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Executive Summary

Studies have shown that most business use budgeting along side with other tools, and they are integrated into companies cultures, therefore, making it difficult to convince managers that they are better without them, ( Libby and Lindsey, 2010). And it can be argued that the main purpose of the budget is to assist a company to set their strategy and not only controlling and planning. This report will look at the inherent weaknesses that maybe considered as part of the annual budget and to the limitations of the traditional budgeting. The beyond budget approach is considered to be more effective, different views on this has been suggested and mentioned. 
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1. Introduction

The rapidly changes in the modern world have put pressure on companies to review their approaches to management and budgeting system. And as Horngren at al, (2005) suggest that the main purpose of a budget is to create a system in order to enable performance evaluation and increase motivation between employees. 

It has been argued that budgets are used widely for planning and controlling organisations. Some surveys indicate to the benefits of a budget, as it has the ability to turn managers perspectives forward, therefore, enable them to be in better positions to exploit and pursue opportunities. Anticipating problems is another benefit to budgets, as it assists managers in taking steps to avoiding or reduce the severity of these anticipated problems, (Horngren, et al, 2005). Supporting this, Drury (2006) suggests that “ Budgeting is concerned with the implementation of the long-term plan for the year ahead”, (Drury, 2006, p 425). He then explains that budgets should clearly indicate to expected achievements during the budget period. This report will look at the annual budget model and its weakness as to evaluating the traditional budgeting and analysing the success of the beyond budgeting model.

Annual Budget model

Although budgets and budgeting practices have their benefits, they have their weaknesses too, and Neely et al (2003) have been able to identify a few. The main criticisms are about time consuming,and budgetary gaming. As Neely et al (2003) allege that this process could take up to %20 of the managers time. And in some organizations, employees take up to 79 days to organise a budget. Adding to that the high costs of putting them together. 

Considering these budgets are updated annually and infrequently, this can be considered as a weakness; as they are excluded from external changes that may occur within the year. Annual budgets are based on unsupported assumptions and do not reflect the emerging network structure. Focusing on cost reduction, nevertheless that it has been argued that they are costly to process. They do not concentrate on creating value, which could therefore, lead to employees feeling undervalued. Working to budgets can be considered as a cause of dysfunctional behavior, as it puts the managers under pressure to meet their targets. (Neely et al, 2003). 

As regards to budgetary gaming, Libby and Lindsey (2010) have revealed that when using the budgetary gaming method, which includes spending the budgeted money left, which will therefore, lead to setting easier targets in order to generate a budgetary slack and taking a big bath. Hence that, reaching the next year’s target will be easier, after transferring current year’s revenue to following years covering the companies big loss for the current year. And as Neely et al (2003) stressed, budgetary gaming can be considered as a weakness. 

However, in order to eliminate these weakness, Libby and Lindsey (2010) suggest that these budgeting approaches should be performed together with different approaches. 
3.Traditional Budgeting

Budgeting is not exempt from the ongoing debate and change that management accounting is facing. Horngren, et al (2005) cites Hope and Fraser (2003b), noting that budgeting should be abolished. However, this could be seen as an exaggeration and there have been proposals related to improving the traditional budgeting process, (Horngren, 2005). 

It has been argued and reported in the American Management Association, that the traditional budgeting is seen as an ineffective practice. However, traditional budgeting is still considered as a popular control tool, planning and performance management, (Ahmad et al, 2003). Three primary problems with the traditional budgeting have been highlighted. The first one suggests that this process takes a long time and is considered costly, (Wolf, 2019). However, despite the length of this process, Seal, et al, (2012), explain that the budget year could be divided into four quarters as this approach has the advantage of reappraisal of budget data and requiring periodic review though the year.

The second problem as the American Management Association suggests is that, this process is considered fixed and inflexible. The traditional budget process is set and built to meet goals which are set by management, despite the external changes that may occur during the year, which then, may affect achieving these goals, (Wolf, 2019). Rothberg, (2011) says that the budget is usually performed with a top- down approach this is done from a hierarchy perspective. Hope and Fraser (2003b), support this by explaining that the traditional budget process starts at least four months before the fiscal year starts, setting goals and forecasts that are expected to be reached and achieved, not considering new concepts, partnerships or factors that might happen.

As for the the third problem, employees and executive’s compensation is tied to performance against the budget. Therefore, employees will focus their goals on minimizing performance expectations and try to negotiate achievable budget benchmark, in order to hit the goal easier, (Wolf, 2019). These can be seen as barriers to new approaches suggested, such as rolling budgeting. This approach that will lead managers to being forced to make adjustments every month, which can not be applied to the traditional budgeting as it is fixed for the whole year, and take into consideration all aspects that affect the set budget, (Hansen, 2011). Better Budgeting and Beyond Budgeting are to be considered as alternatives to the traditional budgeting. 
4. Beyond Budgeting Model

“Beyond budgeting means beyond command and control toward management model that is more empowered and adaptive”, (BBRT, 2019). Beyond budgeting is seen to offer an alternative to overcome the limitations of annual and traditional budgeting. It was described as a series of principals which enables the company to manage their performance freely from traditional budgets, and beyond budgeting was considered to promote the ideal characteristics of budgeting; flexibility, coordination and responsiveness, ( Hope and Fraser, 2003a). The BBRT researches show that the beyond budget consists of two principles; the process principles and the leadership principles. The process supports the adaptive management process and the leadership supports decentralization. Hence that, these could be seen as benefits which this model provides. 

Furthermore, it was reported in the CIMA (2007) that the beyond budget has three main objectives; implementing the management mentality within the changing conditions, decentralization in organisations and performance measurements

. 

Different studies introduced the results of companies that have used the beyond budget and Hope and Fraser (2003a) explain further, that when companies perform the principals of this model, they will be able to reach two peaks of being adaptive and decentralized organisations. Reaching these two peaks will be beneficial to their performance. Refer to appendix for further details. 

BBRT have conducted studies on 14 different companies without budget to produce 12 principals to guide the beyond budgeting, “ Measure performance against the competition, not internal targets. Motivate employees by empowerment.i.Delegation to divisional managers allows them to take responsibility.Give operational managers independent access to resources.Create customer focused teams. Provide transparent information sharing across the organisation. Set targets on external benchmark. Rewards in line with beating the competitors. Allow managers to be involved with strategy planning. Grant management access to local resource. Coordinate the internal use of resources. Performance measurement information should be available freely”, (BBRT, 2019).

Despite that, the CIMA (2007) believe that problems can be creating if there were no budgets used, considering a business will have no framework for coordinating , planning and controlling over it’s activities. Which will therefore, lead to the company losing direction of it’s current position and future goals. 

On the other hand, Hope and Fraser (2003a) view the beyond budgeting to be more effective and conquers the limitations of the traditional budgeting.

Conclusion

To conclude, as it has been seen throughout the report, a variety of views have been mentioned and put forward. Some have argued that budgeting has become over dated and new approaches should be chosen as an alternative. Nonetheless, the benefits of a budget can not be overlooked. Companies could work on improving their budgeting practices by continuing to use the traditional budget together with other budgeting approaches. This perspective could be considered beneficial, rather than completely abandoning the traditional budgeting. And as Hope and Fraser (2003a) suggested, the beyond budgeting could overcome the limitations of the traditional budgeting. 
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The Twin Peaks of Beyond Budgeting
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