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1. [bookmark: _Toc5366203]Executive Summary 


This report examines to what extent traditional budgeting is an effective cost control mechanism for large organisations in the modern day and age which are competing in markets that are continuously changing and whether the new beyond budgeting approach is the way forward that will overcome the perceived weaknesses of traditional budgeting.                                                
Within the main body of this report the three main budgets are discussed of Traditional budgeting. These being Activity based Budgeting, Incremental budgeting and zero-based budgeting.
Activity Based Budgeting (ABB) developed in the 1980s is a type of budget which is activity based. It’s made up of three steps which identifies the cost drivers, predicts the number of units of cost for the activity level and calculates cost driver rate.                                                                                                         
Zero based budgeting was developed in 1970s and starts the new financial year’s budgets from scratch, meaning that all costs must be reviewed and questioned. Zero based budgeting costs the organisation greatly in resources and time.
Incremental budgeting is a simple and quick approach, beginning with the previous year’s budget which is then amended based on the predictions for the activity within the organisation for the following year. 
The next section of this report looks at the drawbacks of using budgets and discusses issues such as inflexibility with decision making, when circumstances change budgets need to be updated and amended, budgets do not guarantee success and also the time spent on creating budgets.
The following section looks at an approach called beyond budgeting. This approach was popularised by Jeremy Hope and Robin Fraser and suggests organisations to do away completely with annual budgeting and should instead use rolling forecasts, taking in to account performance indicators which are based on balance scorecards.
The conclusions express that there is still a need for budgets within an organisation, yet they should include short term goals and budgets within the main long term one and organisation should continue to constantly revise their budgets and if needed amend them on a continuous basis to confirm that they are on track of achieving their set goals. 



2. [bookmark: _Toc5366204]Introduction

This report will outline the weaknesses of an annual budget report and the constrains of using a traditional budgeting method in comparison to the success of more modern approaches, specifically that of the beyond budgeting model since its introduction. 
A budget is a financial plan which will usually be created for a specific time period such as the next six months within the business or the next 3 years (Drury, 2015). The purpose of a budget is to decrease the likelihood of uncertainties from occurring and also aids in making the future of the organisation more predictable, it does this by looking at what is currently available within the organisation, then examines what is wanted and needed in order to progress by allocating resources within the organisations departments (Wyatt, 2012). By doing this the business produces goals as they have established actions that must be carried out in order to continue being successful.
There are multiple descriptions of budgets since they have been in use, an example of two are; “Budgeting is used, for planning, coordination, and evaluation of activities, motivation and evaluation of the staff performance and for supporting the internal control system of the organization” (Chenhall and Smith,2012), “budgeting coordinates activities toward achieving the organisations objectives, provides a means of involving employees in the process, this involvement increases commitment to achieving the budgetary objectives” (A. Atkinson, 2012).                                                                                                                                                                                   
[bookmark: _Toc5366205]3. Types of Budgeting

[bookmark: _Toc5366206]3.1 Balanced Score card (BSC) 
The Balanced score card is a management accounting tool which aids in planning, it does this by identifying the drivers which management believes makes the organisation successful in their objectives and from this a strategy is developed (A. Atkinson, 2012). There are four areas which organisational performance is measured these are from the perspectives of; Finance, customer, process and learning and growth. By monitoring these four groups it allows the organisation to track financial and non-financial results. Improvements in the BSC non-financial groups also results in an improvement in the financial group, vice versa if there is a decline in the non-financial groups there will be a decrease In the finance group. Once a strategy is formed from researching these areas it can then be converted in to a budget.

[bookmark: _Toc5366207]3.2 Traditional budgeting

Traditional budgeting also referred to as fix budgeting was developed in the 1920s, “The major aim of traditional budget according to Anthony and Govindarajan (2007) is to attain organisational goals and objectives”. The traditional budgetary control systems will consist of using last year’s budget as the bases for the following year; the organisation will make slight changes depending on how expenses have changed due to various factors.

[bookmark: _Toc5366208]3.3 Activity Based Budgeting (ABB)

Activity based budgeting (ABB) was developed by Professor Robert Kaplan in the 1980s. This type of budgeting focuses on activities rather than functions in the organisation framework. ABB is made up of a three-step process it starts by identifying the cost drivers of the activities, then a prediction can be made for the number of units of cost for the activity level, once this is done the final stage of calculating the cost per unit of activity (cost driver rate) is worked out.
ABB aids organisations in understanding the volume of resources needed in order to meet the predicted level of activity. It does this by comparing the amount of resources that are required to the number of resources currently in place (Drury, 2015).                                                                                                                             The advantages of using this type of budget is it focuses on its outgoing expenses and supports costs also the budget is based on cost drivers and so more accurately reflects the cause of costs and therefore; “activity-based budgets costs can be more accurately associated with activities, making the planning process more precise and corrections more effective” (Pietrzak, 2014).  
ABB also helps managers to look at budgets from an alternative perspective and view them as plans of activities which will be carried out rather than just the allocation of funds.
However, this type of budgeting does not work well for budgets that have not been based on well understood relationships between activities and costs mean a poor indicator of performance, (Drury, 2015). 
[bookmark: _Toc5366209]3.3 Incremental budgeting 

