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Introduction

[bookmark: _Int_17wkZMXt][bookmark: _Int_SyOGSXpn][bookmark: _Int_BoTnMkil]This report will discuss the role of budgeting and how different budgeting techniques can benefit and also effect a company/organisation. These different budgeting techniques will be summarised as well as having positive and negative reports on the individual techniques. First the report will look at traditional budgeting which is more commonly used in a business. Additionally, it will focus on two different methods of budgeting which are zero based budgeting and activity based budgeting. Throughout this an evaluation of both techniques will be conducted to determine the better suited budgeting method for a organisation to use. Furthermore, the report will explore the Beyond Budgeting model, which challenges traditional budgeting practices by promoting more flexible, adaptive, and decentralised management approaches. This section will focus on the leadership and management principles underpinning Beyond Budgeting and how they differ from those found in more conventional methods. By assessing the implications of each budgeting technique for organisational effectiveness, the report aims to provide a balanced perspective on which method offers the most value for modern organisations in terms of strategic alignment and financial control. Ultimately, this report will conclude by summarising the findings and offering recommendations on the most effective budgeting methods for businesses to adopt, considering their specific needs, challenges, and objectives. Through this analysis, the report aims to equip organisations with the insights needed to make informed budgeting decisions.













Introduction To Traditional Budgeting
Traditional budgeting is used within a business to ensure profit. Thakur (2023) defines traditional budgeting as a quantitative financial plan created by the company's accountant done now for a later date. She also goes on to say that traditional budget plans work by taking past figures from last year's company’s budget. eFinance Management (2024) adds to this by explaining that traditional budgeting is a method of preparing a company’s budget in which last year's budget is the base and the current year’s budget is created by making changes to the previous year’s budget. They adjust the expenses based upon inflation rate, customer demand and current market situations.
Advantages Of Traditional Budgeting
There are many advantages to using traditional budgeting. Yvanovich (2023) believes that traditional budgeting is a effective and efficient budgeting technique. He writes that it is widely considered as an indispensable process for many businesses, as well as this it also provides a framework for control this helps companies align their financial activities with their overall goals. Traditional budgeting has been a longstanding practice in many worldwide and local companies. It has become a fundamental method of operating. Taylor (2024) agrees with Yvanovich adding to his points by writing traditional budgeting promotes decentralisation. This allows high ranking management individuals to focus on other critical tasks without micromanaging budget details. To greater enhance this point Corbitt (2023) believes that traditional budgeting increases awareness and control. He states that for a company one of the strong advantages of using traditional budgeting is that it enhances their financial awareness as well as providing them with control over their finances as a company. By creating a detailed budget, they are able to gain an understanding of income, expenses and also areas where the company could be overspending.

Disadvantages Of Traditional Budgeting
Traditional budgeting may have its fair share of advantages however it also comes with its disadvantages. SDG Blog (2023) explain this point by writing that traditional budgeting is costly and very time consuming. The process of traditional budgeting consumes mass amounts of time and recourses within the financial department of a company. It provides little value compared to the time and energy it takes to create. A main reason as to why traditional budgeting takes up so much time is the use of spreadsheets; these contain a large number of inaccurate formulations as well as human error which can affect the end budget plan. Centier Bank (2024) adds further disadvantages to traditional budgeting by writing one notable issue is the possible inflexibility that using traditional budgeting has on a company. It may leave you struggling to adapt to changes in income. This can lead to financial stress when faced with surprises. Traditional budgeting may be stable however it may not optimise the use of every pound, dollar or euro within a business. This could possibly end in hindering the potential for growth financially. King (2024) elaborates on this exact point saying that traditional budgeting lacks flexibility. When funds are allocated based on predetermined categories you cannot easily accommodate changing and emerging needs.

There are also other types of budgeting alongside traditional budgeting. Schmidt (2024) explains that there are 4 common types of budgeting that most companies use, these include Incremental, Activity Based, Zero Based and Value Proposition.

