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Executive summary 
In this report we will look at assessing the weaknesses of the annual budgeting model in its more traditional form where we will then look at if there are disadvantages that can be argued to why this needed updating.  This report will also include key research that shows major barriers that the traditional budgeting process imposes on achieving new approaches. Furthermore this report will also look into the success that beyond budgeting brings compared to the more traditional approaches.  To show the barriers that there are this report will look at giving solutions to these barriers because in realisation budgeting is a key tool in helping to take a business forward.  

Introduction 

Budgeting is a process in which you can create a plan on the money spenditure.  This plan is called a budget.  Doing this, creating a opening plan determines in advance whether someone has enough money to be able to do the things they want to do and need to do, this is basically balancing the expenses with the income.  If it comes to the point when you don’t have enough money to do everything needed then you can use this process to priories the spending and focus spending the money on the most important things that are needed.  Budgeting is important because it allows you to create a spending plan for the money you have, it also ensure you will have enough money for the most important things that you will need, also following a budget or spending plan also helps to keep you out of debt or even help you get your way out of debt if you currently have some.  (My Money Coach) 

There has been a major change in viewpoint in recent years which looks at and challenges the more traditional approaches of the budgeting process.  There is great comfort in tradition but however was is now being brought forward may have more relevance in todays business world where they must overcome great challenges that the businesses are facing from increasing competitors pressures.  Some of the ideas of new found budgeting is revolutionary we know that tradition can provide a comfort blanket for higher up people like managers especially in the very demanding environment they work in however this comfort comes from the predictability of which the traditional budgeting process provides. (ACCA Think Ahead)   

There are a few types of more fitting types of budging which look at strategy based  where it looks at current needs and increase flexibility through better approaches, these budgeting processes are zero based budgeting, short-term budgeting, activity based budgeting and beyond budgeting.  (Harris and Mongiello 2012) It is said that this movement is because of the dissatisfaction and ineffectiveness of the more traditional budgeting process.  

Key findings
1.1	Weaknesses of the Annual Budget

The annual budgeting method is believed by management to take up too much time and too many of the businesses resources and only a small amount of the people who are involved in the budgeting process think it is time spent well they, a lot believe that the time spent could be spent else where on more useful tasks.  One way that traditional budgeting is seen to take up so much time is because of the use of spreadsheets even though this is a tool used widely amongst businesses, spreadsheets contain many inherent shortcomings, which are that they are prone to data entry errors which means that the people entering the data could enter the data wrong, another issue is version control issues and difficulty in putting in accurate formulations because the people putting in the data also has to know the formulations to enter the data but also be able to enter the formulations accurately. (Trg Solutions 2012)  
Another issue is low change responsiveness.  A vast majority of businesses use an annual budgeting cycle, this budget focus becomes obsolete not long after it is created because reviews are not done regularly to take into account change.  It is also said by (Ventana Research 2008) that two-thirds of businesses find it not possible to investigate the details of their independent budget in real time.  This basically means that the review of the budget takes a lot longer than needed which then defeats the whole purpose of change adaptation.  (Trg Solutions 2012)   

There are also many other issues with the annual budgeting when it comes to behaviours as it fails to motivate people and fails to motivate desirable behaviours, such as it can encourage “faking” the figures to achieve what is needed of the managers and also unprofessional attitudes towards the budget.  It also makes people feel undervalued and increases bureaucracy and vertical control.  Another weakness is seen as putting up departmental barriers between departments and decreases knowledge sharing between departments.  (Trg Solutions 2012)  

Traditional budgeting disconnects from the strategic plan as many managers are so focused on hitting their targets and numbers they will often lose focus on the strategic purpose of what budgeting is about.   Sadly traditional budgeting focuses solely on cost reduction rather than creating value, this means that strategic initiatives are sadly a lower priority.  (Trg Solutions 2012)  

Some managers believe that they need to spend all the funds that are allocated to their department which leads to over spending and spending on unnecessary things, they believe if they do not spend their allocated budget in a certain time they think that their allocated budget will be reduced for the following year which is why they tend to waste money which then affects the business as a whole with the businesses profits. (E Finance)

With such rigid target departments who do not meet their budgeting targets tend to blame other departments on the services they provided and that the services where not efficient or the departments weren’t providing the necessary support, they may even have conflict on the transfer process that were decided on internally at the beginning between departments.  This can create a lot of tension within the business and can effect the efficiency of the business which will in the long run can effect the businesses profits if the business isn’t running as efficient. (E Finance)

1.2	Barriers which would stop achievement of new approaches

It has been said by Bjarte Bogsnes that it seems be an elephant in the room with vert few people realising that in order to make a business more human and agile there has to be a fundamental change in the traditional management system which is the annual budget and with the budget mind-set that at the core. (Beyond Budgeting 2018) 

