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Executive Summary
The purpose of this report is to introduce the budgeting evolution from traditional methods to Beyond Budgeting (BB) mode and provide information and evaluation of each method for stakeholders to refer. At the beginning, the business environment and background of budgeting are mentioned. There are various derivations of the traditional budgeting mode but oppositional opinions about budgeting abandonment are also increasingly popular with the rapid change in today’s business society. Thus, a deep analysis of different budgeting methods is necessary for organizations to weigh their advantages and disadvantages, and choose the proper budgeting and management style according to the characteristics of the companies.
  The main findings section is divided into two parts. First, several typical budgeting models, including Incremental budgeting, Zero-based budgeting (ZBB) and Activity-based budgeting (ABB) are listed, and a critical analysis of their advantages and limitations will be presented one by one through specific case studies. Besides, some other budgeting models such as cash flow budgeting and priority-based budgeting are also briefly mentioned to provide extra information. After that, the idea of Beyond Budgeting is proposed along with further detailed explanations under the framework of 12 Beyond Budgeting Principles. Among these, Decentralized Decision-Making is discussed in detail based on principles of Governance, Teams, Accountability and Controls; Key performance indicators (KPI) and Relative Performance Evaluation (RPE) are analyzed based on ‘Goals’ and ‘Rewards’ principles; and for principles of Planning, Resources and Coordination, Rolling Forecast (RF) is introduced to offer new insight into the budgeting management. 
At last, the report points out some limitations and obstacles of applying Beyond Budgeting in different industries and draws the conclusion that companies are not able to abandon traditional budgeting entirely in the short future and the revolution of budgeting needs further exploration and experiment.
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Introduction
Budgeting has been seen as an important part of management control for a long time in history. It helps organizations predict the future cash flow for better managing their financial systems. Umapathy (1987) points out that budgeting provides managers an excellent tool to make the management process more consistent and regular. Usually, many companies will choose incremental budgeting as their basic budgeting method, which means that the expenditures adjustment and the growth or contraction of the business are based on the previous budget. Other methods, such as Zero-based budgeting (ZBB), do not start from the previous year’s budget level but from zero. Thus, the operation and activities must be considered on the basis of their usefulness and their need to the organization (CARDOS et al., 2014). Activity Based Budgeting (ABB) is also commonly used as a planning approach that involves predicting the levels and costs of production in terms of the balance between quality and quantity (Barfield et al., 2003). These are all proved to be effective budgeting methods in practice.
However, there are some oppositional voices to budgeting in recent years. A survey of 15 leading companies in Europe conducted by Neely et al. (2003) indicates that some companies have weakened the role of traditional budgeting or even abandoned it in the process of operation. Considering the status of the role that budgeting plays in many organizations, the mainstream voice rising against the rigid traditional budgeting models is breaking out the inherent management patterns and achieving “beyond budgeting”.


