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IBM HISTORY AND DEFINITION OF BUDGET


The history of IBM began in 1911 when three very successful for 19th century companies merged. The International Time Recording Company, the Tabulating Machine Company and The Computing Scale Company of America joined and formed the Computing Tabulating Recording Company. Ten years after, Thomas J. Watson joined the company as CEO and he changed the name to IBM, International Business Machines Corporations, as it known until now. IBM business starts with manufacturing calculators designed by their own technology in 1930’s, a decade later the company invent the first machine, which can compute long calculations automatically. In 1950’s they start to produce their own computers. In 1980’s IBM together with Bill Gates create operating system for the IBM’s computers and this was the beginning of computing market (Bellis, 2019).
[bookmark: _Hlk46989772]In our days IBM is operating in five segments: Global Financing, Systems, Cloud and Cognitive Software, Global Business Services and Global Technology Services. The company have more than 350 000 employees and have 77 billion U.S. dollars revenue for FY 2019, which is 3.1% decreased compared to 2018 (https://craft.co/ibm/metrics#income-statement) . The net income is 9.43 billion U.S. dollars for 2019 and more than 27 billion U.S. dollars of the revenue are coming from the Global Technology Services business segment, followed by Clouds and Cognitive Software segment with $23 billion (Alsop,2020). IBM it is known as company which have inventions in the technology industry such as ATM, hard disk drive and others. The company is focusing in innovations in the industry such as artificial intelligence (AI) and on hybrid and multi-cloud solutions (Alsop,2020).
[bookmark: _Hlk46989819]To estimate the profits and losses IBM company should make correct planning, forecasting and budgeting for the financial year. Planning should identify the company’s objective, forecasting should predict the revenues and losses according to current market conditions and to adjust the  new information with the current data and the budgeting should be prepared for the fiscal year in order to cover revenues, expenses and cash flow monthly (https://www.ibm.com/topics/planning-budgeting-and-forecasting ).
Budget is a financial plan for defined time which estimate the expenses and the revenue for that time. It is financial statement helping to the managers to estimate the costs and profits for upcoming period in order to achieve company’s goal and objectives (Ganti,2020). Budgeting is planning process in which managers and board directors make financial plans and opportunities to achieve the company’s performing goals. Management accountant have important role in budgeting with making right decisions for capital investments, estimates costs, analyse the risks and planning the budget for the fiscal year (Fontinelle,2019).

TYPES OF BUDGET


The budget is part of the running process of every business in order to be efficient and effective. The budget should be prepared to meet the actual performance to the ideal one, defying all costs, sales, assets and other factors (Bragg,2019). There are several types of budgeting methods.
Static or fixed budget is the budget prepared for a specific period, remaining unchanged no matter the increase or decrease in sales production. This type may be used by managers to measure the performance of the company for the certain period and is often used to be set up as an expenses and revenue targets. Often the fixed budget results are different compare to the actual numbers in the end of the time period. That type is commonly used be non-profit organizations or government organizations (Kagan,2019). The advantages of the fixed budget are that the company may monitor the expenses and revenues, may prevent overspending and matching the incoming revenues with the expenses. This type helps managers to be ensure that they have enough cash available in order to cover extra expenses, for example: overtime payment (Kagan,2019). The disadvantage of that type of budgeting is that there is lack of flexibility. The static budget is suitable mostly for businesses which have highly predictable volume of sales and expenses and for short-term period. Based on previous data, this budget may be difficult to be implement by the company (Kagan,2019). 
The flexible budget or the variable budget is based on planning changes in the output in order to estimate the change in the cost and revenues. Managers use this budget to predict the best and the worst scenario for the upcoming period. As well the managers can easily see the financial performance of the company if it is improving or needs to be improved comparing the numbers with the actual statistic (Bragg,2019). In order to build the flexible budget, the managers should identify fixed and variable costs and enter the actual measurements into a model to compare with the actual expenses. This budget actually change with the changes of the business activity and is more suitable for dynamic business (Bragg,2019). The advantages of the flexible budget is that can be used to evaluate the performance of the managers or to update the budget because the revenue it is not finalized yet and can be used in a variable business environment (Bragg,2019). Time consuming and formulation are some of the disadvantages of flexible budgeting. There is no comparison between the actual and budgeted revenues. Flexible budgeting is hard to be used of companies which have few variable costs but many fixed overhead costs (Bragg,2019).
[bookmark: _Hlk46989873]The managers role is important for the good performance of the company. They must deal with predictable and unpredictable situations which may affect the business. The managers should take right decisions to fix the problems or improve the performance. This is difficult task, that’s why the companies create guide to help to the managers to make better planning and forecasting. The managers team should avoid missed opportunities because of wrong forecasting and inflexible or fixed planning and budgeting. For that reason IBM created a guide which will help the management team to improve the planning process, to be able to adjust resources and estimate or relocate the costs in order to achieve the business goals (https://www.ibm.com/downloads/cas/KKLV6LAE ). IBM financial team is focusing on all the data collecting (including nonfinancial) in order to take better decisions in planning of pricing, capital allocations, actual revenues and expenses. Management team should be able to focus on all information which have impact on capital, cash flow, costs and revenue (https://www.ibm.com/downloads/cas/KKLV6LAE ).
[bookmark: _Hlk46989942]Companies, individuals or business may use two systems of budgeting: bottom-up or top-down budgeting. The bottom-up system means that the budgeting starts from the bottom level of the company and goes up to the highest level of the organization. The top-down system is starting from the top level of management and works down to the lowest level of the company (Johnson,2019). In the bottom-up budgeting the management need to make researches and estimate the costs on every level of the project, to add monthly budgets in order to estimate the annual one. This system allows to managers to see every step of the project and accurate to plan every phase. The problem with this technique is the opportunity to miss steps in the multiply level of the company, which may lead to miscalculations. As well the lower level partners may ask for bigger amount of money and this will cause overbudgeting (Johnson,2019). The top-down budgeting system is process in which the higher level of management is estimating the budget and the low-level participants are not involved in it. The advantage of it is the determine the organizational structure in the company, may encourage the employees to perform better and achieve the setting targets and save time of lower level management team (Johnson,2019). The disadvantage of it is the lack of motivation of employees and the difficult implement of the budget from the lower management team caused of the non-realistic expectations, costs and revenues set from higher level management (https://corporatefinanceinstitute.com/resources/knowledge/finance/top-down-budgeting /).
The companies choose the technique which is more suitable for their business. Some of them may make annual top-down targets and work with the financial departments, others may set bottom-up plans to meet strategic targets. Leading corporations like IBM prepare guide for objectives and goals from the senior management and then the lower level management make plan from bottom-up in order to achieve the goals and targets build in the guide (https://www.ibm.com/downloads/cas/KKLV6LAE ).





CONCLUSION

Estimating the budget is the most important activity in every business before starting any actions. The financial team must prepare the right budget for the company and must choose the most suitable budgeting system in order to estimate the right cost, the expecting revenue and to predict every financial risk. The management team must approve the prepared budget and take responsibility applying it. Working together as a team within the organisation and taking the right decisions will lead to good performance, financial success and overcoming all predictable and unpredictable risks. The good and smart budgeting will bring the expecting revenue to the company.
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