


Executive summary
Budgeting is an essential tool for business owners, executives, and managers to secure the appropriate funding for executing strategies and achieving goal. It facilitates the monitoring of cash flow, the formulation of strategies for future growth, and the identification of opportunities for cost reduction and financial savings. Traditional budgeting, based on historical performance data and projected future results, is criticised for its rigidity in a dynamic business environment. Beyond Budgeting, a more dynamic methodology, seeks to transform traditional financial management practices by separating target formulation, forecasting, and resource allocation into separate activities. Four primary budgeting methods include incremental, zero-based, value proposition, and activity-based.

When compared to traditional budgeting, which adjusts previous costs depending on inflation or business activities, Activity-based Budgeting (ABB) is a more thorough method of cost control. It seeks to improve efficiencies and decrease expenses by thoroughly analysing each expenditure. Traditional budgeting possesses inherent shortcomings, such as high costs, labour intensity, inflexibility, and excessive centralisation. It prioritises cost reduction at the expense of business value creation. Incremental budgeting fosters unnecessary expenditure and limits innovation, whereas zero-based budgeting is efficient in cost management but faces challenges in anticipating the long-term effects. Understanding these shortcomings can assist businesses in choosing the most suitable budgeting methodology for their requirements. Beyond Budgeting, founded on twelve principles, seeks to abolish conventional budgeting practices and enhance managerial oversight inside an organisation. It emphasises organisational flexibility, transparency, and accountability, allowing flexible capital allocation and avoiding costs.

Research indicates that Beyond Budgeting (BB) can serve as a viable alternative to traditional budgeting, but requiring significant organisational and behavioural adjustments. Obstacles to the implementation of BB included lack of awareness, organisational barriers, and evaluating team effectiveness. However, BB could foster individual empowerment, increase collaboration, and increase shareholder happiness. Organisations that implement this strategy see improved performance and heightened shareholder satisfaction. For instance, Handelsbanken, Roche, and Timpson have all experienced substantial advantages from the implementation of BB, including heightened sales, enhanced quality and efficiency in management processes, and improved resource allocation. Early adopters of BB can consider it as a competitive advantage,











Table of Contents
Executive summary	1
Introduction	3
1.Evaluation of four main Budgeting Methods	3
1.1 Incremental Budgeting (Traditional Method):	4
1.2  Zero Based Budgeting (Traditional Method):	4
1.3 Value Proposition Budgeting:	4
1.4 Activity Based Budgeting:	4
2. Inherent Flaws In traditional Budgeting & Applicability in a Rapidly Changing Environment	4
2.1 Inherent Flaws in Traditional Budgeting practises:	4
2.2  Applicability of Traditional Budgeting methods	5
3.  Understanding Beyond Budgeting Model	6
3.1 Evaluating the Rationale for developing Beyond Budgeting Model	6
3.2 Difficulties/Barriers Implementing beyond budgeting model	6
3.3 Increased Advantages of Industries Operating Using the Beyond Budgeting Model	7
3.3.1 Banking Industry	7
3.3.2 Pharmaceuticals Industry	7
3.3.3 Retail Industry	7
Conclusion	7
Bibliography	8



























