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Executive summary 
This report starts with an explanation of budgeting.  It explains that a budget’s purpose is to predict what future events could impact a business and dictate how a company should deal with these potential issues.  It helps to be proactive, as well as deciding how to distribute funds to each department.  It helps set realistic goals and monitors progress, providing management with a timeline of the company’s development throughout the year.  There are, of course, drawbacks that come with budgeting in so far as it is an estimate, meaning it is not 100% reliable and to be effective, they require constant updates, making it a time-consuming activity for staff.  It then goes on to cover the different types of budgeting;
-          Incremental Budgeting
-          Zero-based
-          Activity – Based Budgeting
-          Rolling Budgets
-          Balanced Scorecard
The report will identify that Incremental is the traditional form of budgeting and the simplest to implement, as the previous year’s budget is carried over, edited and then re-used.  Whereas Zero-based focuses on detail, with each new budget is started from scratch and every detail analysed before putting the budget together for the next year. Activity-Based also focuses on detail but in the area of the business’s activities and how to make it as efficient as possible.  Rolling is a form of budget that focuses on short term goals and gets updates quarterly instead of annually, with the intention of re-evaluating efficiency every quarter with the hope of being better than the last as well as being able to deal with any unexpected problems or changes.   Finally, there is Balanced Scorecard, which splits the business’s actions into four different areas and then evaluated in each area to help give an overall representation on how they are doing.   
After evaluating each budget this report then identifies potential barriers that continuing with traditional budgeting may create.  The main one is that it restricts a business from the ability to grow in a multitude of ways. By letting go of the old-fashioned ways, it would open a business up to become a proactive company that can spread its responsibility and activities and this can be done in a time-efficient manner. 
Next is the explanation of Beyond budgeting and what this modern adaptation of traditional budgeting can offer businesses.  To highlight that Beyond budgeting is becoming a viable alternative this report includes a specific business example showing that companies are already using it to grow. It will conclude with a recommendation as to the future for budgeting.  
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[bookmark: _MV3BS_1][bookmark: _MV3TD_PT8H00M00S_5][bookmark: BRANCH_1][bookmark: _Toc5982941]Introduction
[bookmark: _Hlk5959696][bookmark: _Hlk5959274]There are a variety of definitions for the term “Budget/Budgeting”.  Oxford Dictionary (1990, p. 145) a budget is considered to be the annual estimate of revenue and expenditure or a plan when it comes to income.  According to Colman (2004, p. 14), it performs many roles such as; planning, organising resources, evaluating performance, measuring profit etc.  This shows that ‘budget’ covers various management aspects.  Over time budgeting has evolved with different adaptations and ways of applying them.  Beyond budgeting is the newest form and was introduced to fix drawbacks to traditional processes and find new ways of becoming more efficient.  This report will define budgeting and explain the process then identify different types and analyse those productive enough to implement.  Next, it will highlight barriers that traditional budgeting may create and the restriction on a business’s growth.  It will then discuss Beyond budgeting, explaining why it was created and the differences between it and traditional budgeting, as well as applying it to a real-life business example.  The conclusion will cover whether or not traditional budgeting should continue, or if the business world should move forward into modern times.  
[bookmark: _MV3TD_PT8H00M00S_8][bookmark: _MV3BS_2]What is Budgeting 
[bookmark: _MV3TD_PT8H00M00S_11]A budget is a formal written statement regarding a business’s finances, indicating where they are drawn from, the amount, and how it is to be spent (Maylor, 2005).  Its purpose is to predict how the future might affect the business and try to eliminate any uncertainty.  It highlights what is expected, what that will require, how much this process will cost and what needs to be put in place for this to succeed.  
It will help a business be proactive in preparing for what is to come.  So, instead of being reactive, putting them on the backfoot compared to their competitors, goals and priorities requiring attention are set for departments.  It helps management decide on the percentage of funds for each department and explains where it will be spent. 
It also enables management to set realistic targets, highlighting what can be achieved when the business is run efficiently.  Furthermore, it monitors progress, giving management a timeline for its development.  Also, looking at the bigger picture, budgets offer businesses the possibility of growth through enhanced productivity.  
However, there are some drawbacks with budgeting.  Firstly, it is only an estimate of what may occur in the upcoming year, not a statement of fact, so there is a chance that it may be wrong and as a repercussion, the business could be misinformed and misdirected.
Next, circumstances in the business world change regularly, and for a budget to show a realistic representation of the future it needs to be continuously updated, by staff who have other tasks to perform.  
Also, a budget’s success relies greatly on the information provided by each department.  If a department does not give the most up-to-date information, or edits the numbers to give themselves some leeway, it makes the budget unreliable.  In addition, depending on the type of budgeting used, it can take a lot of time and effort and those who do not believe in its importance may not put as much effort in as required, thus undermining the significance of the process.  