Incremental budgeting uses money as the main driver for the organisation; it is a simple and quick approach which begins with the previous year’s budget which is amended based on the predictions for the activity within the organisation for the following year.                                         This budget is named so as the process is mainly concerned with the increment in operations or expenditure that will likely to transpire over the following budget period (Drury, 2015). The downfall with using incremental budgets is that they provide no incentives for innovation as the activities within the business and methods rarely change as they are assumed that they will always be consistent. 

[bookmark: _Toc5366210]3.4 Zero Based Budgeting (ZBB)

Zero based budgeting also known as Priority Based Budgeting was developed in 1970s.The budget looks at what is currently going on within the organisation, evaluating its activities and looks at alternative approaches which could be incorporated. It starts the new financial year’s budgets from scratch, meaning that all costs must reviewed and questioned.                      This method unlike traditional budgeting also is based on activities instead of department line items. However, due to the great deal of resources Zero based budgeting can cost, budget setters often base some cost on previous years, in attempt to reduce these factors. This is a considerable drawback for the organisation as they are not gaining a true estimate. 

[bookmark: _Toc5366211]4. Problems associated with budgeting

There are multiple downsides with using budgetary control for an organisation and this has been expressed by many academics the main ones being Jeremy Hope and Robin Fraser who expressed “The same companies that vow to respond quickly to market shifts cling to budgeting—a process that slows the response to market developments until it’s too late” (Hope and Fraser, 2003) and another quoting ‘they’re inefficient, ineffective and incomprehensible” (Arterian,1998) 
One of the main downfalls of using budgets are that they are a very time consuming, one study by Hackett Group in 2008 found “73 per cent of major companies take more than three months to produce their budget, meaning budgets are three months out of date when the year starts”. This is most commonly seen when zero based budgets are created as the budget starts over from the very start, it has been claimed that “ZBB hardly addresses the leadership principles, nor the problems associated with how to define and reward performance, it’s not ’new’ and ’sexy’, It was a bad idea when it was invented in the 1970s and it is an even worse idea today” (Bogsnes et al., 2019).  When circumstances within the business change budgets have to be updated and amended in order to meet new goals. This can become costly to an organisation as a lot of time is being spent on constantly amending and updating budgets due to changing circumstances which are occurring on a regular basis, in large organisations whole departments can be dedicated to just this task; “functionally-based budget was a useful management accounting model…, during the industrial age (the second wave). Now, however, it has become incapable of meeting the challenges of the information age (third wave)” (Hope and Fraser,1997).
A budget is an instrument which is supposed to make the organisation prepared for different scenarios, but this does not mean success is guaranteed, a scenario which might have been budgeted for may actually have a bigger impact than predicted which would have a negative effect as the organisation would have to look at restructuring the budget in order to cope with the problem they have encountered, “budgets do not adjust to changes in a competitive business environment, hence making it obsolete and uninteresting” (Gurton,1999) .                                                              If there is not enough funding to manage the encountered problem within the budget this could create a chain reaction of negative results as it could lead to all departments in the organisation seeing a cut back on their budgets which will negatively affect each departments performance and put a strain on the ability to meet the set goals.    
Employees are key for the implementation and success of a budget. If employees’ attitudes are lackadaisical towards the budget this is going to cause future problems as it may see the organisation spending more than it had budgeted for, departments should be constantly referring to the budget throughout the month to make sure that expenditure is not exceeding the given amount. Although this also results in a limitation of innovation and inflexibility in decision making as if activities arise which would benefit the organisation as these are not within the budget it often means a missed opportunity to invest in value adding activities; “The budget is the bane of corporate America.  It never should have existed…, Making a budget is an exercise in minimalisation. You’re always trying to get the lowest out of people, because everyone is negotiating to get the lowest number” (Welch, 1995).
Organisations often rush to spend any money which is left over at the end of the financial year as managers believe that the attitude towards this is “use it or lose it” (Wyatt, 2012),meaning if there is money left over in the budget it will be cut in the following year. This results in budgets not being used correctly as often the reason why there is money left at the end of the year is because managers are holding back part of their budget as contingency. The consequences of these actions mean budget plans become distort and are often neglected; making the original time and money making these plans a loss for the organisation. This is often seen in organisations which use incremental budgets.
[bookmark: _Toc5366212]5. A New approach to budgeting
