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1. Executive summary

This report discusses the traditional budgeting process and Beyond Budgeting (BB). It analyses the weaknesses of traditional budgeting, evaluates the barriers to adopting BB and lastly analyses the success of the BB model.

There are many weaknesses of traditional budgeting:

· Time-consuming
· Lack of flexibility
· Corruption
· strictly financial focus
· Discourages innovation
· Sales only focus
· Concentrates on short term
· Low targets
· Excessive spending to ensure no budget cuts
· Lack of communication
· Top down approach
· Out of date
· Less accurate
· Fixed costs
· Internal focus only


The main barriers are:

· Highly different approaches
· Lack of motivation
· Hierarchical structure
· Time-consuming
· Public sector’s lack of compatibility
· Difference in goal setting

BB has been successful, however, some companies, and the public sector, continue to use traditional budgeting or only partially incorporate BB, such as using balanced scorecards.

There has been success, yet the findings show the relevance of traditional budgeting that still prevails in business. There are clear benefits of adapting a newer approach like BB, resulting in a need for a compromise of the two methods that provides an understanding of all elements in management accounting.

2. Introduction

This report analyses the weaknesses in traditional budgeting and further seeks  to understand barriers to the development of BB. Following this evaluation, the report views the success of BB.

The oxford English dictionary defines a budget as “An estimate of income and expenditure for a set period of time” (Oxford Dictionaries, 2019). 

BB has been developed as an improvement on traditional budgeting (Goode & Malik, 2011).  The many disadvantages of traditional budgeting encouraged a more adaptive approach. BB involves flexible and creative ways of budgeting, to inhibit the traditional hierarchy of budgets, allowing to focus more on competition and innovation (Hope & Fraser, 2003).

Budgets are important as they allow for data of incomes and outgoings to be visualized (Nolan, 2005).  However, the traditional method of budgeting can have many drawbacks for business (Neely, et al., 2003). If there is a clear structure and rigid nature in the business, then traditional budgeting is useful. In contrast any business which needs flexibility or competitive advantage will need to adapt this method in order to progress with the current business market (Bourmistrov & Kaarbøe, 2013).

A budget can be used as a strategic plan for a business to achieve their outcomes, through meeting specific demands (Blumentritt, 2006). Welsch, et al., (1976) evaluates the different aspects of budgeting, including: people, planning, measuring and control. There is a need for risk management within budgeting. Drury’s functions of budgets (cited in Goode & Malik, 2011) were: refining, coordinating, communicating, motivating, controlling and evaluating.

Developing a budget requires either, the three C’s: coordinate, construct and control, or the three R’s: record, review and revise. This means to manage how they meet targets and then monitor their progression.

3. Budget Types

Rolling Budgets:

Rolling budgets is a way of budgeting focused on flexibility (Hansen, 2011). They allow for changes to be made to the budget in a set time frame, for example quarterly. This means each quarter the budget is analysed against the actual figures and can be adjusted for the coming quarter. This allows greater accuracy and an in date budget. This form of budgeting is less time consuming than traditional. 

Rolling budgets are used in the BB model as a forecast for the business. This is involved as it provides a view to the business performance and can show, from past fluctuations, when there could be highs or lows in cost and income. 

Zero-based budgeting:

Zero-based budgeting uses an approach which assumes allowance for each department is zero and works up expenditure based on approved needs for funds (Ma, 2006). 

The benefits of zero-based budgeting include identifying inefficient processes and avoiding wasteful expenditure, saving money. This method improves upon the employees involvement in the budgeting process.

However, this method is time-consuming and involves large amounts of paperwork. 

Incremental budgeting:

Incremental budgeting is taking the budget from a previous year and changing an incremental cost, such as inflation (Schick, 1983). This is suited to business types where there is consistency and no dramatic changes. Organisations with a clear structure and regular business costs would benefit from this budgeting. However, it does not find the relevance of certain activities, and reduce overspending.

Activity based budgeting:

Activity based budgeting (ABB) involves using activity based costing to identify resource costs related to each activity and then assign activities to their objectives (Hansen, 2011).

The advantages of ABB are that there is more accuracy which can lead to improved decision making and, in some cases, profitability if the company can erase wasteful expenditure. It identifies unused capacity and creates information for planning and improvement. There is more efficient allocation of resources by identifying specific cost drivers (Cooper & Kaplan, 1992). Negatives are the workload involved and costs. ABB is very costly to implement, due to start-up and up-keep costs.

Value Proposition Budgeting:

Value proposition budgets are similar to ABB budgets as they evaluate the costs, however, this is to see the value created rather than differing activity costings. This could be considered going one step further than ABB to narrow down costs to activates and the value they create for the business (Corporate Finance Institute, 2019).