Introduction 

According to Cote (2022) Budgeting is the process of formulating and managing a financial document that forecasts income and expenditures for a specified duration. For business proprietors, executives, and managers, budgeting is an essential competency for guaranteeing that organisations and teams possess the resources necessary to implement initiatives and achieve objectives. A fundamental purpose of budgeting is to oversee cash flow. An effective budget will enable you to monitor all financial inflows and outflows of the business. This approach enables the alignment of expenditures with income streams, hence facilitating the generation of profit margins. Budgeting assists businesses in strategizing for future growth and expansion. When the business owner intend to expand in the future, it will be necessary to devote financial resources accordingly. Besides monitoring cash flow, budgeting aids organisations in anticipating potential issues and emergencies. All enterprises encounter risks, including economic recessions or natural calamities, and implementing a budget can assist organisations in adapting to these uncertainties. An effective budget enables organisations to pinpoint possible areas of waste or inefficiency. By monitoring all expenditures and revenue streams, business leaders can identify areas for cost reduction and financial savings. Says Hassan (2023).According to Yvanovich (2023) Budgeting is fundamental to financial planning in enterprises. The conventional budgeting method, originating from past accounting methods, has remained an essential in the business world. This strategy has encountered criticism, especially from supporters of more dynamic budgeting approaches such as Beyond Budgeting. Traditional budgeting entails establishing financial goals based on historical performance data and anticipated future trends. It is a methodical procedure involving resource distribution, financial objective formulation, and performance evaluation. This strategy, although rigorous and disciplined, is criticised for its rigidity in an economic environment that requires agility and flexibility. As the business environment grows more unpredictable and competitive However According to Accounting Insights (2024) Beyond Budgeting is based on multiple core principles that collectively seek to reform traditional financial management approaches. These concepts provide a more agile and adaptive method for resource management and decision-making, essential in a swiftly evolving business environment. According to Schretzmann and Salimi (2024) Beyond Budgeting signifies a shift in organisational approaches to financial planning and performance management. This philosophy seeks to transition from rigid, command-and-control approaches of traditional budgeting to a more flexible, decentralised, and adaptive strategy. This approach overcomes the limitations of traditional budgeting by separating target setting, forecasting, and resource allocation into distinct processes, each improved with tailored tools and methods. This segmentation enhances transparency, accuracy, and ethical financial practices. The Beyond Budgeting model is based on principles that promote autonomy and empower individuals throughout the organisation. It advocates for a comprehensive approach to performance management, measuring success through financial outcomes, customer satisfaction, employee engagement, and long-term sustainability.



1.Evaluation of four main Budgeting Methods
There are commonly four types of budgets: incremental, zero-based, value proposition, and activity-based. 
1.1 Incremental Budgeting (Traditional Method):
According to Schmidt (2023) Incremental budgeting is a budgeting process that develops a new budget by making marginal changes to the existing one. Incremental budgeting utilises the existing budget as a foundation, adjusting it by adding or subtracting incremental assumptions to establish new budget figures. Incremental budgeting is often regarded as the most conservative budgeting method. 
1.2  Zero Based Budgeting (Traditional Method):
According to Anaplan (2019) Zero-based budgeting (ZBB) is the method of constructing the annual budget from scratch each year to ensure that all elements are cost-effective, pertinent, and contribute to enhanced savings. ZBB serves as a cost discipline that enhances resource planning, employee engagement, and organisational collaboration when implemented effectively. ZBB is often associated with cost reduction measures, yet its approach is not solely focused on savings. It aids in testing assumptions, resolving issues, and ensuring that expenditures align with the company's growth objectives. 
       1.3 Value Proposition Budgeting:
This distinctive method of financial management identifies optimal expenditure locations according to the value of each expense. It involves guaranteeing that each dollar expended significantly advances your objectives, principles, and overall well-being. Says Microsoft 365 (2024) According to Johnson (2024) Value Proposition Budgeting prioritises expenditures according to the value they provide to customers. This method incorporates budget items according to their capacity to generate customer value, enhance satisfaction, or foster long-term loyalty. This represents a more strategic methodology, particularly for customer-oriented enterprises.
1.4 Activity Based Budgeting:
According to Schmidt (2023a) In contrast to conventional budgeting approaches that adjust prior costs in accordance with inflation or fluctuations in business operations, activity-based budgeting offers a significantly more thorough perspective on costs. Each expense incurred by a business will be examined carefully to assess the potential for enhancing efficiencies and reducing costs. This could appear as a decrease in activity levels or the total removal of unnecessary operations. Ultimately, ABB seeks to conduct a thorough analysis of the factors influencing business costs, thereby facilitating an increase in profitability for the organisation.



