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1. [bookmark: _Toc496043657]eXECUTIVE sUMMARY




CHAPTER 1 – ABSTRACT


As times change more and more people in management seem to believe that the concept of traditional budgeting is becoming obsolete with-it having disadvantages, such as it being time consuming and quickly outdated, that make it less desirable than the up and coming method of beyond budgeting. Beyond budgeting seeing a range of success in companies such as Handelsbanken and Statoil with the former being able to out perform its competition in its country of origin by a large margin. While beyond budgeting does have advantages, such as higher levels of both job satisfaction due to employees feeling more involved in the process and a greater focus on customer satisfaction, there are a number of barriers for companies wanting to switch from traditional budgeting to beyond budgeting. Some of these include high monetary costs to implement as well as the potential down time to make the change, this time spend trying to incorporate the new method could also end up losing the business money due to inefficiencies while the transition is made. Due to these barriers it may be hard for those in public sectors to change over to rigid nature of their structure and how fixed in their ways they are, but it is not impossible. Overall it would seem that incorporating beyond budgeting over traditional budgeting would be worth while should the business be able to overcome the barriers that may be in their way to doing so.
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2. [bookmark: _Toc496043658]Introduction
2.1 [bookmark: _Toc496043659]Report Remit
Many senior managers seem to believe that variance reporting and conventional budget cost centres are not effective ways of managing a business’ resources. By looking at what the various methods of budgeting are, and the strengths and weaknesses of budgeting as a whole, we will be looking to determine why in fact these methods are becoming outdated and slowly replaced by a new method known as beyond budgeting and looking at what this new method may entail, as well as how it is making an impact in the world with more and more businesses now taking it on board over the traditional budgeting method. We will also look at the potential problems that may be caused by the new method of beyond budgeting and why it may be difficult for some businesses to incorporate it due to a number of barriers they face when making the change.
















3. What is a budget?
A budget is the careful consideration of the costs of each of a business’ departments to identify what is needed to make the business work and at what cost. Melkers (2005) believes that in order to work out a complete budget an integration of all measures is required throughout the process as well as a good level of communication between all departments. Without communication it would be impossible to compile all the requirements of each department thus the budget would be too inaccurate to be of any use. While budgeting is primarily associated with the distribution of money across multiple departments, it is important to note that while that is the most common use of a budget, it can also be used to distribute other assets accordingly as well such as raw materials used in the production process (Welsch, 1976).

3.1 Types of budgeting 
There are a number of types of budgets, each with its own approaches and styles that suit certain businesses more than others. These would include;