Main Findings
Typical budgeting models
In the process of the evolution of budgeting system, the traditional model has also derived many new forms. They revolutionize rigid budgets to some extent, but there are still some limitations when applied in practice.
Incremental Budgeting
According to the survey conducted by Ortynsky et al. (2021), the vast majority of respondents (12 of 13) in Canadian education organizations indicated that budgeting is done “incrementally” in their organization. It is obvious that incremental budgeting is the most commonly used budgeting model in business management systems.
The incremental adjustments often be applied within a financial target or standard established by central authorities or budgeting managers. Last year’s budget is taken as a starting point with small plus or minus adjustments made, which means the budgeting process is largely dependent on previous years’ basis (Ortynsky et al., 2021). Lindblom (1959) points out that this method is featured as “trial and error”. It does not need to reassess every budget completely. Instead, it relies on historical data and experience to guide the adjustments. It implies that changes are made gradually over time, allowing companies to learn from previous successes and mistakes. 
However, this does not actually increase much flexibility in the practice of budgeting. Incremental budgeting cannot accommodate unexpected changes or emergencies well. When sharp adjustments need conducting, data from previous experience will not show us enough information and no guidance will be given if the emergency is completely new, making it difficult to respond promptly to emerging needs or crises.
In addition, customary budgeting patterns could lead to omissions and mispredictions in resource reallocation, innovation strategies, and technological updates. Misconduct and corruption may also be overlooked due to budget padding that happened during the review process. 
Thus, incremental budgeting is often suitable for organizations with stable and routine operations where there is minimal change or uncertainty from year to year. Its merits of convenience and simplicity will help industries such as Utilities or public sectors save their expenditure in maintaining the budget system. 
Zero-based Budgeting
ZBB is a further revolution of history-based budgeting. It distributes resources based on evaluations of existing operations and managerial activities rather than incremental basis (Udeh et al., 2017).
ZBB guarantees organizations to re-scrutinize every budget item to make sure every penny is being spent properly, which contributes to better cost control. Kazar et al. (2022) devised ZBB frameworks combined with the multinational construction sector, and the results show that compared with the traditional project budget, ZBB helped total projects save 0.81% of their budget, and core projects save 4.74%.
According to Udeh et al. (2017), ZBB tends to be performance-driven and enables organizations to identify redundant projects and staff. Therefore, recommendations will be provided from analysis based on ZBB data, including responsibility tracing, staff redundancy and redeployment of resources. Sherlekar and Dean (1980) also found that the adoption of ZBB led to stronger ties between all levels of management, which has a positive effect on comprehensive strategy decisions. However, Boyd (1982) looked at budget data from Tarleton State University spanning two years, and found that ZBB failed to have a statistically significant effect on the distribution of budget funds. This may indicate the difficulties of applying ZBB system.
ZBB process requires the decision-maker to have an updated view of the company’s status and consider every aspect from blank for comprehensive analysis for achieving the goals. This is usually a complex and time-consuming process, demanding in-depth and thorough consideration for proper budget distribution, which is the biggest flaw reported by many companies. Besides, ZBB often focuses on short-term costs and may neglect to support long-term strategic investments, research and development. This may affect the future competitiveness of the organization.
In general, except for flaws that need to be noticed, ZBB is a relatively great budgeting model. Because of its advantages in flexibility, ZBB is more suitable for industries with rapid changes in market demand and competition conditions, such as technology, FMCG, electronics and other industries, which can help them flexibly allocate resources to adapt to the rapidly changing environment.

Activity-based Budgeting
ABB is seen as a useful tool for better control of expenditures and revenues. The basic model is to predict costs in different sectors based on production status, which is determined by the quantity of products or services the company needs to operate the business process. In most cases, it also combines tightly with customer demand and market environment.
According to Alhussaini and Taban (2021), the basic steps for applying ABB include determining the activities and their cost details, estimating the number of units they involve and calculating the unit cost per activity. In this way, more precise budget allocation will be guaranteed, since organizations are able to accurately understand the costs and resource requirements of different activities and better control the budgeting structure of their operation process. Thus, resource utilization is improved through the proper allocation of expenditure in terms of materials, labor and other overheads. Besides, ABB can also help expand unexploited capabilities. Technology upgrades and process improvements to enhance existing capabilities can often be conducted after ABB analysis.
However, some obstacles may happen when applying ABB in practice. Whenever a new system is introduced into an organization, staff may be reluctant to step out of their current comfortable circle. People always need some time to adapt to changes. Besides, ABB involves many sectors of the company when calculating different activities, which is both complex and time-consuming. Many extra resources may be invested to make the budgeting system go smoothly. Related experts such as experienced accountants and computer technicians are also necessary during ABB process, which prevents the introduction of ABB to many companies lacking trained staff.
For the purpose of successfully introducing and applying ABB systems, it is necessary to combine efforts from all departments to overcome the existing difficulties. Not only staff training and idea spread should be implemented, but the company also needs to consider the balance between the benefits and costs of the budgeting revolution based on the specific situation of the company. In most cases, companies with complex business structures and diversified products are more suitable for ABB.
Other Budgeting methods
There are many other budgeting models with different focuses. Cash Flow Budgeting emphasizes managing cash, ensuring that an organization has sufficient liquidity to cover its expenses and investments. Priority-based budgets emphasize the strategic impact of expenditures, where the resource allocations are determined based on the importance of projects and activities for achieving the goals. However, under the rapidly changing business environment, enterprises are no longer limited to the pursuit of regular budget for business development planning. Hope and Fraser (2003) suggest that budgeting should be abolished in organizational management and replaced by a more free, adaptable and decentralized “Beyond Budgeting”.
Beyond budgeting
Bjarte Bogsnes, as the Chairman of the Beyond Budgeting Roundtable (BBRT), first proposed the idea of “Beyond Budgeting” in 1990. According to Bogsnes (2016), Beyond budgeting helps organizations perform better in many aspects through more adaptive control and more people-centered management, which is tested to be an advanced model in many cases. 
To better achieve the goal and maximize the realization of BB's vision—‘adaptivity’, 12 principles (BBP) in different aspects and detailed instructions are listed by Hope and Fraser (2003) and Bogsnes (2016) and further summarized by Alsharari (2020), which helps organizations re-examine their performance upon these dimensions and implement related strategies accordingly.

