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The purpose of this report is to critically evaluate the use of various budgeting approaches, including traditional methods and the beyond budgeting model, within different work environments such as the private sector and public sector. This report has analysed numerous budgetary approaches, such as incremental budgeting (IB), zero-based budgeting (ZBB), activity-based budgeting (ABB) and beyond budgeting (BB). 

The research within this report found that IB is the simplest and quickest of all available budgeting methods but is also the least flexible option. It has been found that IB is best suited to organisations within the public sector because their income and expenses are typically more linear. 

ZBB and ABB have been found to be the more appropriate of the traditional methods for businesses within the private sector due to how flexible they are, which in turn allows the organisation to be more adaptive and capable of reacting quickly to changes. However, compared to IB, both approaches have been shown to be significantly more expensive and time-consuming.

The evidence within this report shows that the newest budgeting method, which is BB is the best suited method for businesses who want to react quickly to changes happening around them, as well as having their strategy revolve around the value of the customer. However, it is evident that BB is not a suitable choice for public sector businesses because BB adoption requires a decentralised organisational structure, which such businesses would find difficult to implement.

The report concludes that there is no right or wrong method of budgeting as they all have advantages and disadvantages, making none of them the perfect choice. The decision of which method to use will depend on the nature, goals, and objectives of the organisation. 
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Budgeting is a way for companies and organisations to forecast their income and expenses for a future period to predict how much profit or loss they will make (Bragg, 2019). This definition is supported by Reka et al. (2014) who state that the main goal of budgeting is to assist management with the planning and implementation of strategies to control and optimise the organisations cashflow. Most organisations operate in a fast-paced environment, which means that processes including budgeting must be flexible to respond to changes.

The techniques for creating budgets have changed throughout time, and now businesses can choose from a variety of approaches. Among these are incremental, zero-based, activity-based, and, more recently, the idea of beyond budgeting has developed. An incremental budget is created by adding a percentage increase to the budget from the prior year, typically intended to account for the act of inflation (Weetman, 2013). A zero-based budget is almost the opposite of an incremental budget because it requires management of the organisation to reassess all expenses for each new year/budgeting period, instead of using the previous year as a base (Ekanem, 2014). Activity-based budgeting is similar to zero-based budgeting in the sense that it does not use the previous year’s budget as a base, however it requires the organisation to identify its cost drivers and prepare the budget based on the minimum price to cover those costs (Bill, 2023). The beyond budgeting model was created as an alternative to traditional budgeting methods to try and eliminate the flaws and drawbacks that organisations face when using these more traditional approaches, such as not having the capability to be flexible (Kaplan, 2012). 
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There are several different traditional approaches to budgeting that organisations can choose from when deciding how they want to monitor their income and expenses. One of these methods is incremental budgeting (IB). IB is based on a theory that the most effective way to create a new budget is to use the previous budget as a base and only make minor changes to suit the new year/budgeting period (Schmidt, 2023). These minor changes will mainly include price increases for inflation or expected rises in sales. 

According to ACCA (2023), some of the benefits of using an incremental budget include the simplicity of them, and therefore how easy they are to prepare. This also means that the job of budget preparation can be easily delegated to a more junior member of staff (ACCA, 2023), freeing up time for the more qualified employees to focus on other tasks within the organisation. Miller (2023) states that another advantage of using IB is equality. This is because incremental budgets do not force internal departments to compete against each other for a larger share of the budget because each department already knows that they have enough of the budget to cover their costs (Miller, 2023).

Although IB can be useful and beneficial in certain circumstances, it does have some flaws which should be acknowledged. According to Seal et al. (2019), IB often leads to funds being used for services/products that are no longer beneficial to the company. This is supported by AAT (2020) who states that IB encourages previous inefficiencies and problems to be built into the future budgets. Navi (2022) states that using IB can supress innovation within companies because it encourages businesses to budget for a year/budgeting period which is very similar to the last, therefore potentially stopping the organisation from progressing into different areas of their industry. 

IB is more typically used by businesses in the public sector (Atrill and Mclaney, 2021) which generally have a slower paced setting than organisations in the private sector. Organisations within the public sector include anything that is run by the government, such as education and health care (Brown, 2022). The public sector focuses on supplying a service and the businesses are generally non-profit based and are funded by taxpayers (Nancholas, 2023). As a result of this, they do not often have many different expenses or forms of income, which is why an incremental budget might function effectively in these settings because of how unlikely it is that their budget will alter from year to year. However, according to Yan (2023), using an incremental budget inside public sector organisations frequently motivates them to overspend and waste a portion of the budget. Yan (2023) explains that this is because management will spend their entire budget to avoid receiving a lower budget the following year, even if their expenditure is not justified or necessary. The focus is not on the organisation, but on obtaining the largest budget possible.

