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[bookmark: _Toc4761933]Executive summary  

Traditional Budgeting has at all times been a quite complex method to process which offers little organisational control and has many disadvantaged to be deemed. These disadvantages take a long time to be finalised and they sometimes cost too much to produce as well. It is not fast enough to fit the rapid dynamic environment, which causes issues within organisations. 
This report also concludes that Beyond Budgeting makes up for the shortcomings of Traditional Budgeting. It is a better, innovative way to budget money for every organisation. 
The report finds that prospects of organisations in their present position stable depending on the company but lacking in a change to adapt to external factors. In terms of recommendations, making better improvements through a gradational change is ideal, and also to use frameworks, for example, cost-benefit analysis.
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Budgeting is considered to be a process of creating a plan in order to spend money, creating a plan will allow an individual to examine the amount of money he/she could be spending or saving. 
“A budget is set at a certain point in time as a fixed performance contract, its compliance is controlled, and variations are accounted for by an adjustment at the beginning of the next fiscal year”.
 (Hope & Fraser, 2003; Radu, 2011)

Keeping finances on track is crucial for the purpose of businesses, the reason why there are budgeting models which can be used to analyse money, with the end goal to bring more value into the business (Zimmerer, 2005).
Budgets are a crucial piece of the business environment since the early 20s, they are observed to be the evaluators of managerial performance. They can play a massive role in the businesses’ power politics that is due to the fact that it can increase the power and authority of top management (Hope, J. and Fraser, R., 2003)
 However different terms and meaning were being added because the budget can have diverse terminologies, for example, according to ICAEW (2019) budgets include decentralised comprehensive processes, and data can be quantifiable or not. 
This report will explain how Traditional Budgeting is used to adapt in the modern changing marketplace, and how organisations use different budgeting systems to obtain success and add value to the business. Meaning of a budget will be explained, the perception of performance, present devolvement and even disadvantages within the system. In addition, the modern process of Beyond Budgeting will be analysed and examined to decide if it is significantly important within the private sector.  Further researches will be conducted in order to measure these topics. 
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“A traditional budget can be defined as a quantitative expression of a proposed plan action by management for a specific period and aid to coordinate what needs to be done to complement that plan" (Horngren cited by Reka Stefan and Daniel, 2014).
Traditional budgeting is the procedure of forecasting your business’s revenue and expenses for the purpose of the approaching year based on your precedent budget. Traditional budgeting gives a template to explain the predictions. 
Many sources confirm that there are two main types of approaches relating to vertical command, which are the bottom-up and top-down.  Top-down budget is on the occasion of a budget is set without permitting the ultimate budget holder to have the chance in order to engage in the budgeting process. Meanwhile, a bottom-up approach is seen to contribute a little or no consideration at all of the plan by means of top management (Bozeman, B. and Straussman, 1982)

There are many weaknesses that have the ability to be noticed if a company decides to approach the traditional budgeting model, some of them are highlighted below:
· Chances of human errors are higher
· It can be time-consuming due to the fact that it involves lots of things to take into consideration
· There is no alignment between spending and strategy
· Predictions can be inaccurate
Many believe that traditional budget works only for small firms that do not have too many overheads to include in the budget (Kaplan Financial Knowledge Bank, 2018). The model is structured in terms of controlling expenditures, organisations have the ability to easily compare previous budgets with the actual expenditure.  It is believed that accountants view the budget as a form of “fiscal exercise” without taking into consideration the strategy, on addition budgets and organisational strategies are not linked (Hoerl, 2012). This demonstrates that this process can be good for companies that operate in a stable environment. Traditional budgets are seen to protect cost instead of creating value or cost-reducing expenditure, which creates inefficiencies. Many companies approached other types of budgeting due to the fact that of the many disadvantages that traditional budgeting brings (Andrews, M. and Hill, H., 2003). 
Many sources state that it takes approximately 12.9 weeks to sign off a budget. It is also believed that this type of approach is not flexible or accurate as using spreadsheets have a number of disadvantages, as they give the user weaknesses in the version control and also accuracy. The user then will use a large amount of time to process the number which as mentioned above, is time-consuming, this hints that using traditional budget could create issues for a company (Accounting WEB, 2007). This form of budgeting has been presented as a process which has an insufficiency in relevance for resolutions for a manager. As the process makes the barrier for the decision making, which is done by means of a manager since the process is huge and irrelevant for the future as the information, which is used all for previous statistics and data (Neely, A., Bourne, M. and Adams, C., 2003).
One more crucial traditional budget weakness is traced to its relation to the external institutional environment. Traditional budgeting does have limited external focus which means if the task environment’ unreliability expands the impact of budgeting is likely to decrease (Alam, 1997). Businesses that operate in a very dynamic, and innovative environment, then traditional budgeting is inappropriate to approach. Budget sometimes is seen as a barrier for companies due to the fact that of the fast response, customer focus, innovation and shareholder value (Gowthorpe, 2003). “The dynamic driven business should keep up with the change and adaptive to recent development to achieve success.
As a result, other methods have been added in order to have better control with the budget in an efficient, and faster way. In the next sections, differences between traditional budgeting and beyond budgeting will be analysed within the aim to have a better understanding between the two. 
[bookmark: _Toc4761936]How can traditional budget be a barrier to BUSINESSES?
Traditional budget process may be seen as a barrier to the achievement of new approaches in different many ways. In today’s fast-changing business environment, organisations need to adapt to every changing that happens considering all the internal and external influences. Many companies are facing difficulties to approach traditional budget because it is highly time-consuming, as mentioned earlier, it can take up to several days to finalise the budget. 
One of the many reasons why it is time-consuming is mainly due to the use of spreadsheets, they contain inherent shortcomings and some of them are highlighted below: 
· liable to data entry errors
· control issues
· Difficulty in creating authentic formulations