· Static budgeting – This form of budgeting is considered the most common and oldest type. Static budgeting sets up a plan for what it expects the financial position and the businesses results to be for the following year. Zeller (2013), believes that compared to most newer methods, static budgeting is limited in its scope, being restricted to a single fiscal year. It also makes the business unable to be as flexible as it may need to be as they are restricted by the budget itself.
· Zero Based Budgeting – It is believed that zero based budgeting came about as response to the budget being based on previous years (Smith, 2004), making it sometimes more difficult for various departments within a business to get the correct amount of funding they require. ero based budgeting implemented a system in which the budget is not based on prior knowledge or factors and just on business needs.
· Flexible Budgeting – Flexible budgeting is typically put in place to allow a business to cope with changes in volume or activity that they otherwise wouldn’t be able to with a more rigid system such as static budgeting (Mak, 1994, Kaplan 1994). Because it is adaptable to change it also requires a long time to set up meaning it may become outdated and irrelevant by that point.
· Incremental Budgeting – Incremental budgeting is a type often used by management in which it increases the budget each year in expectation of the business growing to accommodate the increased expenditure (Tucker, 1982). Numerous theorists argue that incremental budgeting is highly successful (Cowart, 1975, Danziger, 1978, Hoole, 1979) believing that it is very stable and that it is possible to mange departments more consistently and that the impact of the incremental change is quickly realised all of which could be down to how simple the method is to put in place. There are those however who disagree and believe that incremental budgeting is detrimental to a business (Leloup, 1978, Gist, 1982) as it means that there is assumption that the business will in fact grow to accommodate for the budgetary change when there is no guarantee, thus the budget may outpace the businesses capabilities to spend. There are also no incentives to develop new ideas and find ways to cut costs as they are under the belief that they will be able to afford what is needed.
· Rolling Budgeting – A rolling budget is one that is consistently and continuously updated so that a business always has a budget that extends up to one year from the present date (Lynn, 2004). However, this does come with its issues, as it needs to be constantly tended to by someone, thus it permanently ties up employees in a task where they could otherwise be used to help out elsewhere. It could also lead to management being to fixated on the budget and focusing to much on micromanagement and not looking at macro factors. That being said, it still does retain the advantage of always knowing how much will be needed when hit with hazy and uncertain periods while a new budget is being constructed.
3.2 Advantages and Disadvantages of a Budget
When it comes to setting up a budget there are various advantages and disadvantages, it is important to analyse and compare these to determine whether it is beneficial to set up a budget for the business or whether modern day senior managers are correct in thinking that budgets are a thing of the past and that budgeting needs to make way for a new and improved concept.
3.2.1 Advantages
There are many advantages to having a budget, Libby, (1999) while various other theorists (Parker and Kyj, 2006; Magner et al., 1995; Nouri and Parker, 1998; Sholihin et al., 2011) believe that a budget is able to help establish better levels of communication between staff and their managers. A possible example of this would be if the production department communicated how much they would need to be able to purchase material and the manager would be able to work out whether the amount is feasible to fund and if not, then a compromise can be reached. Budgeting also makes it possible to set clear goals and targets for the business this gives the business a clear direction in which it needs to go into order to grow. Budgets also allow the business to be able to identify its potential weaknesses thus allowing them make adjustments accordingly to minimise the risk of that weakness having negative effects on the business. It also allows the business to be timely with regards to the delivery of its products and or services and while budgeting may not have a focus on customer satisfaction having things done in a timely manner to the benefit of the customer should certainly improve customer satisfaction.

3.2.2 Disadvantages
While budgeting has its advantages, it also has its disadvantages. Neely (2001) in particular believes that most forms of budgeting can be too time consuming, which is especially the case for rolling budgets. That time could be better used elsewhere in the business such as working on achieving a higher production output or sales volume. Budgets make a business too rigid and often prove to be a barrier to change and are often contradictory. He also believes that budgeting focuses too much on assumptions and unsupported guess work thus there could never truly be an entirely accurate budget, to make it more accurate would mean spending more time on it which further exacerbate the issue of budgets being time consuming. Pietrzak (2013), also seems to believe that budgeting encourages behaviour of poor practice, where those who have a stake in the outcome of whether or not the budget is met, may attempt to influence the budget to get a positive outcome that reflects well on them. He also believes that is reinforces the barriers that discourage the sharing of knowledge between departments. This could be because all information is gathered within the one department putting together the budget, rather than shared amongst all departments. Another potential issue would be that budgets do not guarantee success for a business as a budget is unable to substitute for good management practices within the business and focuses the business too much on getting as many sales as possible rather than customer satisfaction as meeting the budget and increasing profitability would be a priority. Budgets also cause the business to forgo long term strategy and potentially focus too much on the short term goals thus not always being able to look at the bigger picture in front of them.

