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The purpose of this essay is to assess different styles of budgeting and to demonstrate the way budgeting helps managers to make optimal short-term decisions in a changing business environment. 
Budgeting is the process of planning the necessary financial and other resources for achieving particular goals over a given period of time. In general, the master budget consists of a number of smaller budgets dealing with different aspects of the company’s activity, e.g., sales budget, materials usage budget, operating expenses budget, labour budget, marketing budget, etc. Putting all these smaller budgets in one place helps the management to balance them by deciding which one is of the greatest importance for achieving a particular goal. Giving priority to one of the business areas, for example granting much money for marketing will inevitably lead to less money for any of the other budget components, e.g., labour or materials. 
The budget puts light on the connections between the different business areas and gives a broad perspective to the management. Before setting their objectives the managers need to know where their business stands. The budget takes account of the available resources and where they are currently being used. Some of them may be used for necessary expenditures, while others might be used in new projects or developments. After having a clear picture of their business the managers could set their objectives and plan the necessary resources to achieve them.
The budgeting could help the managers to make optimal decisions in a changing business environment by transforming the medium-term plans into short term plans. Every budget pursues a bundle of tasks, such as forecasting, coordinating, planning, controlling, communicating, evaluating performance, etc. On the one hand, planning is an important part of the budget since it involves setting goals and preparing budgets for their achievement. On the other hand, the budget allows the long-term business plan to be converted into a short-term business plan with the aid of alternative planning scenarios. (3)
With the help of the budget, the managers are able to check whether the planned performance is achieved. When there is a variation between planned and actual performance the management could analyse the reasons for the variations and take corrective actions. 
The given Softconic scenario could help us better understand the way the budget helps in making good decisions in a changing business environment. The Covid 19 Pandemic has shifted the demand from computer processing software to collaborative applications. Under these circumstances, the resources planned for production of computer processing software will remain unused due to the decrease in demand, while the needs for collaborative applications production may remain uncovered due to its increased demand. The budget could help the management to register the variations and to take corrective actions. In this case, they can grant more financial resources to collaborative applications development and production to cope with the increased demand and to achieve higher revenue of this particular activity.
There are different types of budgeting styles, i.e., fixed, flexible, and flexed.
The fixed budget is prepared at the beginning of the year and it uses fixed values for the amount of expected sales or revenue. 
The flexible budget allows changes to be made, within certain limits set in the beginning of the year, due to the increase or decrease in sales and production.  
The flexed budget is prepared at the end of the year to assess the achieved activity level.
In a case of changing environments like that of Softconic the flexible budgeting style will be more suitable for the company to make adequate decisions and gain more profit. 
Firstly this style relies on up-to-date information about the economic conditions. In case of a change in the economic conditions, the budget can be adjusted to reflect the changes. When a fixed budged style is in place, such adjustment is not possible. Respectively a proper decision could not be taken.
Secondly, the flexible approach allows the company to react to market opportunities. If the conditions of the market improve, as it is in the case of Softconic collaborative applications, the management could revise the budget to meet the increased demand. 
Thirdly, the flexible method allows the cost margins to be adjusted which help efficient decisions on pricing to be made. In Softconic’s case, the management can not only increase the financial resources dedicated to the collaborative application’s production, but could also make changes in the pricing policy.
The fixed style has a number of disadvantages in this particular case and in general.
· It is not able to react in a short time to changes in the market conditions, since changes to the values set at the beginning of the period are not allowed.
· It does not inform about the real state of the company activity.
· It does not use up-to-date information and thus may mislead the management to make wrong decisions. Managers are forced to make decisions using old information, the one set at the beginning of the period without being updated. 
In the case of a changing business environment, the flexible budgeting style is more suitable to be used even if its preparation takes more time and meets difficulties with the decomposition of the mixed costs into fixed and variable elements.
A real-world example that could be applied to the same scenario is one of Microsoft Office 365. The number of their monthly active users has risen dramatically in the period Nov. 2019 – Mar. 2020, from 200 million to 258 million.  The reasons for this change are the same as those of the Softconic’s case, the Covid 19 pandemic and the corresponding lockdown, which forced many people to work from home. The latter in turn led to increased demand for Microsoft Office 365. The most suitable budgeting method in this case is the flexible one. It is can facilitate making efficient decisions by using revised data, reflecting the changes in the business environment. This will help the Microsoft team to direct more resources to cover the increased demand for Microsoft Office 365.

There two types of budgeting systems that are used by the organizations for managing their budgets: Top-down budgeting and Bottom-up budgeting.
The Top-down budget is prepared by the top management of the company. It is based on the company’s objectives and is passed to the lower management for implementation. This approach saves time for the lower managers, so they can focus on other aspects of their work and responsibilities. It saves time and resources for the company as a whole since only one budget is prepared instead of many budgets of different departments that will need to be combined later in one common budget. (4)
This approach has some negative features. It decreases the motivation of the operational managers since they are not involved in the process of preparation of the budget. Also, the senior managers are quite away from day-to-day operations and may be not aware of the real expenses needed by each department.

Bottom-up budgeting uses the opposite approach. Separate budgets are prepared by the heads of different departments and then they are combined in one common budget. This method is also called Participative Budgeting. In this case, the information flows from the bottom to the top management. People that are involved in everyday operations are more likely to have realistic expectations about the expenses for their activity at the department level. This method brings more value to the organization since accurate information is used. Another positive feature of participative budgeting is that people on different levels are involved in its preparation and respectfully are more motivated to achieve the budget goals. However, in this case, the high-level company strategy is not taken into account. The senior management needs to give directions to the low-level management about the overall goals of the company and the way a particular department fit into them. (5)
Another negative feature of this budgeting system is that it is highly time- consuming. Firstly, a number of separate budgets are prepared by low-level managers. This takes their time and distracts them from their everyday tasks. Secondly, the budgets are forwarded upwards to mid-level managers for evaluation and approval. Thirdly, it may happen that the separate budgets could not work together when the master budget is assembled. In this case, the budgets will need to be sent back for revision. Another portion of time will be consumed. Not only the time but the labour cost related to this type of budget is higher compared to the case of a top-down budget because of the large number of employees involved in the process.
The bottom-up budget allows people who participate in the preparation process to manipulate it to their own purposes. Usually, they overestimate the costs and sets lower objectives for their own performance. 
The participative budget is a better tool in a situation of a changing environment. Persons who are in direct contact with particular activities could first observe the changes in the business situation. Correspondingly, they will be in the best position to make budget estimates that will facilitate adequate business decisions.
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