[bookmark: BRANCH_3][bookmark: _MV3BS_3][bookmark: _Toc5982943]Incremental Budgeting 
Incremental Budgeting is a simple way of building a financial plan, starting with the budget from last year which is then amended for any expected changes for the year to come, thus creating the new plan. This is the traditional form of budgeting, a stable and consistent process, easy to be implemented.   
After the first budget is created there is little change for any of the departments, allowing them to continue with few if any, alterations each year, allowing departments to work harmoniously without the allocation of funds being an issue.  Additionally, it is a process that is easily learned and performed, meaning most members of staff have the skill set to execute it.  
There are downsides to this choice of budgeting.  Using the previous year’s budget means they are expecting the next year to be similar and therefore not allow for any potential changes. This is unsafe for a business as the economic environment is constantly changing.  It doesn’t take into consideration new technology, staff changes, new machinery, etc
It is also a budgeting system that keeps businesses in a routine, doing the same thing year in and year out, stunting their drive for innovation and the idea of change becomes intimidating.  Avoiding change also includes reducing costs, and by reusing the budget it allows managers to become lazy and stop looking for ways to make savings, conforming to the ethos, ‘if it isn’t broken, don’t fix it’.  
Over time, it can become out of date, no longer relevant to the way businesses have evolved.  If a budget has a mistake, it will not only affect that year, but could potentially grow as the budget is reused.  Businesses pad their budget to allow for any slight issues that might arise. However, if the budget does not evolve, then the padding will eventually make it unrealistic.  
It is a form of budgeting widely used across the world, one of the easiest to introduce to a business without creating any disruption, but there are some issues with this process that need to be avoided so that it can be used as a good base for a company.  Its success would depend on the business using it and how much effort was put into making sure it was maintained, e.g. a business with no drive to grow or expand.  It is most effective for companies which are content where they are and only use budgets as a way of planning for the next year.
Zero-based budgeting 
Zero - Based Budgeting (ZBB) is a process where the allocation of funds for each department restarts with each new phase.  Information is gathered throughout the business and costs are evaluated and challenged (Wyatt, 2012, p. 86).  It is based on merit and goals met and from those, a budget is formed for the next financial period regardless of whether it is higher or lower.   Each expenditure must then be justified by the different department (Suver & Brown, 1977). 
It is a much longer process than most other types of budgeting as it does not use what was previously set.  It was created in response to the criticism that businesses were using the previous budget as a sound base to start from, yet it was no longer current.  Furthermore, the previous year’s spending should have no influence on the new financial plan (Jones & Pendlebury, 2010, p. 83).  Starting afresh allows businesses to consider new approaches and work from a clean slate.  
ZBB is very detailed and therefore time-consuming in that it requires extensive commitment from each department to work effectively.  The funds they require need to be justified every time a budget is created without using previous allowances as guidance (Financial Web, 2017).  However, the detail is what makes this system so reliable, covering every cost and ensure there are no unnecessary expenditures.  The business has complete control over which costs are cut as it highlights all issues and the severity of each (Heath, 2017).  This form of budgeting helps a business in the long run as it is most successful when used annually.  It presents a realistic forecast of how and where funds will be distributed by justifying all spending, thus enabling owners to see the profits and savings they should have at year end and allowing them to plan for future growth (Hall, et al., 2008).  
Businesses need detailed records of how their organisation is working and what they can realistically expect from the future and Zero- Based Budgeting is particularly good when used annually by those looking to grow.  
Activity-based budgeting 
Activity based costing was developed in the 1980’s and evolved into Activity-Based Budgeting (ABB) in the 1990’s (Wyatt, 2012) .  It is based on planned activities that lead to costs for the business.  Necessary resources are provided for these activities to ensure sales are met, especially those of high priority to the budget (Drury, 2012).
There are five main stages to ABB.  The first, as with traditional budgeting, estimates a business’s production, sales etc.  The second assesses potential demand while the third identifies the resources required to fulfil it.  Next, what spend is required to meet the demand and finally, what adjustments need to be made to cover this.  The four extra steps identify the difference between traditional budgeting and Activity-Based Budgeting, which focuses on how activity affects revenue. 
Those charged with producing this budget will need training, which is expensive and time consuming, or alternately, it could, require the process to be completed by staff hired temporarily and specifically for this task, again an expensive outlay.  ABB focuses on short-term goals rather than a strategic outlook, which can threaten long-term planning and survival of the business.
rolling budgeting 
A rolling budget is where the annual plan is broken into smaller periods of time, constantly readjusting, also known as continuous budgeting (Drury, 2012). 