4. Beyond Budgeting

4.1 What is beyond budgeting
[bookmark: _GoBack]Beyond budgeting is a concept put into practice by those who are dissatisfied with how budgeting worked with large amounts of time wasted and from risk of potential corruption. While traditional budgeting is more fixated on the numbers such as sales and profits, beyond budgeting takes an approach that’s more akin to that of human resources where the focus is on the people, or more specifically having the right people for the job. With beyond budgeting, things such as decision making become decentralised spreading it out among the rest of the employees, as well as much greater levels of freedom (Libby, 2010). Beyond budgeting incorporates a system similar to the traditional accounting method known rolling budget called a rolling forecast where it creates a forecast that can span 1, 2 or even 3 years with it being able to be tweaked even in minor ways should the need arise which allows it to be more flexible and respond to decisions that may be time sensitive. Beyond budgeting also makes use of key performance indicators which help to measure changes in the business’s performance, track various points such as efficiency, timeliness, quality and resource utilisation. Finally, beyond budgeting also makes use of balanced scorecards which focus on four aspects, finances, customers, organisational capacity and its internal processes. These allow the business to focus on what needs to be done to improve performance and also acts as a means of integrating various other business programmes. Potential disadvantages of the use of scorecards could include the fact that senior manager may still be too fixated on the financial performance of the business, rather than trying to juggle the four major aspects which could also be problematic all in itself. There are already examples of businesses adopting this newer style, Svenska Handelsbanken, a Swedish bank, disregarded traditional budgeting back in 1970s, ever since then it has been able to outperform all of its competitors within Scandinavia (Beyond Budgeting Institute, 2019). Between the years of 1979 and 2001 it had a total shareholder return of 24%, this was 33% higher than its leading competitor potentially lending credence to the idea that beyond budgeting is a step ahead of traditional budgeting. An example of this is that Handelsbanken gives its employees on the frontline the authority to authorise large business loans to its customers without needing permission from those in upper management (Harvard Business Review, 2003). Goode (2011), states that the reasoning for budgeting is to try and remove the surprise aspects of a business whereas the beyond budgeting method allows the ability to embrace them rather than remove or avoid them. Handelsbanken is not the only one to enjoy success due to beyond budgeting, Statoil, soon to be called Equinor, is a oil and gas company from Norway who also employs beyond budgeting. While being mainly based in Norway, it is a successful enough company to be prominent in 27 countries such as Argentina and Singapore. In 2018 alone they managed to make 19.7bn USD through their operations this success could potentially be attributed to their use of beyond budgeting over traditional (Statoil, 2018).

4.2 Advantages of beyond budgeting
For beyond budgeting beginning to have businesses begin to replace the long standing concept of budgeting, there must be a lot of advantages for doing so, some of which include increased autonomy which would also lead to a greater level of employee job satisfaction (Østergren, 2011). They would feel like they are able to make a mark on the business, rather than feel that they are simply a small cog in a machine, as they are able to make key decisions all on their own, without having to wait on someone in a management position above them to give them permission, like a child asking a parent. It is a much more adaptive means of managing in comparison to traditional budgeting due to the more frequent performance reviews as the method is more focused on the people and thus gives a better understanding as to the employee’s capabilities and limits (Daum & Hope, 2003).

4.3 Disadvantages of beyond budgeting 
With all good things there must be some negatives and that is the case here, CIMA (2007), believes that without the framework that budgeting provides a business may struggle to plan, coordinate and control its various activities as well as lose direction due to the lack of planning for its future plans and goals. Due to how recent a concept beyond budgeting is, there are currently very few studies on what the disadvantages of such a system may entail. However, there are a number of issues for those wanting to make the transition from traditional budgeting.

4.4 Barriers to beyond budgeting
There are a number of potential barriers for some businesses to switch over from traditional budgeting over to beyond budgeting, for example It may be exceedingly difficult for some to make the changeover, such as government departments and public sector business as they are so heavily rooted in traditional budgeting, however this does not mean it is impossible for them but it would require a complete reworking of a business’s entire system as opposed to slightly modifying it, this can cause a long downtime depending on the size of the business, as well as the time taken to get used to the new process (Goode, 2011). It could also be cost a considerable amount to switch over depending on the size of the business with larger businesses required a lot of money and not just time to make a full conversion.
Some individuals within the business may also struggle to make the transition to the new style even if the rest of the business makes a smooth change. This may also lead to further costs in training for the business or downtime while they are forced to find a suitable replacement.



























5 Conclusion

Overall it seems that beyond budgeting has a place in the world of business, especially with the many disadvantages that the traditional budgeting concept has compared to the advantages offered by the beyond budgeting method. However, it is still a relatively new concept, thus some downsides may yet be unknown and will take time for most businesses to adopt it as their new structure given how deeply set on traditional budgeting most are. There will of course as mentioned be those who are so set in the ways of traditional budgeting that they cannot afford the downtime caused by the overhaul such as governments. It could also be possible that by the time that most businesses start to incorporate beyond budgeting, a new concept may have arisen and thus beyond budgeting would become obsolete. Those that have managed to take it on board will be able to reap the benefits it provides, but overall it is not easy for all businesses to make a transition to be it for monetary or administrative reasons.
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