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Executive Summary
This report includes a critical evaluation of three traditional budgeting methods which include incremental, zero-based and activity based whilst also critically evaluating the beyond budgeting model. The report will look at the strengths and weaknesses of these budgeting methods and the impact they have across different industries.
Incremental budgeting is the most traditional method that organisations used that works by looking at the previous year’s budget and making incremental adjustments based on volume, price, and performance. it is used mostly due to its simplicity and cost effectiveness. However, this method has its limitations which include.
Limited adaptability: This budgeting method unfortunately limits an organization’s ability to adapt, with a fast-changing business environment this method can leave organizations falling behind and lose money.
Time consuming: The process of make incremental adjustments can be a lengthy process which can deter organisations from using this method.
The Zero-based budgeting method begins the budget at base zero each year and requires managers to justify all budgeting allocations, this method doesn’t consider last year’s budget. This method is mostly used in governments and municipalities. It is also often used in private sectors to drive cost efficiency. Key benefits of this method include.
Cost efficiency: ZBB forces organisations to prioritize their spending which usually leads to more resourceful allocating.
Performance focused: this method focuses on looking at future trends which allows them to fulfil needs. Ensuring budgets meet requirements.
However, this method is also time consuming and requires gathering data which can be difficult for smaller organisations.
Activity based budgeting method works of the basis of allocating budgets depending on the performance of certain activities. This helps businesses to cut unnecessary costs and optimizes resource use. Key strengths of this method is.
Better cost control: by linking costs directly with performance, ABB allows to cut costs in areas that aren’t performing which allows allocating resources more efficiently.
Improved Decision making: managers can use performance data to make more informed decisions on resource allocating.
ABB works better in manufacturing and product focused organisations but can struggle to make an impact in industries where activities are harder to monitor.
Beyond budgeting model is an adaptive method that focuses on making organisations flexible and adaptable. This model uses real time performance data to make informed decisions. This model uses principles which include.
Decentralisation: this model allows managers to make informed decisions based on real time performance data, enabling organisations to adapt to the fast-changing business environment.
Value decision making: this model looks at organisational value to make budgeting decisions for a more balanced budgeting approach.
Although this model allows flexibility and adaptability in organisations, its adoption can be hindered by contractual obligations that require organisations to revert to traditional budgeting methods.
To conclude each budgeting method has its strengths and weaknesses that can benefit organisations, but these methods seem to only be able to make an impact in certain industries. Organisations need to assess what methods suit them and can make the best impact.
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Introduction 
In this report the role of budgeting and the use of traditional methods in a fast-changing business environment will be critically evaluated, this report will expose the flaws in the traditional incremental budgeting method and look at an alternative cost management approach. This report will have a look at the zero-based budgeting method on top of the traditional incremental method. In an article written by (Arnold and Arts, 2019) its mentioned that budgeting can have more than one use such as help evaluating performance and operative planning. This shows the importance of budgeting in business and why many successful companies focus on budgeting. 

This report will go into depth on the zero-based budgeting method, the incremental budgeting method and the beyond budgeting model by critically evaluating their development, discussing the success it brought since its introduction, evaluate any potential barriers of implementing these models and whether the industry an organisation operates in has an effect of the barriers of implementing these models. According to (Berg et al., 2024) the beyond budgeting model was created to abolish budgeting in organizations, the article also goes onto mention how the beyond budgeting model follows many principles such as value, governance, and transparency and more. It is also mentioned that the principles are meant to make organizations move from more commanding and controlling structures.