Leading businesses have been known to use rolling budgeting to help adapt as the economic climate changes (Zeller & Metzger, 2013).  There are so many aspects of the business world that are prone to change;
· Suppliers
· Competitors
· Customers
· Etc.
 (Zeller & Metzger, 2013).
These changes open companies to potential problems that, without proper preparation, can affect a business’s stability.  A Rolling budget allows management to revise its plan, improving accuracy and efficiency for the future months (Hansen, 2011).  Unlike other forms of budgeting it needs constant evaluation but this pushes companies to look at how to improve.  It can be a time-consuming activity as it is constantly amended whereas with others such as incremental it is only done once a year.   Also, the budget needs to be produced and acted on quickly in order to evaluate before the next one is due. 
[bookmark: _MV3TD_PT8H00M00S_14][bookmark: _MV3TD_PT8H00M00S_17][bookmark: _MV3TD_PT8H00M00S_20][bookmark: _MV3TD_PT8H00M00S_23][bookmark: _MV3TD_PT8H00M00S_26][bookmark: _MV3TD_PT8H00M00S_29][bookmark: _MV3TD_PT8H00M00S_32][bookmark: _MV3BS_10]balanced scorecard  
Balanced Scorecard (BSC) is a modern version of budgeting used to monitor business performance, i.e. measuring how they operate.  It is used to “clarify and simplify” tasks (Calderón Molina, et al., 2016) to connect the company’s bigger goals with day-to-day objectives.  It is centred around specific areas within a company and when used effectively can boost a business’s stability and longevity
· Financial – monitors the business’s financial performance, e.g. cash flow, the return on capital investment and how effectively resources are being used. 
· Internal –the key steps that are carried out about the product/service and analyses efficiency levels and ways to improve.  
· Customer & Stakeholder relations – it looks at the organisation from their point of view and identifies potential pit falls.  It can then find a better, more efficient way of providing the service/product. 
· Learning & Growth – concentrating on areas that can help a business grow and evolve into greatness.  It researches potential priority areas, helping them to constantly improve.  
( Balanced Scorecard Institute, 2019)
Balanced Scorecard Institute (2019) says over 50% “of major companies in the US, Europe and Asia” are using this form of budgeting in their infrastructure showing it is recognised as successful.
[bookmark: _MV3TD_PT8H00M00S_35][bookmark: _MV3BS_11][bookmark: _MV3TD_PT8H00M00S_38][bookmark: _MV3BS_12]potential barriers of traditional budgeting 
According to Hope and Fraser (1999) budgets are barriers stopping companies from changing.  Their reluctance is based on an inability to see any viable alternatives.  Few company executives feel comfortable with relinquishing control of choices or decisions to low-level managers and these insecurities prevent companies from being more efficient and growing their market share. 
A business willing to delegate specific decision making and planning responsibility to some of their departments, would open a variety of potential growth areas.  The management team can focus on strategy and ways to improve and grow the company they wish.  This can only be done if the day-to-day running is delegated.  A company’s customer satisfaction rating will also improve from “decentralising management” (Réka, et al., 2014), if the time it takes to get solutions approved is eliminated.  Decisions could then be made and problems fixed in a timely manner, improving relations with their customers who can rely on them to provide the most cost-effective service.
By delegating more responsibility employees become motivated as part of the team and feel part of the organisation success.  All staff look to succeed and letting go of traditional budgeting control could present them that opportunity.
[bookmark: _MV3TD_PT8H00M00S_41][bookmark: _MV3BS_13]beyond budgeting
[bookmark: _MV3TD_PT8H00M00S_44][bookmark: _MV3BS_14]When the concept of budgeting was first introduced it was revolutionary but has not evolved over time leading to claims that it does not keep up with changes in the market or the requirements of today’s business world (Réka, et al., 2014).  Beyond budgeting was not created to get rid of budgeting all together but to create a progressive way of planning for future business ventures making it adaptable and proactive. 
There are two fundamental differences between traditional and Beyond (Réka, et al., 2014).  Firstly, Beyond is a more adaptive way of managing, working with stretched goals constantly being compared with variables such as competitors, prior results, pre-existing bench-marks, etc.  Next it shares responsibilities throughout the organisation (Hope & Fraser, 2003), by decentralising it enables a self-managing work ethic and removes the hierarchy implemented in traditional budgeting.  This boosts efficiency as the issues are shared with a more people; so each department focuses on its own budgets and problems and adapts to the changes that come their way.  When these points are introduced into a business together, they create an environment where every member of the business is involved while still having their own responsibilities.