Figure 1 12 BBPs (Alsharari,2020)

Decentralized Decision-Making
The main techniques of adopting BB in terms of 4 of the above principles, Governance, Teams, Accountability and Controls, can be summarized as Decentralized Decision-Making. Hope and Fraser (2003) provide several principles, which could be interpreted as two aspects. 
On one hand, a clear governance framework should be set instead of rigid rules and regulations, which means the manager and employee should own some degree of autonomy within the overall management range. This could avoid the unnecessary waste of resources caused by rigid and detailed rules. When freedom to decide is given to empower workers, they will tend to make strategic decisions more committed to success.
The other aspect is customer accountability and team responsibility. Front-line employees should be accountable to their customers. Problems and feedbacks should be well processed and addressed by the docking teams or members depending on their strategies. Team responsibilities here mean the different tasks should be distributed to small teams for a sharper focus on creating values. Managers should play more of an overall decision-making role rather than controlling every aspect of the company's operations.
There is a case that successfully adopted the principle of BB. According to Bourmistrov and Kaarbøe (2013), OilCo is one of the largest oil and energy companies in the world, who has around 30,000 employees in 40 countries. Their Human Resources director was innovative and courageous to make the first step, try to break through the old model and explore a more dynamic way of management. Thus, OilCo installed an information technology system that provides a new style of performance management system for decision-makers to devolve their power in different departments and let them be responsible for their part. The results show that the link between strategy and operational activities tends to become more aligned and management more effective (Bourmistrov and Kaarbøe, 2013). 
It is a huge progress in adopting Beyond Budgeting Principles for decentralization at that time. In this way, the system was under the governance framework but did not stick to rigid standards. The manager would save much energy and resources to focus on the decision and the consequences of decisions instead of reporting on deviations; employees are also empowered to make their decisions with more freedom and autonomy. Additionally, distributed accountability lowers the risk of corruption and accidents that may happen in a centralized management model, building a more positive working environment.
However, there are some barriers to implementing decentralized principles in BB. BB emphasizes trust and transparency, but building them takes effort. Olaf et al. (2019) found that autonomy has a stronger effect on informational justice than on interpersonal justice, which can be interpreted that decentralization can only work successfully combined with open and truthful sharing of information between different hierarchical layers. In reality, it cannot be fully implemented. In some organizations, leadership may feel uneasy about sharing internal information with their staff because decentralized decision-making can increase disclosure risk, which can be a barrier to adopting BB principles. Additionally, employees’ resistance to the new model and the cost of adapting to the revolution will also hinder BB's application to some extent.
Key performance indicators (KPI) and Relative Performance Evaluation (RPE)
‘Goals’ and ‘Rewards’ in 12 BBPs are expanded around a key term called KPI. It is a means of performance measurement not restricted to traditional budgeting constraints but focuses on identifying and tracking relevant performance that directly align with their strategic objectives and overall mission. 
KPI can be used to conduct Relative Performance Evaluation, which means the performance of an organization is often compared to that of competitors or industry benchmarks. This method can help determine the level of performance of an entity relative to other entities and help judge its position and competitiveness in the market. However, as Hansen et al. (2003) suggested, RPE is not widely used, since firms often lack relevant internal benchmarks. Thus, proper and thorough market research is needed to gain related information and data for better adopting RPE system.
In general, RPE indeed frees budgeting from traditional performance evaluations. Planning will become more accurate and useful because it can be adapted to changing circumstances instead of sticking to obsolete targets.

