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[bookmark: _Toc151651209]Executive Summary
Beyond budgeting is a method developed by Bjarte Bogsnes. It has gained popularity in recent years especially amongst businesses in fast changing business environments such as tech companies and financial service companies. It is said to be a more versatile method which allows companies to keep a greater goal in mind when making business decisions. It keeps businesses less constrained compared to following a strict financial budget. This research aims to critically evaluate the role of budgeting and to analyse the traditional methods of budgeting in a fast-changing business environment. Also, to evaluate the roll of the beyond budgeting model and its uses to various businesses and then to explain the barriers that may come to the model. It was found that only some companies have found only some success implementing the beyond budgeting in the different areas it was designed to improve. Only to show some success to the specific faster changing companies.
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[bookmark: _Toc151651210]Introduction
Budgeting is a tool, it aids organisations in multiple areas such as management, performance indication and forecasting (KPG, 2023). Budgets are meant to be a financial plan and create objectives for the future displaying all costs and revenues that are expected to be incurred in the future. Although budgeting has been a reliable method to aid organisations in these areas, an introduction of other management methods has been introduced such as beyond budgeting (CIMA, 2007). In an ever-changing business environment businesses will be expected to become adaptable and open to the changes that come their way. Businesses have ways to adapt to these on coming changes such as traditional budgeting to forecast and estimate a plan for the future. Traditional budgeting has many different methods within it such as some basic methods of budgeting, incremental, zero based, priority based and activity-based budgeting (Kaplan, 2016). But also, there is beyond budgeting as a new method at management and setting objectives for the business. Its introduction is a push towards a management style that adaptive and could aid in a better business performance. A well-managed business is a healthy business so, management needs to be done effectively with the tools it has at its disposal and with these tools objectives are defined, and performance is monitored. Making sure it is run efficiently and in the right manner. Perhaps the beyond budgeting method is able to assist management and accounting in running business at a different angle than previously done? 



[bookmark: _Toc151651211]Traditional Budgeting
Traditional budgeting is a quantitative method of budgeting, typically done based on former financial figures made by the company and taking the inflation in the market into account (EDUCBA, 2023). The process of creating a budget usually aims to estimate the set revenue and costs, made by the accountant of the company. This is then set as the target for each department to base their performance from. It also allows management to make better and more informed decisions for future strategic plans. 
There are various way of creating a budget. Some of the basic methods are: incremental, zero-based, priority-based and activity-based costing (ABC) (AAT, 2023). These various methods are useful depending on the type of company involved. This depends on various factors such as the sector that the organisation is involved in, the industry or even if it is a service or manufacturing organisation.
[bookmark: _Toc151651212]Types of Traditional Budgets
[bookmark: _Toc151651213]Incremental Budgeting
Incremental budgeting is a relatively conservative approach towards budgeting. It involves a current budget being set, and that budget having small changes applied to it, depending on any expectations that the company have based on the budget over the course of the year (CFI Education Inc., 2023). These changes are included to take inflation into account and other known changes.
Incremental budgeting’s strengths lie in multiple areas, one of which is that as it is one of the most conservative methods to create a budget it is relatively simple and fast to make. Since it is simple, it is also suitable for stable organisations that have very few varying costs between the years. It also reduces internal rivalry between departments, that other types of budgets might promote (ACCA, 2023). 
Unfortunately, since it is such a simple method it can potentially lead to inefficiencies being ignored. Organisations with incremental budgeting may also find it potentially difficult to adapt to change and to exploit innovation. Lastly, managers may abuse the system by increasing their spending so the budget for the next year will be relatively the same if not larger. This creates unnecessary costs for the company (Kaplan, 2016).
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Zero based budgeting is a far more bureaucratic and detailed method of budgeting. It requires each cost to be justified. It is taken from the viewpoint that the cost is being introduced for the first time. If the cost is not justified it shall be set as zero (Deloitte, 2023).
As it is such a detailed method of budgeting, it allows more insight into the financial inefficiencies of the company, along with a better understanding of cost behaviours. This level of detail allows for better informed decision making and more responsiveness to changing business environments. Costs can be reduced, and resources can be more efficiently managed. Zero based budgeting also requires more involvement from staff at all levels which could potentially improve communication and motivation within the company (ACCA, 2023).
However, as it is such a complicated method of budgeting, it becomes heavily bureaucratic and can lead to a lack of flexibility towards unforeseen opportunities and threats. This method sacrifices the long-term benefits for shorter term planning. It requires skilled managers who understand the processes and the company. The fact it is more complicated also increases the workload on the current employees of the company which can make them more stressed and demotivated (Kaplan, 2016).
