Management Accounting 1
Management Accounting 2




MANAGEMENT ACCOUNTING
(LCBB5002)





Student ID: 1811829
Student Name: Cristina Anisoara Felicia Patrut




TABLE OF CONTENTS

Introduction………………………………………………………………………………………3
Role of Budgeting……………………………………………………………………………….4
Types of Budgeting Styles……………………………………………………………………….5
References………………………………………………………………………………………..9




Introduction
Management accounting is the process of formulating organisational goals through identification, analysis, measuring, communicating, and interpreting information to managers (Bromwich and Scapens, 2016). The main aim of management accounting is to focus on all accounting that informs management on the operational business metrics. Budgeting is defined as the tactical implementation of the business plan where the company prepares detailed projections of the future funds to be used within the organisation. There are two types of budgeting: capital budgeting and operational budgeting. Capital budgeting means listing the annual cash inflows, and cash outlays for each project within the company where the amounts should be ranked by profitability according to their actual value (Fehrenbacher et al., 2020). Operational budgeting includes preparing specific projections for the coming accounting year. The predictions include amounts for producing goods, sales, and department’s expenses. Departments use budgeting to help them in making short-term decisions, especially on how to maximise the limited resources allocated to them. The departments can distinguish between fixed costs and variable costs when implementing, thus use the funds appropriately to yield profits since revenue of less variable costs bring contribution and contribution less fixed costs bring net profit to the organisation (Dokulil and Popesko, 2020).
This paper seeks to critically expound on the roles of budgeting in assisting managers in making important decisions within the changing environment. It also emphasises on the evaluation of flexible and static budgeting styles and identification of the most suitable technique for the scenario. Finally, it assesses the advantages and disadvantages of participative budgeting.
Role of Budgeting
Budgeting helps organisational managers as they move into the technological age since they can allocate funds that will drive the organisation to achieve that objective. The leading roles of budgeting in organisations are planning, evaluation, and motivation (Dauda, 2017).
Planning
Budgets are plans used to provide details of what and how the management aims at accomplishing its goals. Budgeting makes management examine the economic interrelationship of the various activities conducted by the company and the general financial situation in the firm. It helps the management identify the resources that can be used to achieve the organisational goal and to learn the application of those resources to the targets.
Evaluation
The budgetary data are used as a standard to compare the actual results of the business unit or management. This gives the senior management more standards to measure their present results from the norm since past-present comparisons do not offer a manager the performance or meaningful evaluation of the company’s achievements. The management control systems elements support the budget of an organisation since it serves as a critical measurement standard. The budget’s role in evaluation is supported by the formal evaluation procedures, predetermined measurement criteria such as return on asset and management review. 
Motivation
Organisations use budgets to motivate people in assisting the organisation in achieving their overall objectives through the predetermined plan of action commitment of people. The completion of the budgeting process gives each manager specific targets that they will aim and work towards them, which will require total commitment to achieve. The motivational strength to achieve the goals can be acquired by linking the company’s incentive system with the manager’s performance evaluation. Managers’ commitment to the budgeted targets is enhanced by knowing that their upward mobility and level of compensation depend largely on their performance. 