[bookmark: _GoBack]For an organisation to have a greater chance of success the budgetary process and leadership must change and move away from traditional, detailed, rigid budgets and where management is centralised (Ekbom, 2000).                                                                                                                                           Beyond budgeting is believed to be an alternative to the previous budgeting methods that have been discussed, it has been formed by the beyond budgeting roundtable in 1998 in attempt to overcome the barriers which traditional budgeting have created and instead enables organisations to adopt a more decentralised way of managing, “Beyond budgeting is releasing capable people from the chains of the top-down performance contract and enabling them to use the knowledge resources of the organization to satisfy customers profitably and consistently beat the competition” (Fraser and Hope, 2001), “the principle whereby companies need to move beyond budgeting because of the inherent flaws. It proposes that a range of techniques, such as rolling forecasts and market-related targets, can take the place of traditional budgeting” (CGMA, 2017).                                                               This approach works by defining several principles which managers can follow which will lead them to establish and implement a new management model that is more adaptive. The principles are created to work alongside management processes. These two areas work side by side creating strong communication lines between what goals are being set and what activities are being carried out in order to achieve them.  There are 12 beyond budgeting principles which are evenly distributed under the categories; Managing with adaptive management processes and Devotion based principles. Each principle is claimed to “inspire and guide organisations as they strive to implement Beyond Budgeting; we refer to this as being on a Beyond Budgeting journey” (Bogsnes et al., 2019).                                                                                                                                                                   A huge advantage with using this approach is that companies can respond more rapidly as the management process has been greatly simplified, also as the approach is now a continuous process companies can act as threats emerge and opportunities arise as they are no longer bound to a stagnant plan.                                                                                                                                                          Companies can also benefit from this approach as it helps to develop a stronger relationship with existing customers. This stems from beyond budgeting placing customer value at the centre of their strategy meaning activities throughout the organisation is adapted in order to satisfy their needs.                                                                                                                                    However with this method is it difficult to s
Since the introduction of beyond budgeting over a decade ago many organisations have begun doing away with traditional budgeting and implementing this new approach. One company Borealis have seen a positive change within their organisation since moving away from traditional budgeting. The company in the past struggled with keeping their budget up to date in the market they were in as it was continuously changing. When the company decided to restructure their management process, they found that budgeting was no longer effective. Borealis decided to instead replace budgeting with the management tools, rolling financial forecasts, activity-based costing, decentralised investment and balance scorecard (Tian, 2015). Another example of an organisation whom has demonstrated that a budget is not necessary in order to reach organisational objectives and increase their levels of performance is Coloplast. In 2009, as part of a new leadership model Coloplast choose to implement a new process based on the Beyond Budgeting Principles and altogether do away with their annual budget. This resulted in the company seeing multiple positive outcomes claiming that their consumers were overall more satisfied, their employees’ attitudes changed resulting in a more motivated workforce and Coloplast also exclaimed that this method was “more dynamic and forward-oriented processes resulting in more time for value-added activities” (Olesen, 2019). 
However like any approach there will be barriers, for beyond budgeting the main 
Other approaches which beyond budgeting advocates the use of is balanced scorecards which have been previously discussed and secondly rolling budgets.                                                     Rolling budgets differ from annual budgets as they are produced on a regular basis; this does away with the ridged structure of traditional budgets and allows for flexibility as there is no longer reliance on figures which were set at the beginning of the year. This also benefits the organisation as using a rolling budget means that figures and costs are constantly having to be reviewed resulting in figures being up to date and the allocation of resources arriving on time, “In competitive and dynamic marketplace, companies need more frequent updates budgets so they can adapt to changing conditions” (Horvath and Sauter, 2004).                                                                                                                                                 

[bookmark: _Toc5366213]6. Conclusion and Recommendations

Although budgeting creates limitations and barriers for organisations it has to be said that there are multiple benefits of creating a budget for an organisation as it forces managers to think strategically and create realistic long-term goals. This allows managers to have more control and knowledge of what is happening on a day to day basis and aids in coordinating activities and strengthens communication throughout multiple departments which together forms the organisation. Although as seen in the main body of this report the main recommendations are, for an organisation to be able to keep up to speed with what is happening within their market they should be looking at setting short term goals as well as long term goals and do this by creating budgets for shorter time frames so that they are able to react appropriately to changes within their environment and not miss opportunities which would greatly benefit them but was not originally budgeted for. 
Furthermore; budgeting methods such as zero based budgeting is a better choice for companies as although more time is spent creating these budgets they give a deeper analysis in to each departments needs as data is not created by going off previous years, meaning that the budgets are up to date with current situations making it an effective way of understanding what the organisation needs now in the moment.
The last recommendation would be to incorporate beyond budgeting into organisations as it takes the least amount of time to carry out and has proven very successful for organisations who are currently implementing the process.
Therefore, budgetary control systems still have a place within modern-day organisations but need to be adapted in order to keep up with forever changing needs of the market.
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