 The budget is split into smaller sections and analysed more deeply by the manager as it’s the only aspect they need to focus on.   This more adaptive process makes the entire company run efficiently and as a team.  It also promotes communication because the benchmarks set by the budgets move the departments to work together, making the entire unit stronger.  If the weakest area in the department of customer satisfaction was the time taken for sending out the product, it would work with Dispatch to find a more efficient way for the customers to get their product.
Removing fixed goals prevents managers hitting their own goal and stopping when they achieve what is required of them.  Beyond budgeting makes them responsible for finding ways to maximise their results and the more improvements, the better the rewards.  It increases individuals’ work drive as they are no longer just doing one specific thing every day; they would now be looking for potential threats and ways to beat the company’s competitors.  It shows all the team what business trends are, as well as the key indicators for change. 
[bookmark: _MV3TD_PT8H00M00S_47][bookmark: _MV3TD_PT8H00M00S_50][bookmark: _MV3TD_PT8H00M00S_53][bookmark: _MV3TD_PT8H00M00S_56][bookmark: BRANCH_18][bookmark: _MV3BS_18]Business example
There are businesses who have already introduced Beyond Budgeting into their day-to-day running.  Equinor, created in 1972, is an energy company focusing on the development of “oil, gas, wind and solar energy in more than 30 countries worldwide” (Equinor, 2018).  They are based in Norway, trying to source energy in the most environmentally-friendly way possible.    According to Bogsnes  (2018) they have introduced the Beyond budgeting principles and practices into their business.  Firstly, they removed annual budgeting so projects can be put forward for approval at any time.  They also implemented the spreading of responsibility so that a project’s level of priority would dictate who is responsible for reviewing it. The criteria for the go-ahead is;
1. How good is the project – financially, strategically, etc. 
2. Does Equinor have the capacity – financially, organisationally, resources etc. (Bogsnes, 2018).

Having to monitor operating costs without an annual budget can be demanding yet achievable; there a variety of ways this can be done and Equinor has five options.  First there is “burn rate guidance” (Bogsnes, 2018) which is where employees operate to their potential in each task, making sure not to overdo it and lose productivity.  Next there is the “unit cost target” (Bogsnes, 2018) - the more units a team produces the more funding they receive to keep the production high.  Thirdly, “benchmarking targets” where goals are set compared with competitors and a team has succeeded when they produce at a cheaper rate.  Next, there is “profit targets” where a department can spend money as long as that spend improves profit margins.  Finally, there is “no targets at all”, where the cost trends would be monitored and watched from a distance and intervention will only occur when necessary.  
This type of budgeting requires a lot of trust in a business’s employees not to take advantage but is expected and has occurred in Equinor, but those involved are dealt with and face the consequences.  Weeding out those who do not subscribe to the team ethos makes the business stronger.  Those who work effectively will develop a cost-conscious mindset, so employees, will with each decision, ask themselves;
· Is it necessary?
· Is it good enough?
· What is the value to its creation?
· Can I execute it?
This skill benefits the entire business, as employees think for themselves to identify what is worth the company’s time and instead of having to check with managers before any little decision is made.  Using Equinor as an example shows that Beyond budgeting can begin to be considered as a viable alternative to traditional and with commitment and drive can be successfully implemented and make a positive impact ranging from the proactivity of staff to the constant opportunity for growth.  
[bookmark: _MV3TD_PT8H00M00S_59][bookmark: _MV3BS_19][bookmark: _MV3TD_PT8H00M00S_62]Conclusions  
After gathering all the above information, it shows that a good budget can provide businesses with help in many ways.  Traditional budgeting is a great place to start but it needs to be improved upon because there are shortfalls in all the processes as highlighted above. 
Beyond budgeting is a new and improved way of conducting business as it is tailored to push past the traditional constructs of what we expect, e.g. management used to be the only ones to make decisions, so by distributing the responsibility it opens the doors to much more success.  Each type of budgeting has its strength and if they were to be combined and refined then it could greatly impact the way in which businesses conduct themselves with their employees as well as the all-round level of efficiency that would be boosted. 
Taking the detail provided by Zero based, added to the constant revision within Rolling and separating the specifics using Balanced scorecard give management the ability to have a 360* view of their business.  Beyond needs strong minded people who have are able to think laterally because the ethos behind it is, to decentralise, become self-managing and remove the hierarchy in the traditional system.  This will not be simple to implement.
So, the future, in the short term will be a mixture of the traditional and the new, as mentioned above.  Beyond that budgeting still has a long way to go as there will always be a need to plan.  The business world is still constantly changing, customers are always in search of a new product or a new service meaning the way businesses plan for the future means the way in which they budget will have to adapt to the demand.   
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