                                                        
Student Name: Nikoletta Dudas
Student Number:1814105
Moodle Name: Management Accounting
Moodle Number: LCBB5002
Assignment Title: Assignment 1
Lecturer’s Name: Winifred Soribe
























                                  Importance of Budgeting





Contents
Introduction:	3
Main Body:	3
1, Budgeting:	3
2, Different types of budgeting styles:	3
3, Approaches of Budgeting:	4
4, Budgeting and Decision making:	5
5, Budgeting systems:	5
5.1, Participative Budgeting:	5
Conclusion:	6
References:	7






                                                      









[bookmark: _Toc49108168]Introduction:

Accounting is a practical activity in which information is provided. The task of accounting is to define, measure, and provide financial information about a company in order to enable the users of this information to make informed decisions. Finding, measuring, and communicating can serve a company’s communication with external users. This branch of accounting is called financial accounting. When it comes to the information needed for informed decisions of internal users, we are talking about management accounting.
Management accounting is part of the company's management information system, it serves the company's managers on the basis of decisions. Management accounting provides information for various management functions. The key features are the planning, decision making and controlling. (Dyson, 2020)
To be effective, each function requires management to apply its communication and motivational skills. Management accounting plays an important role in the communication and motivation process. One of the most important parts of management accounting is the budgeting, which has played an increasingly important role in the life of companies nowadays.
The aim of the assignment is to present the importance of budgeting in a changing environment. In the first part of the essay, I will explain the basic definitions and the different styles and approaches of budgeting, supported by real-world examples. The second part describes the relationship between budget and decision-making. The third section compares the different budgeting systems. And then the summary follows.
[bookmark: _Toc49108169]Main Body: 
[bookmark: _Toc49108170]1, Budgeting:
The budget is a financial plan drawn up by an entity for a given future period. The budget includes both revenue and expenditure. (Atrill,2018)
The master budget is used for the future prediction of every aspect of the company operation. This can be interpreted as a folder containing all the budgeting such as sales budget, cash budget, production budget, etc. (Atrill and McLaney, 2018)
[bookmark: _Toc49108171]2, Different types of budgeting styles:
- Static Budget: Does not divide costs into variable and fixed parts and does not takes into account fluctuations in utilization rates, as cost requirements are a constant degree of plan utilization. (Weetman, 2013)
The main advantage of the static budget is that it does not need to be constantly updated and is easy to follow. The biggest drawback is that it is not flexible. When a company establishes expenditure based on a defined income, it would not be possible to spend extra funds in maintaining if the turnover rises.
-Flexible Budget: In this case, the costs incurred at the cost center are fixed and divided into various parts. Then the costs at the cost centers are certain it is designed for a degree of utilization, but for control purposes, it is adjusted to the actual degree of utilization realized at any given time.(Oyadomari et al., 2018) The main purpose of flexible budgeting is continuous cost control. It achieves this by identifying and analyzing the differences. The task of the discrepancy analysis is to collect factual data, to continuously compare them with the design data and to explore the reasons for possible discrepancies in order to improve the design work, as well as to intervene in the processes in time.
Its biggest advantage is that it responds quickly to business changes because it is constantly updated. Thus, the planner has the opportunity to take into account the latest economic events when preparing the budget.
One of the best examples of the benefits of flexible budgeting is Microsoft company. The COVID-19 pandemic has significantly increased the number of users on one of their platforms called Teams. They had to serve nearly twice as many users in just a few weeks than any time before. (Bradshow, 2020) In order to meet the increased needs of its users, the company had to improve its service, which resulted in an increased cost. 
Highlighting an example from the commercial sector, Amazon also faced similar challenges during the pandemic. Increased interest in online shopping has put a lot of pressure on the company. During the lock down, it was necessary to hire 125,000 new staff just in the USA to be able to serve the needs. (Lee, 2020) Because the company employs both flexible budget planning, it has been able to respond to changing needs which have greatly helped them maintain their market leadership. These examples are the evidence that flexible budgeting is more useful in a changing market environment, as it provides companies with a more flexible and faster response to changing needs than the static budget.
[bookmark: _Toc49108172]3, Approaches of Budgeting:
In addition to reducing uncertainties, the most important goal of the budget planning process is undoubtedly to outline future costs in a realistic way and to reduce actual costs. What they have in common is that they aim to use resources more efficiently and to reduce unnecessary expenses as little as possible, thus helping to increase the company's overall profitability.
3.1, Zero Base Budgeting: 
The point is that costing starts from “zero” every year, so each cost must be fully justified each year before it can be budgeted. (Phillips, K,2019) It requires a thorough examination of all the activities of the company and a more efficient allocation of resources.
3.2, Incremental Budgeting:
During this technique, the costs and results of the previous year are supplemented with a certain amount or percentage of additional appropriations, thus offering the possibility to include inflation in the budget. (Wu, F, 1976)
3.3, Rolling Budgeting: 
Rolling budgets are updated frequently, most often on a monthly basis. This type of planning eliminates the need to follow the historical annual budget planning process, as the company always has a current budget. (Zeller, Metzger, 2013)
[bookmark: _Toc49108173]4, Budgeting and Decision making:
Budget planning plays an important role in providing managers with accounting information that is partly necessary for planning and partly for decision making. There are decisions that affect the company as a whole and there are some that need to be measured at the level of units, areas, products.
In the latter case, management accounting information should support management decision-making, not in general, but in the context of a particular decision situation, such as an activity, sales market research, or investment project.
All indicators and analysis methods can be used globally, with company-wide information, but decisions can also be interpreted at the level of individual products and services.
[bookmark: _Toc49108174]5, Budgeting systems:
We distinguish two different budgeting systems. One is the Top-down and the other is the participative budgeting system. The method of the first is quite simple, as the decision is brought by the top managers, there is no control for the employees in the lower position. In contrast, in participative budgeting, the department managers have an active role.
[bookmark: _Toc49108175]5.1, Participative Budgeting:
Participatory budgeting is a system in which expenditures are formulated and depend, rather than being solely enforced, on input from individual managers. The concept behind this budgeting technique is to delegate roles to the group and put a sort of exclusive influence in the budget proposal.
Advantages:
The main advantage is the exchange of information between different departments and senior management. Top management and employees are thus in a position to express an opinion on issues that are important to business performance. Thus, much more accurate budgeting can be developed. Last but not least, the motivating effect on employees is that they can feel involved in the life of the company.
Disadvantages:
The biggest downside to this budget style is that it is time-consuming. Negotiation processes can be lengthy between different departments and senior managers. Managers sometimes overestimate costs or set goals that they are sure to accomplish, that is underestimate revenue. (Quattrone, 2016). Disadvantages include a lack of continuity, which may affect the success of the budgetary mechanism. (Rikhardsson and Yigitbasioglu, 2018).
Participatory budgeting style can be a great help to companies in decision making. The information collected from department managers and other employees provides for the management a much more accurate and clearer picture of how the company operates. (Lindquist,1995)

[bookmark: _Toc49108176]Conclusion:
In the end, we assume that the budget schedule is usually compiled for a full year and provides information on expected revenue and related operating expenditures during that period. By implementing this method, the company will be able to determine everything that is expected during the year and then monitor the actual results according to the original budget forecast. Management accounting suggests different styles that can be applied to the management of each organization based on organizational priorities and organizational nature. As can be seen from the above, the most commonly used and most useful type of budgeting in a rapidly changing economy is the flexible budgeting and the participative budgeting system.
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