Incremental budgets can be useful and successful because they are the quickest and simplest type of budget that a company could use (ACCA, 2023), however it will likely only suit organisations that have a slower pace due to the lack of flexibility that this type of budget has (Navi, 2022).
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Another method of traditional budgeting is zero-based budgeting (ZBB). ZBB was created after IB and was invented to try and overcome the flaws that businesses were facing when using IB. As stated previously in this report, ZBB is a type of budgeting in which the organisation's management is required to generate a brand-new budget each year/new budget period. This also means that management are required to justify all expenses that they have budgeted for (Drury, 2021) because nothing is brought forward from the previous year due to each year starting from base zero. According to Drury (2021), the three steps to follow when producing a ZBB are: describing all organisational activities in a decision package (a decision package is a document which records a specific activity in a way which allows management to compare it with other activities to decide what resources should be assigned, or whether it should be approved at all (AAT, 2020)), rank all decision packages in order of priority, and finally allocate the available resources to the activities in order of priority until the spending limit has been reached. This ensures that the most important activities and expenses will always be covered by the budget. 

There are numerous reasons why a company could choose to implement the use of ZBB. The first reason, according to AAT (2020) is that it allows companies to identify and remove any obsolete operations and expenses from their budget, therefore allowing the budget to be spent on the more beneficial expenses. This is supported by British Business Bank (2023) who states that ZBB allows organisations to determine if each of its departments are funded correctly which helps the business to avoid unnecessary spending as certain departments may not always require the same budget each year, therefore reassessing the budget can assist in decreasing costs. As stated by Murphy (2020), unlike IB, ZBB encourages company innovation since, if the organisation can justify commencing a new activity, they are free to undertake whatever they believe to be profitable for the business.

Although ZBB allows companies to avoid unnecessary expenses, Inisghtsoftware (2021) argues that it also encourages businesses to think short term by motivating management to focus on the instant revenue streams, rather than thinking about their long-term plans and goals. ZBB is also much more time consuming than IB (Drury, 2021). This is because for a company to complete a ZBB, they must fully analyse each decision they make, including its cost, purpose, and advantages. They must do this for multiple decisions across the entirety of the organisation, so it can quickly become time consuming and costly. According to Gaille (2020), another limitation of ZBB is that it primarily works for organisations with a relatively predictable income. People who work as independent contractors, for example, will struggle to determine how much of their budget to allocate each month because, more often than not, each month will be different (Gaille, 2020). 

ZBB would be ideal for a company whose expenses vary from year to year because it allows them to eliminate any obsolete expenses from the budget (AAT, 2020). However, in order to take advantage of this benefit, they must overcome the challenge of how time-consuming the process of creating a ZBB is (Drury, 2021).
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A different approach to traditional budgeting is activity-based budgeting (ABB). As previously stated, ABB is a form of budgeting whereby resources and money are allocated to specific activities within the organisation. According to Peak Frameworks (2023), the main focus of ABB is to improve the cost efficiency of the business. ABB requires businesses to identify the connection between their activities and the costs that drive them in order to create their budget (Peak Frameworks, 2023). This shows that ABB allows organisations to ensure that all the activities that are necessary for them to carry out will be covered by their budget. 

One of the reasons an organisation might choose ABB is because it can promote efficiency within the organisation (Ballinger, 2023). This is because ABB produces a view of all the costs and revenue streams for a business, meaning they can be fully analysed which can help the company reduce their costs and retain more of their profit. According to Finance Management (2017), another advantage that a company will experience if they decide to use ABB is that the business will be seen as an entire unit rather than as individual departments. This is because ABB can only be developed by upper-level management, and they set the budget for the whole organisation rather than allocating certain amounts of the budget to specific departments. 

According to Kaplan (2012), one of the biggest limitations of using ABB is how time consuming it is to identify all the activities and their cost drivers that the organisation has. This might be discouraging for organisations looking for a more straightforward approach to budgeting. Liberto (2019) argues that ABB can result in some budgeting inaccuracies due to additional presumptions and managerial insight. This theory is supported by Nasrudin (2020) who also argues that ABB could lead to inaccurate assumptions being made when analysing activities and their cost drivers.

According to Schmidt (2023), ABB is most suited to newer businesses with little financial history, as it is more beneficial for them to define their activities and cost drivers to have a more accurate budget. For businesses with more financial history, his budgeting method may not be as suitable. 

ABB, like the other traditional budgeting systems has the potential for successful implementation in certain circumstances. While its time-consuming nature may deter some organisations, it could be advantageous for new companies without a significant financial history (Schmidt, 2023).
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Beyond budgeting (BB) was introduced to overcome the limitations of all the traditional budgeting methods. It is a budgeting system that was created with the goal of allowing companies to be more adaptive and responsive to fast changes happening within the industry (Olaf, Agnieszka, and Thomas, 2019), something that a lot of traditional methods do not accommodate for. Unlike most traditional approaches to budgeting, BB encourages businesses to change their organisational structure to be highly decentralised (Alsharari, 2019), indicating that decision making, including decisions associated with budgeting, can occur at lower levels of management.