Introduction To Zero Based Budgeting

Zero based budgeting is described by Kagan (2024) as a method of budgeting in which all expenses for each new period must be justified. The process of this begins from a “zero base” and every function within the organisation is analysed. The budgets are then built around what's needed for the upcoming period. In addition to this Oracle (2024) states that zero based budgeting is a highly effective planning tool. This helps companies identify and eliminate unnecessary costs. Along with focusing on high profit initiatives.
 

Advantages Of Zero-Based Budgeting

Zero based budgeting has many advantages and is a highly useful and effective way of budgeting for a company. Paro (2022) agrees with this statement as they write zero based budgeting has better cost control. The points to back that up are expenditures from prior years are called into question by a company. Aswell, single year expenses are not carried forward into next year's budget. It also allows companies to get a better grasp on ongoing spending. Alongside better cost control it also enhances communication. Collaboration is necessary as different operations work together to build a detailed budget that's supported at most levels. Quicker reforecasting is an element that companies want to master and zero based budgeting helps with this. Prophix (2024) says that zero based budgeting requires orderly and validated data. This data set can expedite your forecasting processes. This then significantly reduces the time required to reforecast your earnings and revenue. Murphy (2024) explains that zero based budgeting promotes optimisation in business process management. Zero based budgeting encourages leadership to present clear and compelling explanations on their budgets and to demonstrate how their spending supports the overall growth, profitability and competitive performance of the company itself.

Disadvantages Of Zero Based Budgeting

Most budgeting techniques have their advantages but of course they also come with their disadvantages. Boucher (2023) tells us that zero based budgeting is a very time-consuming process. A negative of zero based budgeting is that to achieve a precise estimate, department leaders must think for a longer period about their costs and also have conversations with their team which can add additional time. Aswell as the time frame of zero based budgeting it also may cause disputes. If all department heads gather together to review their budgets, disagreements with individuals may develop. An example of this would be if one sections overall budget is too low. To add to this Richard (2024) writes that a criticisable flaw in zero based budgeting is that it can be easily influenced by management who decide to overpromise and inevitably under deliver. They plan a budget based on future benefits but then don't follow through with their promises. This can then influence their staff Aswell as the company itself. George (2021) states that before implementing zero based budgeting there are some cons that must be considered such as it is time consuming, it may harm the company's image, requires much more manpower and it is also more complex than traditional budgeting.


Introduction To Activity Based Budgeting

Activity based budgeting is another technique used by companies alongside zero based and traditional budgeting. Vena (2024) describes activity based budgeting as a useful exercise for many organisations. It is more thorough and rigorous than other budgeting methods. It involves breaking out the cost associated with every activity the company carries out. This more detailed method allows companies to understand which activities are creating the most profits and also how to reduce costs. 

Advantages Of Activity Based Budgeting

Activity based budgeting is a process some companies use to better themselves. Palmer-Quaife (2024) tells us that activity based budgeting is an operation that integrates both accounting and management. Information on activities is necessary for calculations and it’s also important to factor a wider variety of staff when drafting the budget. Operations management can clarify the basis of certain costs and better understand processes. All contributing parties to any costs can review the budget and see how they may lower costs. To add to this Verified Metrics (2024) explains that activity based budgeting can also improve profitability. With using activity based budgeting there is a chance it can boost overall profitability for the company. It deals well with the production and associated costs of the company. Accounting tools (2024) agrees with this saying another advantage of activity based budgeting is it has a strong link between its goals and the parent company. Management can use the system to see how much cost is allocated to each area of a business. This could result in a shift in funding to support parts of the business in which management want to improve such as a development of new products or a new geographical region. 


Disadvantages Of Activity Based Budgeting

Activity based budgeting has its ups and downs. Ruparelia (2023) writes that activity based budgeting is much more expensive compared to other types of budgeting due to the additional recourses required for analysis, research and tracking. Activity based budgeting needs more time and information making it a much slower process. Moreover Liberto (2020) agrees that activity based budgeting systems need more assumptions and insight from higher management which can potentially result in budgeting inaccuracies. With activity based budgeting being somewhat different to other techniques WSO (2024) explain that resistance to change is a common challenge in activity based budgeting implementation. Managers and also employees may be reluctant to use a new budgeting method. Communication training can help overcome this challenge.

