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EXECUTIVE SUMMARY
The purpose of this report is to analyse the evolution of budgeting from its origins, by researching and extending the explanation of different budgeting methods, in which their role, positive aspects and negative will be analysed. As well as the current situation of the budgeting systems which talks about the use of technology and the importance of values and the people in the workforce in the business industry as of late. 
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INTRODUCTION
Budgeting is an ancient technique which is globally used to sustain and aid managerial performance, decision making and to maintain control over a business's future expenses through the use of various methods. However, recently there has been an uproar in regard to the efficiency of these methods in a constantly evolving business environment, which many academics have expressed concern about its flexibility to adapt (Cardos, 2014, Abstract). 
It is of mention that the concept of budgeting it is not exclusive to businesses and corporations, but governments and individual households have implemented this system of managing their funds and expenses in their approach to maintain financial stability (Elmerraji, 2021). 
This piece of information is vital as this report will be looking at the key events of the evolution of budgeting since its first use in the 18th century (Theiss, 1973). It will also deep into the main key methods of budgeting which have been constantly used until now such as Incremental budgeting method, zero-based budgeting method and activity-based budgeting method. An analysis of these methods will be provided pointing out the positive and negative aspects. It will then look and analyse the new implementation in the financial field of the beyond budgeting method as an alternative to the past budgeting methods. Following with a brief explanation of the challenges that the evolution of budgeting is currently facing as the industry of finance is no exception to the effects that the evolution of AI and automation is having upon everything that humanity knows. 




 
 
 
 
 
 
 
 
 
BUDGETING ORIGINS 
HISTORICAL OVERVIEW
The origins of budgeting believe it or not have not come from the business industry, but from historical governmental figures. Parliamentary and democratic systems within Great Britain gave birth to the concept of budgeting as early as the 18th century which Continental Europe obtained and decided to implement it in their own governmental financial affairs by developing the system further (Badem, 2016).  Roughly a decade later other countries like the US would finally catch up with the British Government in this revolutionary financial system. 
Many want to monopolize the introduction of budgeting within the business world; however, research has shown that this event is extremely connected to the development of industrial engineering and cost accounting, where a plead was made by a group of engineers for the system to be changed and improved as their business results were being affected by the many issues within their previous financial systems (Ursu, 2024).
The history of budgeting is extremely vast; however, it's extremely lacking since it has been deducted that this practice could have been made use of as early as the Mesopotamia era (Goetzmann, 2023). However, there are some aspects of budgeting that provide reassurance, and which are considered partially young compared to the origins of budgeting, these being the different methods of budgeting, such as the zero-base budgeting method which was created by Peter A. Pyhrr in 1969 (Business Bank, 2024).







BUDGETING METHODS

INCREMENATL BUDGETING
Incremental budgeting is one of the traditional budgeting methods which involves using as a base the current budget or performance of an organization and adding extra (incrementing) amounts to it by taking into account future events that will occur such as inflation and price changes to be able to obtain the new budget for the period (https ://www.accaglobal.com, 2019). 
The use of incremental budgeting is extremely saturated as this methos is extremely easy to prepare as well also to understand (Prophix, 2024), this gives business the opportunity to ensure that when their budget is presented a larger amount of the targeted audience will understand it. Since its creation and preparation seems not so complicated in contrast to other methods, it is defiantly more time efficient and not to mention cost efficient. 
However, the use of the past budget figures puts business in a difficult situation as they make future assumptions on their expenses based on their past expenses (Mazyopa, 2023). This leaves no room for criticism about cost and expenses.
ZERO-BASED BUDGETING
On the other hand, we have zero-based budgeting which tackles the issue with the incremental budgeting method. The zero-based budgeting method creates a new budget through the justification of expenses for the new period, where everything is considered, and the budget is created from zero (Oracle, 2022).
So, as mentioned the main advantage of this budget is the fact that everything is questioned and that it leaves room for growth and other future opportunities for investing instead of dragging all the past expenditures in the new budgetary year (Paro, 2022). 
However not everything is as great with this budget as starting budget from zero is time exerting as well as expensive (Murphy, 2020). So, the implementation of this budget would require expenditure itself which many businesses are more likely avoid, not only due to its complexity but because it is also likely to put pressure upon the employees in charge of the justification as it is described as emotionally taxing. 



ACTIVITY BASED BUDGETING
Similarly to zero based budgeting, activity-based budgeting relies upon justification, however, it is mostly focused on the activities that drive these expenses and costs rather than all of them (Datarails, 2024). 
This budgeting method has a lot of attractive benefits, such as the fact that it can cut down cots, it provides more authority and control over the budget as well as the efficiency of the allocation of resources improves (Solutions, 2024). From a business perspective, in comparison to their budgetary methods this would be ideal, but nothing good comes without disadvantages. 
For example, the activity-based budgeting is one of the slowest budgeting methods, as it requires extensive research as well as analysis which delays its implementation (Ruparelia, 2023). 