[bookmark: _Toc151651215]Priority Based Budgeting
Priority based budgeting is very similar to zero based budgeting. It is where the budget is set competitively by listing the highest to the lowest priorities. The resources that are allocated are often called “decision packages”. Like zero based, all activities are re-evaluated as if they are new. However, unlike zero based budgeting it is valued at a minimum level of activity (Kaplan, 2023).
Many of the priority-based budgeting’s strengths and weaknesses are very similar to zero based budgeting’s as it too analyses and justifies each of the costs involved to make up the budget.
[bookmark: _Toc151651216]Activity Based Budgeting
Activity based budgeting is where the costs are based on identified activities. It uses “cost driver data” when calculating and allocating the budget. It primarily focuses on the activities of the company over the functions (AICPA & CIMA, 2023).
Activity based budgeting identifies the drivers for the specific costs making costs easier to manage. Although this may be the case, there will be some difficulty in identifying the specific functional costs as it focuses on the activities. This budget also requires a lot of effort, especially in finding the specific cost drivers (Drury, 2021). 
[bookmark: _Toc151651217]Traditional Budgeting in an Ever-Changing World
Traditional budgeting has proven itself to be a very effective tool for managing organisations and forecasting the future of companies’ costs and revenues. The majority of traditional budgets allow for in depth insight into the inherent weaknesses of the organisation it looks at, and it enables managers to reduce any unnecessary costs and inefficiencies (CIMA, 2007). 
As shown previously with all the different budgeting methods, the majority of them have very similar flaws. The key weakness that stands out is that they are heavily bureaucratic having the directors, at the end of the process, decide the strategy of the company. This may impede the company when it comes to being flexible in the face of change, whether that is within or outside of the organisation (Asogwa, 2017). Most of them are heavily time consuming and require a specific department of accountants just to develop the overall budget but also for managers to provide the necessary input.







[bookmark: _Toc151651218]Beyond Budgeting
Beyond budgeting is a technique that has come about over the past ten to twenty years. It is an alternative method of management which is guided by the overall strategic objectives of a company. The objectives are typically profitability, market share and growth for the company (Roper, 2023). Beyond budgeting is built from twelve principles that are displayed as a guideline for companies to use. These twelve principles are divided into two main processes, leadership, and management. Leadership encompasses purpose, values, transparency, autonomy, organisation, and customers. Management has: targets, forecasts, resource allocation, performance evaluation, rewards and coordination (MBA Knowledge Base, 2023) (BBRT, 2023).
Leadership:
1. Purpose is meant to motivate and inspire around the objectives. 
2. Values involves governing through shared values amongst the team. 
3. Transparency involves being honest with company operations. 
4. Autonomy is the ability to trust colleagues with freedom to act. 
5. Organisation is to create responsible teams that have a sense of belonging. 
6. Customers involves focusing on the needs of the customer. 
Management:
1. Targets requires a sense of direction that are ambitious. 
2. Forecast require tools that would predict future developments that might arise. 
3. Resource allocation is the division of economic resources amongst the departments or other internal groups organised. 
4. Performance evaluation is to monitor and guide employees.
5. Rewards is the recognition and promotion of success within the organisation. 
6. Coordination is the management of teams and processes to make them efficient.
(BBRT, 2023)
(MBA Knowledge Base, 2023)
These principles will help guide companies to being successful when implementing beyond budgeting and should improve performance with the combination of leadership and management. The leadership process focusses on accountability when adapting to any changes whether that is a threat or opportunity. Meanwhile the management principles focus on the processes and performance allowing for adaptability since the framework is decentralised (MBA Knowledge Base, 2023).
Beyond budgeting requires senior management to break down the strategy into subgoals and targets and not just numbers, unlike traditional budgets. These subgoals are then divided amongst the organisation’s line managers (Libby et al, 2010).
[bookmark: _Toc151651219]The Changes Required
The style of management needs to change if beyond budgeting is implemented into an organisation. Line managers are given more decision-making power, and this allows for a more dynamic approach to achieving objectives, if done well. It requires a less top-down approach which demands good communication amongst staff. Also, constrains have to be made to stop chaos within the organisation such as subgoals which stop excessive spending and unprofitability. As it is more a bottom-up method of management, line managers require more time for decision making. This allows for greater initiative for line managers and flexibility in a changing market (Nguyen, 2018).
The accounting role is also redefined with beyond budgeting. It becomes the role of an advisor for the line managers to achieving their goals, instead of setting budgets and measuring variances. The accountant will have to review with line managers regularly on progress as performance is measured with the bigger picture in mind alongside the overall business strategy of the company  (Cardoş Ildikó Réka, 2014).