Types of Budgeting Styles
There are two types of budgeting styles used, which are flexible and static budget. A flexible budget is one that can be adjusted due to the change in assumptions used in budget creation during the management’s planning process. A static budget is one that remains the same even if assumptions made during planning have been significantly changed. 
Flexible Budget
A flexible budget is more adaptable than the static budget in that it can better position an organisation for the marketplace challenges, and it handles reality. When creating a flexible budget, one has to identify and segregate fixed costs in the model, and then determine the extent where all variable prices change due to activity measure. 
Advantages of flexible budgets
A flexible budget is used in businesses, where prices are aligned closely with the business activity level. Flexible budgeting is also used where activity figures and revenue have not been finalised to quickly update a budget since the managers approve all the activity measures done in the company. It also evaluates the performance of managers since it restructures itself according to the activity levels (Lam and Beatty, 2020).
Disadvantages of flexible budgets
There is difficulty in the formulation and administration process, where in the formulation, much time is spent developing the cost formulas, and there are no fully variable costs. There is no comparison of actual to budgeted revenues as the two numbers are the same since it is designed to match not to compare actual expenses to expected expenses. There is a closing delay since the accountant has to wait for the completion of the financial reporting period to input the revenue and the activity measures into the budget, to extract the results from the budget, and input them into the accounting software. This whole process should be completed to issue a financial statement containing budget versus actual information in the budget model. 
Static Budgets
Static budgets remain constant even when the sales and production volumes increase or decrease. During comparisons, the actual results from static budgets can be different from the normal results since they are used by management teams, finance professionals, and accountants to gauge the company’s financial performance. Some managers use static budgets as an expense, revenue, costs target, and to forecast the numbers of the company (Horngren et al., 2002).
Advantages of static budgets
In static budgets, there is an ease in monitoring revenues, expenses, and sales where organisations can achieve optimal financial performance. Static budgets guide the overall direction of the organisation since each department is kept within budget. Static budgets also provide accountants with financial control, where they are used to prevent match expenses and overspending. Static budgets help companies have available cash in case of any arising situation such as hiring of overtime employees. Static budgets also ensure firms can track how much the revenue is, where the funds are spent, and adhere to its financial objectives. 
Disadvantages of static budgets
Static budgets are more useful for organisations with highly predictable costs and sales since they are constrained by the organisational ability to forecast the needed expenses. There is a disparity between actual results and static budgets if predictive planning is impossible (Lynn and Madison, 2004). The changing environment impacts the budgeting styles since the company has to maneuver on which method to choose. As firms move to the technological era, the change in the environment has to be catered for; thus, decision on which budgeting style suits the business is very important.
The most suitable budgeting style for a business moving into a technological age is static budgeting since the management can easily monitor the expenses used and the revenues accumulated, therefore creating short-terms plans that are achieved for the profitability of the company.
Participative Budgeting
Participative budgeting is a process of involving people from lower levels of management into the budget preparation process, giving them a sense of ownership in the organisation. Participative budgeting produces more achievable budgets since the lower-level employees can better inform the supervisors where money needs to be allocated (Chong and Strauss, 2017). Business performance is influenced by participatory budgeting since the subordinate managers are motivated to work even harder in achieving the tasks they helped formulate and relate significantly with the top management. 
Advantages of participative budgeting 
There is a transfer of information upwards since the data are shared from the subordinate departmental managers to the top management who can give their view on organisational issues. Participative budgeting also creates an agreement between the overall company’s goals and employees’ objectives since both purposes have been set in the same direction. Participative budgeting enables employee motivation, where workers who participate in the budget process feel appreciated, as they sit with the top managers and give their views on specific issues affecting the organisation. This improves their morale where the employees are urged to work hard in achieving the goals. 
Disadvantages of participative budgeting
Participative budgeting has budgeting slacking where the employees may manipulate the budget for their advantage by overestimating the costs or set targets that they can easily achieve and surpass. Participative budgeting is time-consuming since it starts from the departments to the top management where there is too much participation, and negotiations take long before an agreement is reached. If no deal is available, the management makes the final decision. 
In conclusion, the management in a company should understand the role of budgets in setting long- and short-term plans and choose the most effective budgeting style to achieve their targets. 


References
Bromwich, M. and Scapens, R.W., 2016. Management accounting research: 25 years on. Management Accounting Research, 31, pp.1-9.
Chong, V. K. and Strauss, R., 2017. Participative budgeting: the effects of budget emphasis, information asymmetry and procedural justice on slack-additional evidence. Asia-Pacific Management Accounting Journal (APMAJ), 12(1), pp.181-220.
Dauda, H., 2017. Examining the role of budgeting and budgetary control in achieving objectives of business organisations. 
Dokulil, J. and Popesko, B., 2020. Operational budgeting in Czech companies. International Advances in Economic Research, 26(2), pp.193-195.
Fehrenbacher, D.D., Kaplan, S.E. and Moulang, C., 2020. The role of accountability in reducing the impact of affective reactions on capital budgeting decisions. Management Accounting Research, 47, p.100650.
Horngren, C.T., Bhimani, A., Datar, S.M., Foster, G. and Horngren, C.T., 2002. Management and cost accounting. Harlow: Financial Times/Prentice Hall.
Lam, M. and Beatty, B., 2020. A multi-year budgeting approach. The Routledge Companion to Nonprofit Management.
Lynn, M.P. and Madison, R.L., 2004. A closer look at rolling budgets. Management Accounting Quarterly, 6(1), p.60.