There are a few new approaches for budgeting out there now such as zero bases budgeting, beyond budgeting and activity based budgeting.  From looking at all of the weaknesses of the more traditional approach it would be said to just use one of the more modern approaches but it isn’t that easy as the more traditional approaches brings some barriers, firstly management are set in their ways with the traditional budgeting process and are reluctant to change the approach no matter how many more advantages new approaches have.  (Beyond Budgeting 2018)

With the traditional budgeting methods it only really give the costs of each department and their functions which then leads to giving managers a false vision of what the real costs are for their organisation.  Traditional methods do not offer flexibly for such as activity based management as this calculates the capacity form their customers demand compared to traditional methods which fixes its capacity for the certain budget period. (Brinker 1994) 

Beyond budgeting looks at local controls of plans and goals and focuses on value creation rather then traditional budgeting which focuses on central control and then focuses more on managing the numbers.  It can be argued that focusing on just the numbers as happens with traditional budgeting can decrease staff satisfaction and adds unwanted pressure on staff as where by beyond budgeting looks at adding value to the businesses and its staff, this is a clear difference in direction and could be a great barrier as management will have to decide what path they want to take.  (American Management Association 2019)

Another barrier could be how the planning and controls are run, with traditional budgeting it is a fixed annual plan with variance controls compared with for example with beyond budgeting it is a continuous planning with KPI’s and rolling forecast, it is views that a lot 
of businesses like an annual plan because they can see exactly how much they have to spend for there year however continuous planning with rolling forecast is the way forward for a better outcome for businesses it all depends on if businesses want to make that change or not.  (American Management Association 2019)


1.3	The success of beyond budgeting model

Beyond budgeting is an approach that we have to try and fix the many weaknesses with traditional approaches to budgeting.  Beyond budgeting comes with many key characteristics with the first one being that the budgets are rolling budgets meaning that the budgets are done quarterly or even monthly, this is a massive difference from traditional budgeting which is done annually.   With it being a rolling forecast this will embark KPI’s basis on the balance scorecard, this is linked with organisational strategy, meaning managers performances measures will be based on this.  The budget will also include benchmarking meaning that they will link managers targets to external benchmarks and not from key past experiences and performances.  Beyond budgeting 
encourages the culture of innovation much more than what traditional budgeting does.  (Kaplan Financial )

Since its introduction beyond budgeting has seen great success with many benefits that it brings with the first key success is that it focuses more on betting the competitions rather than beating other managers, it does this by creating a climate based on its competitive success in the industry.  It also helps motivate staff by giving them individual and clear responsibility and challenges that they can do within the businesses, this makes staff feel wanted within the business which changes behavioural issues because it makes it a more rewarding team bases.  It is seen that managers can react more quickly to issues because they are seen to be more closer to where the action is happening, with the operational managers being able to react quickly means less damage to the business.  Talking about operational managers they are now empowered to bring key ratios rather than having to keep to the strict budgeting that traditional budgeting had.  This way of budgeting also 
creates key informational systems which is key to a flowing business as the information is open to all departments throughout the organisation, this helps departments work together rather than working against each other.  (Kaplan Financial ) 

The beyond budgeting pioneer Handelsbanken has worked their business within a budgets for a nearly five years , the cost is achieved through transparency and using KPI’s benchmarking branches such as, Customer satisfaction, Return on Equity and Cost/income ratio.  These branches are fully autonomy and applies the right does of cost which then optimises their performance all bases of those three key areas.  
Another business called Equinor which invests between 10 to 20 billion USD dollars a year also has no annual budget, they say “the bank is always open” and that the lines are always open and can forward projects for approval at any given time.  Finally another business called Miles which is an IT company is Norwegian has never has a budget instead they even let their employees buys what they want if they want a new monitor they can have it if they want to go to a conference somewhere in the world they can, the only thing they have to do is post it on the company intranet saying what they bought and for how much.  ( Corporate Rebels 2018) 

Conclusion 

To conclude this report it is clear that there a vast amount of weaknesses within the annual budget and traditional budgeting method where it also gives many barriers for new  budgeting methods to come forward even when those new approaches come with so many advantages such as with beyond budgeting as for when we looked at the success it brings and even looking at the businesses that don’t even use a budget at all.  A case done with Svenska Handelsbanken a business that hasn’t used the traditional budget for 
a very long time now relays on a more radically decentralised business structure and for them it has worked amazingly with high profits, this was the birth place of beyond budgeting, during a criss in the 1970’s they had to change something drastically and that’s why they chose a new budgeting approach.  (Robert C. Rickards 2006) 
It is clear that traditional budgeting is outdated and that beyond budgeting and other more modern techniques are the way forward but we must not forget that having a budget is a key took for many businesses in todays business world.  
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