Main Findings

Incremental budgeting
Incremental budgeting is explained in a book by Drury (2021, p. 401) where it goes onto say that incremental budgeting uses the current budget and already existing operations to create the budget for the following year and it is adjusted depending on expected changes in activities such as changes in volumes and prices. Incremental budgeting is one of the most traditional methods of budgeting that businesses have been using for many years and still use it to this day as they have found success using this method but as the years have gone on many organisations have shied away from using this method due to some of its flaws. 
According to an article by Liyanage and Gooneratne (2021) many academics and practitioners have claimed that in this more volatile modern business environment incremental budgeting has limited use due to globalisation, competition, and advancements in technology. These reasons are why many organisations have moved away from using this method of budgeting, even though many have moved on some firms have stuck with it and still find success in using incremental budgeting by trying to improve on the method.
 In research done by Moses (2022) he explains how even after implementing new budgeting methods to organisations that see benefits from these new methods, they still eventually revert to using the traditional incremental method and he believes this is down to these organisations worrying about not being able to “afford to be consumed by anything short of a comprehensive solution”. From this we can infer that many organisations are afraid to change from incremental budgeting as they don’t believe that new methods are enough of a solution to warrant change. The research also explains how other budgeting methods can offer more control over budgeting; this suggests that incremental budgeting doesn’t offer much control in the budgeting process.
A book written by (Cherep et al., 2020) lists many flaws of the incremental budgeting method which includes how it doesn’t focus on strategy and be contradictory, time consuming and costly to put together and often deter change. These flaws are the reason why many organisations have started to move to different budgeting methods that have less of these flaws. The book also references how certain organisations that still use incremental budgeting believes it can help with planning, motivation and helps organisations with defining objectives and goals. It also mentions how traditional budgeting can work for certain firms that don’t operate in unpredictable industries.
Hamdan, Chen and Anshari (2021) did a study on Small-medium sized enterprises (SME’s) that use traditional incremental budgeting method for budgeting. The study looked at the effect of SME’s using incremental budgeting, what they noticed is that many SME’s chose this method to implement a command-and-control model into their firms. The data in this study shows how many organizations didn’t have the capability to use this budgeting method due to a lack of trained staff and understanding of incremental budgeting. The study also explains how many SMEs failed from poor budget planning which ultimately would lead to poor management of finances which would lead to these businesses to shut.

Zero based budgeting
The methodology of Zero-based budgeting (ZBB) can be found in a book written by Drury (2021) and is explained in the book that unlike traditional incremental budgeting which uses the budget of the previous year, ZBB begins the budget from zero so rather than making changes to the budget of the previous year instead they would begin from zero and managers would have to justify their budget expenditures based of their activities. ZBB also uses discretionary costs which means that they can have more discretion with the amount of the budget certain departments will get, the book also mentions that this method is mostly used in governments and municipals.
In a paper written by Hariharan (2020) it details how ZBB can look at trends in performance from more than just the previous year which is a flaw in incremental budgeting, looking at future trends or trends in the past several years organisations can utilise this information to when budgeting, ensuring that each department gets the correct amount instead of wasting parts of the budget in departments that don’t require as much based of looking at the performance in previous years and in future trends. This approach to budgeting allows firms to maximise the effectiveness of their budget.
To understand the practical effect of ZBB a study was done by (Kazar et al, 2023) on a mega construction company and their use of ZBB and how it benefited them. The study also mentions how ZBB has been successful for organisations in many industries over the years. They found that ZBB can help with cost overrun and can improve cost performance. they found that the company in the study saw results such as a 0.81% of the total project budget and 4.74% of the focused cost items by following the ZBB framework compared to the traditionally estimated project budget.
ZBB has been said to help with cutting costs in the budgeting process and is why some organisations use this method. This claim can be further backed by a study conducted by (Coyte et al, 2021) which researched the effects ZBB had on an organisations budgeting. The results found that the firms saw a short term cut in costs which greatly benefited them saved them money. Some of these firms found the process much less complex making easier for them to adopt and helping them succeed more financially. The study does also remark that not all organisations found great success with ZBB due to its time-consuming nature.
Allen and Clifton’s (2023) article talk about both the advantages and disadvantages of using ZBB. The article explains how the use of ZBB helps organisations be able to allocate budgets more effectively by using performance data and trends to make decisions on how much of the budget to allocate to certain departments, alternatively the article also goes on to say that the disadvantage of ZBB can be the setup of using this method as it can be awfully time consuming and costly due to gathering data and investing into research that looks at trends. The article mentions that ZBB is mostly used in the public sector due to its nature.

