of budget is control the excessive income and expenses that are arising in organization and needed to control. For example, if there is advance expenses are generating in particular department then it needed to be record and adjust with advance profits that can help to manage all activities (Ho, de Jong and Zhao, eds., 2019). 


Static Budgeting Style-


Static Budgeting Style is used when the financial figures and data in an organization does not witnesses frequent changes and fluctuations. The budget prepared according to it has constant figures and data. Therefore when this style is used there are more chances of accuracy in the analysis and interpretation because there are no changes which are made to its figures.


Advantages- When a Static Budgeting Style is used there are better chances of cost control in an organization. Therefore this is helpful for the managers especially in the situations where there has been an increase in the overall expenditures so that the managers are able to take decisions to control the costs effectively. Also the use of this style enables the managers to be able to analyse and interpret in a better manner because its constant figures allows them to be able to draw the right conclusions and recommendations which can be used in the future (O’Hagan, and et. al., 2020).


Disadvantages- Static Budgeting Style is not useful for the managers in situations which are dynamic in nature and require quick actions to be taken. The constant figures in this budget do not allow managers to bring changes quickly which can create a disadvantage for them in such type of situations. Also, the use of this style leads to problems related to resourcing and the allocation of additional resources cannot be done according to the needs and requirements of the market. Thus this also creates a disadvantage for the companies.


Flexible Budgeting Style-


Flexible Budgeting Style is used in the organizations so that changes can be made quickly according to the change in the activity level. It offers the organizations higher-level of flexibility and can be used by them so that they are able to adjust according to the nature of the situation prevailing in the market. It is especially useful for those firms which are dealing in sectors which witness high fluctuations. According to a change in the level of business activities the figures and values in the budget prepared under this style can be altered.


Advantages- When this style is used the managers of firms can estimate the profits at different activity levels with ease. Thus the analysis and interpretation can be performed more effectively by the management. This can help in the finding out of conclusion and recommendations which can be useful for the company's operations. Also since this budget is not rigid in nature it can be easily changed according to the activity levels to suit the various needs and requirements of the organizations where the sales and revenues witness frequent fluctuations due to the changing situations in the market (Ewens and van der Voet, 2019).


Disadvantages- The preparation of this budget requires the use of higher-level skills and if these skills are not applied then there are higher chances of errors and mistakes happening in it. Also the preparation of this budget is dependent upon the factors of production which cannot be controlled by the management and therefore this can create difficulties for the managers. 


Participating budgeting – This is defined as process of democratic deliberation and decision making, wherein people take decision how to allocate part of municipal and public budget. In this, people works at lower level of management and manage the business activities. This is most effective budget as lower level staff is good positioned to inform their supervisors and allocate the funds if needed. This can helps to manage the organizational performance and profitability by considering overall performance and participation of management. 
Merits and Demerits of Participating budget 
Merits 


Boost the morale of employees: This budget is good for employee’s motivation as it boost the morale and increases the workings. 


Employees become more accountable: This puts the employee's responsibility and make answerable for their activities and functions. This also helps to increase the accuracy of the budget and increase business effectiveness. 


Increases job satisfaction: Participating budget are very useful for organization as it make feel that management gave them priority and important task that need to be present appropriately and get the appraisals (Zamfir, Monica and Cristian, 2019). 

Demerits 











Focus on individual department growth: This budgeting mainly focuses on individual department growth which can be negative point and affected the business.


Time consuming: Participating budget is time consuming budget that take much time to keep records of information’s and take participation in all activities. 


Conservative budget: The next disadvantages of participating budget are decreases the potential performance of employees and create difficulties to attain tough targets. This also demotivates the employees as increases stress level. 

CONCLUSION 











From the above report it can be concluded that management accounting is the process of identifying, interpreting and controlling the financial information in relation to a business which can help to increase the understanding how to make profits. Budgeting is uses to set the goals by predicting income and expenses. Budgeting is playing important role in technology and sustainability of business which can help to maintain good performance. Types of budget are sales, operating, master and financial are prepared by management in order to operate business and increase productivity. 
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