For many organisations, the growth can take from six to eight period of months. Some businesses on a calendar fiscal year begin the budgeting procedure during summer and finish it towards the end of December or, once the budget period has commenced. 
Majority of the budgets are clearly detailed and need alternating negotiation of many individuals throughout the company, and then this will add to the volume of corporate assets absorbed by traditional budgeting (Daum, J. H. 2002).
In the next following sections, the report will discuss how other approaches such as Beyond Budgeting can be beneficial for different types of companies. A clear comparison will be provided and differences between the two approaches will also be analysed. 






[bookmark: _Toc4761937]Analysis of the success of beyond budgeting  

As a result of the disadvantages of the traditional budgeting, alternative methods have been added such as beyond budgeting, which is believed to be a better approach. Many organisations are switching from traditional budgeting to beyond budgeting due to the fact that they find it much more prudent in terms of managing money (Hope, J. and Fraser, R., 2003).

Beyond Budgeting encourages continuous creativity. Inflexible companies, people work within a meditating environment, while governance convention set the appropriate climate and build the reciprocal trust essential to shareability and practices. Organisations that use the Beyond Budgeting method usually show lower costs. It enables an organisation to back up excellent governance and ethical action (Wildavsky, 1986).
As a result of this, it directs to sustained value formulation. Leaders in adaptive companies focus on creating high-performance expectations and stretching customer’s passions. Those organisations which operate this way conduce to beat the antagonism for the purpose of every following year (Welsch, G.A., Hilton, R.W. and Gordon, P.N., 1976)
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Managers within the private sector, have to take into consideration the current opportunities and threats, especially where running monthly forecasts of financial performance operate together. The 'beyond budgeting' model requires advanced managerial control where power go hand in hand (ACCA, 2019)

Firstly, let us take a look at the fact that it creates a performance climate built on competitive accomplishment. People get motivated and take on a challenge, so to conclude this delegates performance “responsibilities to operational management” which are closer to ‘action'. This entitles operational managers to eliminate resource constraints. “Key ratios are set, rather than detailed line-by-line budgets.” This allows to have a quick response to environmental threats, due to the fact that it also makes transparent information systems throughout the company, which provides fast, information to ease control at every level (Shields, J.F. and Shields, M.D., 1998)

Beyond budgeting works for both public and private organisations, but they work differently. Public bodies’ proportion budgets, on the contrary, private sector firms, utilize the budgets to anticipate operating consequences. If a public sector’s budget does not balance, they will have to consider cutting services, increase taxes. Meanwhile, in the private sector, the forecast revenues and all the expenses to evaluate how much profit their organisation will make; if the profits are relatively low, they can cut costs and increase the marketing or any other relevant solutions (Macpherson, M., 2001)
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Beyond budgeting’s basal principles are completed in some organisations and the consequences are made known in different studies. The most persuasive study in the literature is Svenska Handelsbanken, the company has been using Beyond Budgeting for more than 40 years. It all started in the late 60s when the bank was facing competition with a smaller rival by Jan Wallander, they have started to lose customers and their bank was being affected drastically, hence they decided to change the way they budget the money (Harvard Business Review, 2019).
The popularity of traditional budgeting is still very high, even if the aspects of beyond budgeting work smoother, many company/firm’s cultures, management mentalities are not yet suitable for the purpose of beyond budgeting (Libby, T. and Lindsay, R.M., 2010)

The traditional budget has much more fixed targets and annual plans, they stick to them and controls is variable. The coordination is more central based, and the focus is more on the managing members. On the contrary, beyond budgeting, stretches their goals and does not have a fixed plan but a continuous plan. It has more dynamic coordination and focuses more on the value of creation. (Sabdalgaard, 2014)
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The researches have shown that traditional budgeting is not an applicable option for many existing businesses. There are many weaknesses which traditional budgeting brings, in contrast, to other methods, such as not managing the main aim to provide control and stability because it is time-consuming and relatively pricey.
Beyond Budgeting, instead, is a better approach than traditional budgeting for a number of reasons, one of them is the fact that they look closer into every department and they avoid the use of previous data, which is not effective for the organisations as it does not include any present situations.  Beyond budgeting came across as the most beneficial budgeting method as it is the best way forward for budgeting, it offers better flexibility for change in strategy which concentrates marketplace alterations.   
As results, researchers have discovered that more than 50% of the best 100 companies are slowly adopting this method due to the fact that it provides a clear message after the analysis of all the requirements. One of them is this Swedish bank, Handelsbanken which adapted the beyond budgeting model which was more convenient for their organisation (Lindsay, R.M. and Libby, T., 2007)
This demonstrates that the process has been used and it is methodical, and it provides an advantage over other methods, which concludes that beyond budgeting is the way forward for every organisations and business should adapt to this change for the purpose of better money management.
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