Balanced scorecard:

A balanced scorecard is a method of showing financial performance together with non-financial performance (Kaplan, et al., 2001). The scorecard shows relevant areas of the business such as: financial, customer, internal business process and organisation capacity. It uses key performance indicators (KPI) to assess its results.

With this method is sometimes reward based performance, which sets bonuses for achieving targets. This can result in creative accounting, manipulation of figures and the retention of certain budgets in order to avoid spending outside of the budgeted amount (Jensen, 2003).

4. Weaknesses of traditional budgeting

Traditional budgeting process is similar to incremental in the way that it takes the previous year’s budget and adjusts accordingly for the next year. The changes can be based on the market, demand for the product or inflation (Wildavsky, 1978). Expenditures are accounted for and income is assumed partly from the previous year, the main changes in the budgeting process is the incomes or expenditures that are over budget.

Cima (2007) explains how the traditional approach can involve many weaknesses. 

Traditional budgeting can be time consuming and lack accuracy (Réka, et al.,2014). This questions the validity as they can become out of date quickly, which makes it ineffective.

Also, there is a lack of flexibility within traditional budgeting (Brander Brown & Atkinson, 2001), which causes a rigid structure and a top down approach. This is where managers control the budget and there is a lack of communication and accurate information from all departments. A bottom up approach results in a higher teamwork efficiency. A negative of this is that managers lose full control (Nolan, 2005).

There is a risk of corruption within budgeting known as creative accounting (Vinnari & Näsi, 2008). This is where the budget can be falsified in order to meet targets or bonuses. 

A traditional budget encourages a strictly financial focus which is essential, however, there needs to be a focus on non-financial factors also to encourage a balance within the budget (Neely, et al., 2003).

Traditional budgeting discourages risk taking and reduces innovativeness through its uncompromising fixed allowances (Marginson, et al., 2005). In order to progress, in an ever competing market place, there needs to be a flexibility within the business to adapt to changes.

Traditional focuses on sales rather than customer satisfaction, as the budget relies on statistics and previous sales data meaning the traditional view does not benefit businesses wanting a customer focused organisation (Bunce, et al., 1995).

A budget should be a financial plan for the business aiding long term strategy. Traditional budgeting limits progression, as it is mainly focused on the short term (Howell, 2004).

The traditional form of budgeting encourages staff to meet the lowest targets to stay on track with the budget rather than attempting to reach best level results (De Waal, et al., 2011).

This type of budgeting usually encourages the business to spend all its budget within the year to ensure next year’s budget is not cut. This can result in wasteful expenditure (De Waal, et al., 2011).

	Traditional budgeting can result in a lack of communication between all departments and a tendency to simply adapt the previous year’s budget.

There is a top down approach used with the traditional method, as managers pressure employees to meet targets, to stay in line with the budget. This reduces the innovation of employees, as they can only do what is allowed within the budget. There needs to be a freedom of choice in business rather than the restraint of a fixed budget (Marginson, et al., 2005).

Budgets become out of date quickly, arguably from the minute they begin (Myers, 2001) rendering them a pointless exercise. Therefore, the traditional approach of spending a lot of time and effort may not be appropriate and a new quicker method like rolling budgets should be implemented.

The newer methods of budgeting find cost drivers and gain a better understanding of business (Schmidt, 1992). This isn’t shown in traditional budgeting therefore making their results less accurate.

A traditional budget has fixed costs, limiting flexibility and reducing innovation. This becomes a barrier to adapting new approaches of budgeting (Hope & Fraser, 2003).

Traditional budgeting has an internal view and the newer approaches show more of an external view, which is better for gaining and sustaining a competitive advantage (Kelly, 2003).


5. Barriers to Beyond Budgeting

Traditional budgeting proposes a barrier to advancing to BB (Hope & Fraser, 2003). As managers create a plan with no flexibility. This is in contrast to BB which has increased flexibility and being more team based, helping with motivation and accuracy.

One barrier would be the lack of motivation to change the way the business works. Libby & Lindsay, (2010) explain how budgets have become a source of concern, through increased negative comments, creating a resistance to implementation. Also, the cost of starting a new system which could be worse. De Waal, et al., (2011) discusses how companies have a reluctance to invest in a new process without understanding the definite benefits.

Another would be the hierarchical structure associated with traditional budgeting (Bunce, et al., 1995). This top down approach can be demotivating and also pressurises managers, with the lack of control within their department’s budgeted activity costs. This can result in a barrier to change as managers want to maintain control.