2. Inherent Flaws In traditional Budgeting & Applicability in a Rapidly Changing Environment 

2.1 Inherent Flaws in Traditional Budgeting practises:
According to Group (2024) & Corbitt (2023) The major limitations for traditional budgeting are:
Expensive and labour-intensive
The traditional budgeting process consumes significant time and resources in the finance department and various business units, yielding minimal value in return. Traditional budgeting is time-consuming due to the inefficiencies of spreadsheets, which include a significant probability of human error, issues with segregation of duties, and inaccurate formulations. 
Inflexibility
Conventional budgeting yields imprecise and unreliable outcomes. This was primarily due to spreadsheets' inability to provide a more dynamic assessment; therefore traditional budgeting tools are not only imprecise but also incapable of providing a complete picture of the business's needs.
The traditional budgeting process is highly centralised.
The complex nature of today's markets require a cooperative strategy for the budgeting process across various departments within companies. Most companies, instead, delegate this task to the finance department. The budget process serves as one of the limited opportunities for various business functions to collaborate in alignment with the corporate strategy and positioning. Centralising the budgeting process within the finance function will yield a less accurate representation of the business. 
Lack of correlation between strategy and budget procedures
The traditional budgeting process prioritises cost reduction over business value creation, resulting in strategic initiatives being unfairly deprioritized. When budgets do not correspond with business operators the process may be regarded as an unproductive attempt.
2.2  Applicability of Traditional Budgeting methods 
Taking look at the flaws of two traditional methods with considerations for adaptability, 
According to Schmidt (2023) the flaws in Incremental budgeting are-
Promotes unnecessary spending, Discourage Innovation, Absence of motivation for a thorough evaluation, Neglects to consider alterations and external influences however according to the research by (Ramlall and Grobbelaar, 2024) It can be said that Even with these problems, incremental budgeting can help with cost management by giving you a stable and reliable way to plan your finances. It lets changes happen slowly and can be useful in safe places where big changes aren't needed.

According to Prophix (2023) the flaw in Zero Based Budgeting are- 
 Zero-based budgeting (ZBB) thrives in many areas but struggles to predict long-term effects, Labour-intensive ZBB can be difficult for incremental budgeters. Each department must justify spending and plans without using past assumptions and Hard to measure Choosing where to spend money and convincing upper management might be difficult when a departments productivity isn't immediately measured. ZBB is effective for cost management as it requires a detailed review of all expenses, ensuring resources are allocated efficiently and match current priorities. It encourages responsibility and can reduce excess expenses Says (Ramlall and Grobbelaar, 2024)

Incremental budgeting and zero-based budgeting each have their flaws, yet both are important for cost management. Incremental budgeting ensures stability and is easy to implement, whereas zero-based budgeting takes a more strategic and thorough approach to resource allocation. Knowing the strengths and weaknesses of these methods can assist organisations in selecting the best budgeting approach for their needs.


3.  Understanding Beyond Budgeting Model
3.1 Evaluating the Rationale for developing Beyond Budgeting Model 
According to Schmidt (2023) Beyond Budgeting is the idea of eliminating standard budgeting methods in order to strengthen managerial control over an organisation. An organisation wants a decentralised, adaptable management structure by abandoning traditional budgeting. Traditional budgeting processes have problems, which is why Beyond Budgeting was created. The Beyond Budgeting approach emphasises corporate flexibility. Agile businesses were initially common in software development. Such organisations used agile business practices to quickly adapt to shifting goals and requirements in a highly competitive environment. These days, companies in all kinds of fields use agile methods to keep up with tough megatrends like globalisation, digitisation, and mobility. According to Stange, Bogsnes and Sheth (2021) More freedom and flexibility come with increased accountability. To control and safeguard performance, finance establishes a transparent performance monitoring procedure that enables for timely action if necessary. Beyond Budgeting allows a corporation to allocate capital dynamically rather than one year in advance. It often substitutes the traditional capital budget with a more continuous decision-making process that takes into account the most recent financing capacity prediction. Transparency in expenditure can serve as a social control mechanism that is extremely successful in preventing value-destroying costs. According to the research by (Nguyen, Weigel and R.W. Hiebl, 2018) The beyond budgeting approach is based  on twelve principles. The initial six principles concern to the establishment of a flexible organisational framework. Principles seven to twelve relate to the formulation of an adaptive management strategy that enhances performance management's adaptability to highly competitive conditions. According to Beyond Budgeting Institute (2011) the 12 principles are 1.Values, 2.Governance, 3.Transparency, 4.Teams, 5.Trust, 6.Accountability, 7.Goals, 8.Rewards, 9.Planning, 10.Coordination, 11.Resources, 12.Controls. 