COMPARATIVE ANALYSIS OF BUDGETARY METHODS
All these methods have their ups and downs, however when asked which one is the best method, the answer is only one, and that is that it depends on the organization, its activity and the way it operates. 
Looking at Incremental budgeting, is extremely unsuitable for small businesses or startups, as this method doesn't provide any sort of flexibility to unexpected expenses or financial turbulences, which are things that for example large corporations are less likely to face, in which case a simple and quick method such as incremental budgeting method ,might be suitable for them in their fast business environment (Miller, 2023). 
However, in the case for small business or start-ups, a zero-base budgeting method might work better as they’ll get the feeling that every single pound is allocated with a futuristic purpose and they will be able to distinguish any financial anomalies which might result in the  redistribution of an expense that seemed unnecessary (Pototschnik, 2020). However, as previously mentioned, this method is time consuming, so it might not be suitable for businesses that cannot manage detailed and time exerting operations such as this method. 
Activity based budgeting is mostly focused on the type of operations of a business rather than their time and money. Obviously, any business that will try to make a decision in regard to which type of methods will take into consideration the cost of the method,  however, an organization that has extremely complex operations have no room for mistakes such as new businesses that lack historical costing, this type of budgeting method would suit them better as its level of complexity insinuates that is extremely efficient. So, this type of method would definitely not be suitable for any organisation that need quick and fast budgeting, as it is quite time consuming (Schmidt, 2023). 

THE BEYOND BUDGETING METHOD
At last, the main reason for this report, the beyond budgeting method. As previously seen, the traditional budgeting methods have their positive and negative aspects, however some academics and researchers are set of leaving those methods behind and are trying to implement this newly created budgeting method with the hopes to tackle all the past issues that the other methods had. 
The beyond budgeting method consists of the use of 12 principles in which their objective is to decentralized leadership and try to achieve a much more flexible managerial approach. This is a movement which has been taking place and evolving from roughly around 20 years; however, these past few years is starting to gain more support and more presence in the financial industry, slowly pushing away traditional budgeting methods (Meagher, 2024). 
According to Beyond Budgeting Institute (2024), the 12 principles go as follow:
	12 Beyond Budgeting Principles (2011)

	Governance and transparency

	1. Values
	Bind people to a common cause; not a central plan

	2. Governance
	Govern through shared values and sound judgement; not detailed rules and regulations

	3. Transparency
	Make information open and transparent; don't restrict and control it

	Accountable teams

	4. Teams
	Organize around a seamless network of accountable teams; not centralized functions

	5. Trust
	Trust teams to regulate their performance; don't micro-manage them

	6. Accountability
	Base accountability on holistic criteria and peer reviews; not on hierarchical relationships

	Goals and rewards

	7. Goals
	Set ambitious medium-term goals, not short-term fixed targets

	8. Rewards
	Base rewards on relative performance; not on meeting fixed targets

	Planning and controls

	9. Planning
	Make planning a continuous and inclusive process; not a top-down annual event

	10. Coordination
	Coordinate interactions dynamically; not through annual budgets

	11. Resources
	Make resources available just-in-time; not just-in-case

	12. Controls
	Base controls on fast, frequent feedback; not budget variances


 (Beyond Budgeting Institute, 2024)

The concept of beyond budgeting operates with no annual budget, and many organisations feel extremely uneasy about this, however, individuals such as Nilly Essaides (2016), are trying to indulge organisations on the extremely attractive benefits that this would bring such as increase in reaction time to opportunities and threats, it increases the quality of the employees that are employed and it assures that they will remain in the company providing their skills, it encourages innovation which is an extremely hot topic in the business industry etc (Essaides, 2016).
However, we have the people that do not wish to move out on to this next step pf evolution in budgeting such as Rickard’s (2012), who argues that the beyond budgeting methods would be extremely complex to implementation into an organisation, employees are likely to be resistant to this change, their financial targets will become unclear and might lose focus of their goals, the safe allocation of resources might be in danger and so many more to mention Rickard’s (2012).
It could be said that currently the disadvantages that the beyond method has to offer are greater that its benefits, thus its negative reputation among the business and the financial world.
However, businesses that are in highly dynamic industries and that base their operations with the shifts in market and opportunities that were not foreseen, might benefit from this type of budgeting as it would allow them to make decisions in regard to their expenses then and there (Stange, Bogsnes and Sheth, 2021). 

ARTIFICIAL INTELLIGENCE IN BUDEGTING 
Alongside with budgeting there is another component in business that has been evolving, and that has been implemented more in business activities as of late, this being the use and creation of Artificial Intelligence. 
Artificial Intelligence has gained immense popularity in the business industry as its efficiency and accuracy has aided individuals to not only improve their business performance but also to cut down on costs, such as manpower, as artificial intelligence has created a good space for automation in businesses. 
According to Clickup (2024), artificial intelligence prompts “can categorize your expenses, track your income and spending habits, and suggest areas where you can save money. AI prompts can also forecast future expenses, alert you to potential financial risks, and offer guidance on how to allocate your funds effectively” (Clickup, 2024).
It is indeed true that the use of AI would solve many problems for businesses and make its performance smoother, however, it brings along its way quite a variety of disadvantages. The lack of the human touch to undergo emotional intelligence and human judgement for certain tasks within financial decisions in extremely important, something which at the moment artificial intelligence has yet to reach. It would also create a dependence for technology. In the case that something goes wrong with technological equipment, the need of a specified individual would still be needed to take upon the tasks that were left in control of AI. To finish it might be taken into consideration the fact that humans are like safe boxes, they are hard to cracked extract information from. However, AI is very weak as many tools can be used to access important and critical information about a business, its plans and its performance (Investedmom, 2024).

CONCLUSION
From this report a conclusion can be draw that budgeting has undergone extreme evolution since its first noticeable apparition in governmental affairs in Great Britain's history. This evolution has developed further from then by even creating different and more complex methods such as incremental, zero-based and activity-based budgeting methods, all which have their negative aspects as well as positive. However, the next step that has been taken into budgeting which is the beyond budgeting method it is yet to determine whether business budgeting will improve or will see a downfall in its evolution. But with the aid of AI, it is acceptable to assume that it will most likely develop and evolve even further. 
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