Østergren and Stensaker (2011) discuss the time-consuming nature of all forms of budgeting. This might not suit businesses that want to create a quick budget, where incremental budgeting may be more suited. There needs to be a cost benefit in that it is time consuming, however, it is efficient.

Raghunandan, et al., (2012) analyses the difficulties of budgeting in the public sector.  The public sector proposes a barrier as they are suited to a hierarchy with a top down approach, due to similar figures each year and a stable environment. This prevents BB from being fully incorporated in every environment. The public sector could benefit from BB, as it would help eliminate waste and identify important activities. This element of BB hopefully would reduce wasteful expenditure through limiting the excessive spending to ensure the following years budget. 

The focus on long and short term goals can differentiate between budgets. Traditional budgeting has a short term financial focus; however, BB has a long term focus (Østergren & Stensaker, 2011). In order to succeed in business this long term approach is more sustainable.

There is a contrast between the two methods. De Waal, et al., (2011) explains the restraints a company faces during a changeover of budgets, such as uncertainty and complexity. It is difficult for a business to initiate the transfer of the budgeting process.  For example, going from traditional to BSC would increase the time spent on the budget, as well as having to consider more than just financial measures.

6. Success of Beyond Budgeting

The success of BB in the private sector shows improved motivation through reward and a more competitive approach. This brings more power to lower managers. This has been shown in the two case studies below. 

The BB process involves a form of measurement that can provide a more accurate and flexible management model for the business. It is made up of the 12 principles split into 4 sections: Governance & Transparency, Accountable teams, Goals & Rewards and Planning & Controls. The principles are: Values, Governance, Transparency, Teams, Trust, Accountability, Goals, Rewards, Planning, Coordination, Resources and Controls.

Horváth & Sauter, (2004) discuss Peter Drucker’s views and how budgeting needs to incorporate more than just financial views, focusing on strategy and innovation within the business. 

Hope & Fraser (2003) discuss the success some countries have from implementing BB principles. However, Becker, et al., (2010) explains how BB has not achieved the same level of success as opposing accounting practices. Moving from traditional budgeting can increase competitive advantage. BB has been implemented in Statoil, an oil company, and Handelsbanken, a bank. 

Statoil has had success from leaving the traditional budgeting methods behind. This was showed during a price crash in oil and yet the company managed to prevail through their flexibility and competitive advantage (Essaides, 2016). This shows the success of BB in a varying marketplace.

Handelsbanken stopped traditional budgeting in the 1970’s. They incorporated BB and have had much success since. They have many branches within different countries and have risen to the top level of cost efficient banks. Their cost to income ratio in 2001 was 45% whereas main banks have averaged around 60% (Hope & Fraser, 2003). This was due to the dramatic change to BB when they realised they were losing competitive advantage.

Since its introduction BB has proved its validity. However, in companies that lack the changing conditions and need for flexibility, there is sometimes a barrier to this new implementation. 

BB is a step further than traditional budgeting, through looking at budgets as a management tool as well as a financial measure (Goode & Malik, 2011). BB has provided many improvements over traditional budgeting, for example, forecasting (Hope & Fraser, 2003). Also, the incorporation of balanced scorecards into business using KPI’s to help gage the businesses progression (Kaplan, et al., 2001). They also use rolling budgets in order to adapt to challenges. There is greater flexibility and communication in BB. This increases the accuracy of the budget (Parker & Kyj, 2006). BB encourages staff rewards, which can motivate staff (Bogsnes, 2016). BB has been successful; however, it is yet to be incorporated into every business. The private sector allows for this adaption to BB, as its market is everchanging and competitive advantage is key to success. The public sector is the main system inhibiting full implementation of the BB process. 

BB can be seen in business in different forms such as rolling forecasts, BSC and KPI’s. rolling forecasts are used in business to keep the budget up to date, provide flexibility and improved spending decisions. There is also the reduction of shock profit warnings as action can be taken when the rolling forecast shows signs of profit loss. BSC is implemented to show financial and non-financial methods. This provides an overall view of the company’s performance in all areas. KPI’s can be seen in BSC methods using performance indicators to highlight where the business is succeeding or failing.

7. Conclusion

There is a need for both qualitative and quantitative data, in order to provide a clear view of an organisation, in order to show the validity of both budgeting methods. It is important to focus on short term, however, the need for long term focus also provides sustainability for a business. Nazli Nik Ahmad’s, et al., (2003) research concluded that budgets still remain useful and implemented in businesses. This shows the answer should not be to completely abolish traditional budgeting, however, there is definitely a need to improve through beyond budgeting.

There is a clear difference in the two forms of budgeting. It is easy to see that BB is all about people and traditional budgeting focuses only on numbers. BB brings a financial report into consideration of factors that may not be financial but are still key to a business’s success.
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