[bookmark: _Toc151651220]Beyond Budgeting in the Field
Beyond budgeting is an agile way of managing a business. It allows for flexible decision making and looking at objectives more holistically. As the organisation looks at the greater picture, it is not confined to the kinds of strict bureaucratic measures needed by traditional budgets. The business agility report (Business Agility Institute, 2023) shows that “volatile” and “unpredictable” companies such as the technology and financial sectors, have received agile business management well (Business Agility Institute , 2023). This is because they have to constantly evolve to keep on top of competition. In the face of an ever-changing market, technology and financial organisations need to focus on the greater strategy at play. Tech companies specifically are evolving alongside the technologies that they produce, or their competitors are producing. If a new technology has come along, the question of market growth and competition is introduced. As for financial services companies, they are constantly having to adapt to an ever-changing market, especially investment and banking as they are directly affected by inflation. Companies such as Handelsbanken, Bayer Pharmaceuticals, Volvo, Equinor, and Roche Pharmaceuticals have adopted the beyond budgeting model. Moderate successes has been proven in a survey by Boston Consulting Group with 174 financial executives reporting 59% finding increased sales and 56% reporting cost reductions (Stange, 2023).  These figures show that although beyond budgeting has a lot of traction and interest for a relatively new method for management a lot of companies still prefer a traditional method when it comes to businness management. As previously mentioned at this could be due to the sector that a company is situated in as beyond budgeting could suit certain sectors over others.
As for internally, it has been suggested that beyond budgeting succeeds in improving employee motivation as there is an improved sense of direction and the objectives are communicated far better (Burell, 2022). Work is improved as a customer facing level, as there is less top-down control and there is more involvement from employees lower down, making them feel like they have an added contribution and greater responsibility to the company. Initiative is rewarded although bonuses are better suited for teams and teamwork compared to individual bonus schemes where the focus is on individual performance (Bogsnes, 2016). Tracking individual progress can be difficult alongside beyond budgeting, as there is a lack of a quantitative targets to reach. Instead, beyond budgeting creates a healthy environment for performance to be maintained at a good level (Bogsnes, 2023). In the survey from Boston Consulting Group professionals reported a 51% increase in performance management (Stange, 2023). Yet again it seems that not all companies are well suited towards beyond budgeting as beyond budgeting is suited to staff being proactive towards the goals set (Burell, 2022).
[bookmark: _Toc151651221]Beyond Budgeting’s Successes 
As beyond budgeting is being adopted by a vast array of organisations. There have been limited amounts of success with its implementation. It can be specified and well suited to certain organisations over others but to fully implementing beyond budgeting can prove tricky and too risky for many large organisations to implement. As it requires a full change of management styles, organisational workflow and even changes to reward schemes as performance is measured differently. Although, according to Bogsnes (2023) says beyond budgets are “not necessarily to get rid of budgets. The purpose of beyond budgeting is to change traditional management into something radically different and better”. To outright get rid of traditional budgeting is not the point of beyond budgets but proves to work alongside the traditional methods instead (Bogsnes, 2023). The main focus is to create an “agile business”, a flexible and adaptive company. It is like a captain navigating rough and stormy waters. The captain may know the general area that they are sailing in like knowing shallow areas and rough rocks, but he will have to be adaptive to the changes he may come across as he has the objective of his destination in his mind.

 










[bookmark: _Toc151651222]Conclusion
Management seems to require a balance of control and adaptability. Traditional budgeting although flawed in many aspects has its own strengths that businesses certainly find it useful to maintain in these organisations. Beyond budgeting seems to pair well with traditional budgeting if they were to combine the two, as beyond budgeting’s aim is not to outright remove the necessity of budgeting (Stange, 2023).  
Not all businesses have found success in beyond budgeting contrary to what many sources have promoted such as BBRT (2023) and the Business Agility Institute (2023). Many organisations find it difficult to implement the practice entirely as it requires a reform in the whole management structure and styles along with the management accounting aspects of the business like cost accounting as it removes the necessity of a strict financial budget. In fact, it is probably suited well to ever changing business environments that require adaptability such as financial services and tech sectors. These sectors are certainly require adaptability as they involve constant change whether it is new technological innovation that has been introduced, legislation that has been added, or a change in the market. Adaptable management then can flourish in the face of these factors. Meanwhile with sectors such as public sector services which demand little change can do without the need for beyond budgeting as its services are very predictable in terms of predicting costs that may come their way. The need for beyond budgets then varies depending on the circumstances of the organisation it is situated in.
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