Activity Based Budgeting
Activity based budgeting (ABB) is a method of budgeting that involves organisations using performance data to determine the allocated budget to a certain activity/department, this definition of the method can be seen in a book written by (Datar and Rajan, 2021). This book highlights that this budgeting method allows managers to make better decisions such as when pricing products and which products are better to produce for the company, this method according to the book revolves around the performance of the product and is why it gives organisations more insight on what their best products are and what is losing them money, this allows them to cut costs and save them money that can be better utilised.
Furthermore a study conducted by  (Cidav et al, 2020) further back’s that the ABB method can benefit an organisation through cutting unnecessary costs, the study showed that being able to look at the individual performance of each activity allowed the organisation to see where they were excelling and alternatively losing money, this allowed the management to better understand how to price the products and also helped them see which products were better getting rid of to save money. the study states that the ABB method can be used as a monitoring tool as well by giving live performance data, this can allow for management to change prices based off performance.
According to (Allin et al, 2020) the public health sector can benefit from using ABB by using to help them cut costs and invest that money into where its more important, another way the article says the public health sector are able to benefit from using this method is by allowing them to better understand their product performance and therefore allows them to change their prices to better benefit their customers as well as themselves. The article mentions how ABB can make the public sector feel like they have more control over their budgeting compared to other traditional budgeting methods, the reason they feel like they have more control is because ABB allows them to monitor their performance giving them more oversight which in turn gives them a better understanding of how to price their products.
As stated by (Vedernikova and Guzman, 2020) ABB doesn’t excel in all industries and is better suited to be used in the manufacturing industries, public health sector and libraries, this is said to be due to the process of the ABB method which only benefits companies offering products as it allows them to understand the performance of their products and make based decisions. This is what some people believe that ABB’s weakness is as it can be restricted by the industry that it can be implemented in. another weakness of ABB that the article highlights is that because it involves interviewing employees to get an idea of performance, it is said that employees can find this very controlling and it can lead to inaccurate information because of this.

Beyond budgeting model
Beyond budgeting (BB) model can be explained by an article (Guruge, 2021) as a model that is based on 12 principles that plans on changing the structure of an organisation making them more adaptive and gives managers the responsibility of taking charge of the strategy to enhance the response time to cater an uncertainty without having to rely on plan or approval from management. BB focuses on value-based management, benchmarking, customer relationship management and much more. it also mentioned that BB was created to abandon traditional budgeting and be an alternative approach that claims to make businesses more adaptive.
Ax and Ax’s (2022) article delves into the beyond budgeting model and why organisations have decided to adopt this model and move away from the traditional budgeting methods. To begin the article dissects the principles of beyond budgeting into two sets of principles, the first set of principles is named principles of adaptive processes which is made up of principles that aims to make the organisations adapt better and the second subset of principles is of radical decentralization, which tries into instil a family like culture in the organisation to give more freedom to workers. Organisations believe that following these principles can help them excel.
Beyond budgeting has been said to help change organisational culture in a positive way, Litvintsev et al’s (2019) article talks about this explaining how following the principles of beyond budgeting allows organisations by instilling systems of leadership and communication which is something that can be a factor of success for an organisation. Another advantage that is listed in the article is giving more control over the finances by using more factors to determine how allocate money in organisations. It was also mentioned that the beyond budgeting model doesn’t just focus on performance to determine allocation of funds, but it also looks at values and purpose.
A book written by Bogsnes (2023) explores how beyond budgeting can be used as an agile way to manage an organisation, the book indicates that beyond budgeting requires trusting people close to the budgeting to make the right decisions. Furthermore, the book explains how the pandemic opened the eyes of many organisations to the shortcomings of traditional budgeting methods which led many organisations to move to using the beyond budgeting model. It goes into further detail about the impact of the pandemic as many organisations realised that traditional budgeting didn’t consider possible change in the business environment which is something that the beyond budgeting model is successful at by allowing businesses to adapt to the current environment.
The implementation of beyond budgeting can be effected by the industry an organisation is in, this can be proven by a study created by (Dilger et al, 2020) which details how they looked at mid to large sized organisations in North America which many of them were said to use a form of budgeting for control purposes and believe that it adds value, another reason that some of these organisations don’t implement beyond budgeting is to contractual obligations such as with governments which forbids them from using beyond budgeting instead forcing them to have to use traditional budgeting methods.	

Conclusion 
In conclusion, this report has shown that the beyond budgeting models’ impact can differ depending on the industry that its being used in, what can be inferred from the main findings is that certain organizations find more success in a certain structure which requires certain budgeting systems, and some organisations find using the beyond budgeting model to help them use their finances better. The main findings help us to understand that all budgeting methods come with their own benefits and flaws and if used correctly can help a business be more efficient and effective. It can be inferred that since the introduction of the beyond budgeting model many organisations opted to move to this model due to the principles coinciding with their values as a company.  
According to the findings, the fast-moving business environment has been a big factor on why many organisations believed that it was important to move away from traditional budgeting systems as they don’t believe that the traditional methods can be adaptable to the fast-changing business environment. This gave another reason for many organisations to adopt the beyond budgeting model so that they don’t fall behind and end up suffering due to it.
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