3.2 Difficulties/Barriers Implementing beyond budgeting model 

According to the research by (Samudrage and Beddage, 2018) The study of four organisations found that Beyond Budgeting leadership concepts were more prevalent than process principles in their current organisational structures. The study identified several barriers to implementing Beyond Budgeting, including a lack of awareness, difficulties in setting rolling forecasts, bureaucracy, difficulties in assessing team performance, reliance on budgets to guide performance, dependency on shared services, perception of dynamic goals as ambiguous, and lack of competitor intelligence. The organisations had certain aspects that aligned with the Beyond Budgeting concept, but faced difficulties that prevented them from fully implementing it. According to another research by (Fadilla et al., 2023) Beyond Budgeting Principles provides a management strategy that is more comprehensive, adaptable, and centred on human values. Additionally, it proposes significant changes in organisational structure and company culture. Despite the fact that it has the ability to bring about major change, its implementation is currently confronted with a number of problems that need to be overcome before it can be broadly implemented throughout organisations.

3.3 Increased Advantages of Industries Operating Using the Beyond Budgeting Model 
Beyond Budgeting promotes empowering individuals. Management hands over control, allowing teams to choose their own objectives and strategies. This promotes enhanced collaboration and teamwork. Companies that adopt this approach continue to see performance enhancements and increased shareholder satisfaction. Front-line teams can swiftly address client requests, hence enhancing employee motivation and pride in their work. Despite this, corporations continue to establish targets, although with greater flexibility given to the teams themselves. Says Meagher (2024)
3.3.1 Banking Industry 
Handelsbanken - Handelsbanken's significant decentralisation under 1970 CEO Jan Wallander included eliminating budgets. Wallander's tenure brought significant reforms to Handelsbanken that have persisted. Handelsbanken established eight independent regional banks in 1970–1972. The bank's simple approach is to produce long-term value by outperforming competitors in customer happiness and cost. Growth has come from exceptional performance, not plan. Wallander's bold measures included enhanced branch power; “the branch is the bank”; a flat organisation with few layers; a focus on clients rather than products; transparent performance statistics; a strong values-based culture; and no formal budgeting procedure, According to Denning (2019)

3.3.2 Pharmaceuticals Industry
Roche – according to (Holmer, 2022) one problem was the company's rigorous and time-bound budgeting process, which slowed progress. Bureaucracy and a perceived need for control again stalled the company. Attempts to simplify the process were resisted out of concern for rising costs. Andersson suggests a new budgeting approach that gives “freedom within a framework” of accountability. Starting in 2020, the procedure has reduced corporation spending. Roche’s change is still ongoing after 5 years. (The New Human Movement, 2022) Andersson says. “We all grew up in this system. Returning to old habits is easy.” Redefining and reinventing deeply rooted organisational systems takes time

3.3.3 Retail Industry 
Timpson - Timpson is a retail service enterprise with over 1,300 locations in the UK and Ireland. Timpson provides shoe repairs, key cutting, engraving, watch repairs, dry cleaning, and mobile phone repairs, with photo processing being its primary offering.
Timpson employs a distinctive management approach in which the employees who directly interact with clients are responsible for operating the business; the other staff members exist primarily to assist them in their roles. This is referred to by Timpson as Upside Down Management. There is no headquarters; a small crew offers central services to help their colleagues in the stores. Says Olesen (2015)

Conclusion
According to the research (Ramlall, 2023) alternative budgeting methods, Beyond Budgeting (BB) may serve as a reliable solution to the shortcoming in traditional budgeting; However, implementing it can require substantial organisational and mindset adjustments. According to (Bogsnes, 2023) Boston Consulting Group (BCG) recently conducted beneficial Beyond Budgeting studies for their clients. BCG recently conducted a study among Beyond Budgeting practitioners to assess the model's impact on operations and performance. The result was quite remarkable. The most significant impact was financial, resulting in increased sales. Other benefits included improved quality and efficiency in management operations. Almost 60% reported increased revenue, while over 50% reported lower expenses, improved business decisions, and better allocation of resources. Organisations have a choice. Early adopters of beyond budgeting management see it as a competitive advantage. The ultimate objective of the new budgeting methods is to simplify and improve the current process by increasing accuracy, minimising time-intensive procedures, and preventing obstacles among management and control offices. In comparison with traditional Budgeting methods, the beyond budget approach facilitates real-time valuation and a comprehensive corporate overview, distinguished by a flexible timeframe without any of time frame limitations, automatic updates and focused planning. 
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