Rolling forecast (RF)
When considering Planning, Resources and Coordination in 12 BBPs, rolling forecast can be seen as an excellent tool for applying Beyond budgeting ideas and principles. To be specific, RF provides an ongoing and continuous planning horizon, which requires a constant flow of current business data. By maintaining the updating process of budget planning, RF allows companies to better allocate their resources to appropriate discretionary investments (Zeller and Metzger, 2013). 
Volvo is a typical and successful example that relies on several types of rolling forecasts. For each month, a "flash" forecast will be created for devising three months ahead, informing decision-makers about the current demand for future plans such as promotion costs. Every quarter, managers could review and revise their operational predictions regarding customer behavior and economic trends based on the updates of a 12-month forecast. For annual forecasts, two more forecasts are conducted: one projecting four years and another for ten years, helping managers assess the company's market positioning and determine the timeline for phasing out old models and introducing new ones (Hope and Fraser, 2003).
Like several innovative budgeting methods mentioned above, RF is also complex and time-consuming to actually apply, but another core issue is the quality of the data. RF relies on accurate historical data and reliable trend analysis. If the data is inaccurate or outdated, the accuracy of the forecast may be affected. To fully exploit the potential of a rolling forecast technique, both the accuracy and timeliness of the data should always be given top priority (Quantics, no date). 
When considering the application of BB, different industries and sectors may encounter totally different situations. According to ACCA, Beyond Budgeting model did best in knowledge-based companies characterized as a sign of developed economy. Given the rapidly changing environment, companies used to operate in an innovative way are exactly the ones who benefit from BB. The difficulties mentioned above with transparency, benchmark researching, and data quality and iteration may also better addressed or reduced in these companies. However, these changes may be beyond the achievement of the public sector, because the budget process is restricted by policies and regulation within a complex legal and financial framework. Thus, the application of BB still needs deliberate analysis based on industry features and demand.


Conclusion 
The changes and development in the economic environment and business processes led to evolutions in budgeting. From the initial cash budget estimation to more modern techniques such as incremental budgeting, ZBB, ABB, and further evolved to beyond budgeting. Even though budgeting iterates rapidly and brings convenience and benefits to companies, it still has many limitations in application, so companies are not able to abandon traditional budgeting entirely in the short future. The success of BB application must be underpinned by considerable organizational, cultural and managerial changes (ACCA, no date). When the revolution is actually realized in the future, we believe it will reinvigorate management ecology for enterprises.
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12 BBPs
1. Values
2. Governance
3. Transparency
4. Teams

5. Trust
6. Accountability

7. Goals
8. Rewards
9. Planning

10. Coordination

11. Resources

12. Controls

Advantages

Vision Bind people to a common cause; not a

central plan

Govern through shared values and sound
judgment.

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

Organize around a seamless network of

accountable teams; not centralized functions

Trust teams to regulate their performance
Base accountability on holistic criteria and
peer reviews

Set ambitious medium-term goals, not short-

term fixed targets.

Base rewards on relative performance; not on

meeting fixed targets

Make planning a continuous and inclusive
process; not a top-down annual event
Coordinate interactions dynamically; not
through annual budgets. Coordinate the
internal use of resources.

Make resources available just-in-time; not
just-in-case

Base controls on fast, frequent feedback; not

budget variances

Disadvantages

Measure performance against the
competition, not internal targets

Govern is not based on detailed rules
and regulations

Make information available without
restricting and controlling it

Give operational managers independent
access to resources

Trust teams without micro-manage them
Base accountability not on hierarchical
relationships

Fixed annual targets (performance
contracts) drive short-term actions

Base rewards not on meeting fixed targets

Make planning not a top-down

annual event

Centrally linked budgets provide slow,
disjointed solutions that often fail to meet
customer needs

Centrally allocated resources inhibit a
fast response and encourage waste

A financial variance that compares
actuals with budget provides a poor basis
for learning
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