There are twelve principles that companies can follow to achieve the BB framework. They are not a requirement, but rather a recommendation to assist organisations that choose to implement the framework. The principles are split into two different categories: decentralised leadership and flexible management processes (Schmidt, 2023). See Figure 1 below. 
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Figure 1 (Beyond Budgeting Institute, 2013)
By following these principles, management will be able to successfully implement the BB framework into their organisation. 
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According to Beyond Budgeting Institute (2013), there are several reasons why companies would benefit from implementing the use of BB. One of the benefits they discuss is the main reason why BB was created, having a faster response to changes. Beyond Budgeting Institute (2013) explain that this is possible because BB reduces the complexity of the organisations management process by allowing employees on the front line of the business to have some control over the choices while also allowing them to act immediately, rather than having to take their findings through multiple levels of management before a solution is discovered. Essaides (2016) state that adopting the BB framework can also result in organisations having customers which are more profitable and loyal. This is because organisations that are more flexible can quickly change how they do business with their customers if they find that their current process is not working (Essaides, 2016). This is supported by Willis (2018) who also argues that BB can produce more loyal customers because BB encourages organisations to centre their strategy around the value of the customer. 
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Although BB seems to have become more popular since its introduction, it does have a few disadvantages. For example, through the process of making an organisation decentralised, it comes with the risk of losing consistency between departments of the organisation, due to multiple people having the empowerment to make decisions (WallStreetMojo, 2023). This could also lead to a lack of communication between departments, which could result in numerous different plans being applied that do not function well together and may actually hinder the organisation.
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According to ACCA (2023) the BB method is best suited to organisations within the private sector. McCarthy and Lane (2019) explain that change is difficult for any business, but it is considerably more difficult when working with government bureaucracy. This is also supported by ACCA (2023) who further states that companies within the public sector must follow a legal framework due to being owned by the government, which could make it very difficult to introduce a system as flexible as BB. Organisations within the public sector tend to be very hierarchical, and to adopt the BB framework, the organisation will need to significantly alter its structure to become decentralised which would be a big change to implement, and the management may not be capable of making this change. However, private-sector businesses are often more flexible than public-sector businesses, with most of them already decentralised, indicating that BB implementation would likely be a more straightforward transition.

On the other hand, Beyond Budgeting Institute (2013) believe that the process of adopting BB can be suitable to any organisation within any industry. They argue this because BB encourages organisations to perform well to improve the customers experience, rather than performing well to please the management of the company, which traditional methods such as IB normally encourage.  
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In conclusion, this report has evaluated various types of budgeting techniques, and analysed what setting they would work best in. This report has found that IB is most likely best suited to organisations within the public sector due to their income and expenses not often changing year to year (Atrill and Mclaney, 2021), meaning the simplicity and quickness of the IB would work well for them.

It was also discovered that, although ZBB was created to overcome the limitations of IB, it has restrictions of its own. It does allow companies to be more flexible with their budgets, allowing them to discard expenses that are no longer necessary to them (AAT, 2020), however it is very time consuming and expensive to achieve, which can be off putting (Drury, 2021).

ABB could work well for a company looking to improve its cost efficiency (Ballinger, 2023), whether in the public or private sector, because it involves the allocation of resources to specific activities, however ABB does have the potential to lead to incorrect assumptions being made (Nasrudin, 2020).

BB promotes decentralisation and flexibility within the workplace. With its focus being on allowing the company to react quickly to changes happening around the world, BB would be well suited to organisations within the private sector (ACCA, 2023). However, the use of BB could result in some challenges with consistency between departments in the company, due to decision-making being spread to lower-level employees (WallStreetMojo, 2023).

There is no right or wrong method of budgeting. Each method has its own advantages and disadvantages, and the decision of which to use will come down to the organisation’s preferred method based on their goals and objectives. 
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six principles, as shown in the image below:

Beyond Budgeting

- enabling business agility

Leadership principles

N

. Purpose - Engage and inspire people around bold and noble
causes; not around short-term finandial targets

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

3. Transparency - Make information open for self-regulation,
innovation, learning and control; don’t restrict it

4. Organisation —Cultivate a strong sense of belonging and
organise around accountable teams; avoid hierarchical control
and bureaucracy

v

. Autonomy - Trust people with freedom to act; don’t punish
everyone if someone should abuse it

6. Customers - Connect everyone's work with customer needs;
avoid conflicts of interest

@ © BBRT 2016~ All rights reserved | www.bbrtorg

Beyond Budgeting Techniques

Complete abolition of traditional budgeting processes requires the implementation of

Management processes

7. Rhythm - Organise management processes dynamically around
business rhythms and events; not around the calendar year
only

8. Targets - Set directional, ambitious and relative goals; avoid
fixed and cascaded targets

9. Plans and forecasts - Make planning and forecasting lean and
unbiased processes; not rigid and political exercises

10. Resource allocation - Foster a cost conscious mind-set and
make resources available as needed; not through detailed
annual budget allocations

11. Performance evaluation - Evaluate performance holistically

and with peer feedback forlearning and development; not
based on measurement only and not for rewards only

12. Rewards - Reward shared success against competition; not
against fixed performance contracts