Beyond Budgeting Model

There are 12 principles of beyond budgeting that serve as a guide. Some find it difficult to know what level you need to reach “in principle” to say you are working with beyond budgeting. Budgetless management or dynamic management have been around since the 1960’s according to Hypergene (2024) and both these techniques are synonymous to beyond budgeting. Beyond budgeting has 12 principles that push for flexible management and decentralised leadership. Beyond budgeting has been evolving over the last 15-20 years to help guide businesses through changes in technology and global markets. Meagher (2024) states that the 12 principles are as followed: 
1. Purpose – Match company goals and ambitions.
2. Values – Create a culture of trust.
3. Transparency – Keep communication clear.
4. Autonomy – Let teams make their own decisions.
5. Customer focus – Think about what the customer needs.
6. Accountability – Make sure teams take responsibility for their own results.
7. Goals – Set flexible and achievable goals.
8. Rewards – Give rewards for good performance.
9. Co-ordination – Promote flexible co-ordination.
10. Planning – Keep planning as a constant activity.
11. Resources – Allocate resources if needed.
12. Control – Use controls that support flexibility.


Advantages Of Beyond Budgeting


The Beyond Budgeting model embodies an open business structure that creates an environment conducive to self-regulation and autonomy. This model empowers lower-level managers and employees with greater operational freedom, allowing their creativity and innovative potential to flourish. Janse (2023) writes that as traditional hierarchical structures are flattened, decision-making processes become more streamlined. With fewer management levels to navigate, teams can respond quickly to changes in the market, adapt their strategies, and implement solutions without the delays. 


Negatives Of Beyond Budgeting

Beyond Budgeting also has its down sides that can lead to negative effects on a company. Ghosal (2023) explains that beyond budgeting can cause issues within a company. For example, without strict budgetary controls there’s a risk that certain teams or departments may overspend or inefficiently allocate resources impacting financial stability. To add to this decentralisation can lead to challenges in consistency and can impact performance.


Leadership Principles Vs Management Principles Within Beyond Budgeting

Regarding beyond budgeting there are different principles for both management and leadership roles. These roles vary delegating different priorities for both leaders and management within an organisation. Roosli (2021) writes that leadership principles are the most important within an organisation as he believes principles such as purpose (engage and inspire people) and transparency (make all information open and self-regulated) help push a organisation to be successful. However, Bogsnes (2012) argues that it is in fact management principles that he believes are the most important. He believes principles such as goals (set relative goals for regular improvement) and co-ordination (co-ordinate interactions directly) are the principles that benefit an organisation better.

















Conclusion

[bookmark: _Int_k5pXSGxf][bookmark: _Int_oZynKCeH][bookmark: _Int_yCz82FvJ]To summarise this report, it is clear to see that the different budgeting techniques all serve a different but effective purpose. The modern company may still use the traditional budgeting techniques however that isn't to say that techniques such as zero based, activity based and also beyond budgeting are not suitable techniques for an organisation to use. The report found that most companies do still use traditional budgeting as it may have been embedded in the foundations of the company and are not necessarily subject to change how they operate. Some companies do use zero based and activity based budgeting as they are a breath of fresh air to some companies. Zero based has been implemented due to its better cost control and use of promoting optimisation between teams. In addition to this activity based is also being implemented Aswell due to the strong realistic goals it sets out and the contribution of different departments enhancing the teamwork of the company. While companies have implemented activity based and zero based budgeting, they are hesitant to change to beyond budgeting this could be because of the lack of strict budgeting leading to mass overspending. To conclude it is seen that different budgeting techniques can suit different companies more effectively than others. Therefore, all budgeting techniques are useful in their own way depending on the type of organisation that attempts to implement it.
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